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INTRODUCTION

These studies on the wood-based furniture, leather products,

‘and footwear mahufacturing industries of the Philippines were

undertaken by the U.P. Business Research Foundation, Inc. (UPBRFf,
under a research grant from the Philippine Institute.for Develop-
ment Studies. In addition, the leather tanning industry was

gtudied, aslthis latter industry bears upon the leather products

and footwear manufacturing industries. The studies were com-

pleted with additional financial assistance from the $GV Found-

ation, Inc. and the Premiare Financing Corporation.

A. Objectives and Scope of the Studies

1.0 Objectives of the Studies
1.1 To conduét an analysis of each industry's status
| and future prospects, particularly in the areas
of ofganization and general management, epe;atious
management and technological development, market
structures and prospects, financial performance,
and socio-economic benefits and costs.

1.2 To provide inputs to zovernment planning and
policy formulation for each industry, including
such areas as institutional development, indusfry
rationalization and technological development,
among others,

1.3 To provide the private sector with a fairly com
prehensive review of each industry.

1.4 To genmerate useful experiences and insights in

the conduct of industry studies.



2.0 Scope of the Studies

These studies covered the major sectors of each

industry as defined in the next section. The sample

population for each industry was drawn from Metro

Manila, Bulacan, Rizal and Laguna, with the exception

of that for the wood~based furniture industry, which

included Cebu and Pampanga as well,

The studies covered the following primary aspects

of each industry:

2.1

2.2

2.3

2.4

2.5

2.6

Organization and general management, including
managerial practices and capabilities‘of firms
in the: industry;

Production facilities, systems and capabilities,
ag well as'teChnological development trends in
the industry;

Market factors and marketing problems and pros-
pects, particularly in the areas of supply and
demand, market structures, and pricing; 
Financial prowth and performance in terms of
prafitability, investment and financing problems
and trends;

Input factors and related issués; and
Socio-economic impact in terms of employment and
foreign exchange generatiom, as well as other

envirvonmental implications.



3.0
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- (All references to operations and status of each
firm in the survey were based on calendar year 1980,
unless otherwise specified.)

Findings were used to evaluate future prospects of
the industry, and, wherever possible, make policy re-
commendations.

Limitations of the Studies

The restriction of the coverage of each study to

Metro Manila, Bulacan, Rizal and Laguna {and Pampanga

and Cebu in the case of the wood-based furniture
industry) was necessitated by 1iﬁited budgetary re-
sources. The PIDS indicated, however, 2 possibility
for future extension to a nationwide coverage. While
such expansion of coverage is not yet attainable, the
yesults obtained would principally apply only to the
areas above-mentioned, except where availability of
secondary data allows for extension of such findings
to a nationwide scope/magnitude.

In general, financial information derived by way
of a field survey have proven to be relatively spotty,
thereby limiting, or even preventing, much of the
financiél analysis initially contemplated.

The study team realizes that, resources‘permitting,
further analysis of the data penerated in the survey of
firms conducted by the team is desirable, and may lead
to further significant findings and/or poliéy redonmend-

ations.



B. Method
1,0 Definition of Terms
1.1 “Wood-Based Furniture Industry" refers to five of
the six sub-classifications undér Philippine
Standard Industry Classification (PSIC) code # 332
(Manufacture and repair of fumiture: and fixtures,
except primarily of metal). These are:
3321(0)£/— Manufacture and repair of wood fur-
nitqre, including upholstery
3322(0) =~ Manufacture and repair of rattan
furniture (sagd, wicker and cane),

including uphostery

3323(0) - Manufacture of box beds and
' mattresses
3323(0) - Manufacture of partifions, shelves,
lockers, and office and store fix—
turés
3329(0) - Manufacture aﬁd repair of furniture

and fixtures, except primarily of
metal, not elsewhere classified.

1.2 "“Leather Products Industry” refers to the following
gub~classifications under PSIC code #323 (Manufac-
ture of leader and products of leather, leather
substitutes and fur, except footwear and wearing

apparel): -

By ,

;/A PSIC code presented in the form xxxx(0) is used to denote a
four-digit classifications whose only five-digit sub~clagsifi-
cation is itself.
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32321 - Manufacture of luggage, handbags and
wallets
32329 - Manufacture of products of leather and
leather subétitutes, not elsewhere
classified.
This study, however, has been restricted to only
those leather products manufacturers which use
genuine leather as rav material input for at least
some of their products. In addition, “leather
tanning” covers PSIC code #3231(0) - Tamneries
and leather finishings.
"Footwear Industry” refers to all classifications
under PSIC code #324 (Manufacture of footwear,
except rubber, plastic or wood footwear) and ome
sub-classification under each of‘fSIC code numbers
355 (Manufacture of rubﬁer products), 356 (Manufac-
ture of plastic broducts not elsewhere classified),
and 331 (Manufacture of wood and wood and cork

products, except furniture), as follows:

3241(0) -~ Manufacture of leather shaes

32491 - Manufacture of slippers and sandals

32492 -~ Manufacture of other footwear, except
rubber, pléstic or wood footwear, not
alsewhere classified

3552(0) - Manufacture of rubber footwear

35602 - Manufacture of plastic footwear

33193 -~ Manufscture of wooden footwear and

accessories



1.4

1.5

1.6

1.7

1.8

I-6

"Establishments" or "firms" within the industries
refer to those actually engaged in the manufacture
of the products as defined above. While manufac-
turing is a minimum requirement, the establishments
or firms may, in addition, be engaged in subcon-
tracting and/or purchase for sale and/or resale, as
well as any other activity (e.g., repair), epart
from manufacturing.

"Employees" refers to persomnel of the firm, ex-
cluding household members and/or helpers, whether
or not the latter are paid salaries and/or other
compensation for work undertaken for the firm,
"Labor force™ refers to employees and those house-
hold members snd/or helpesrs directly participating
in the prodﬁction process (i.e., directly involved
at some or all stages of the transformation df raw
or semi-finished géods into finished products).
"Borrowings" includes all forms of indebtedness of
the firm, includiﬁg supplier's credit, and is
understood to refer to the average aggregate amount
cutstanding throughout CY 1980.

“rypes of market outlet" includes all types of
buyers transacting directly with the firm, taﬁging
from endusers to retailers, wholesalers and others.
In the case of leather tanning, this would also

include manufacturers of leather prodﬁcts.
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1.9 '"Wholesaler", as used in this study, refers to a
buyer who buys a firm's product primarily for
resale, whileas ‘''retailer" refers to one who buys
primarily for sale to endusers. For instance, a
buyer of leather from a tanmery who sells primarily
to manufacturers of leather products iz treated as
a ﬁholesaler, without regard to the duantity of
leather actually sold to these manufacturers.
Accordingly, "wholesaler" and "retailer', as used
in this study, depart from their common volume-
based uéage.

2.0 Sampling Procedures
2.1 Sampling Frame
The sample population was arrived at by a
superpogition of three listings9 as follows:
2,1.1 1978 Preliminary List of Large Establish-
mentsg/w This is a publication of the
National Census and Statistics Office (NCSO),
containing a list of establishments employ-
ing, in the case of industrial establish-~
ments, 10 or more people. It containms the

industry, region and address of each firm,

2 .

-/;he use of the term "large" in this publication {10 or more
employees) is inconsistent with the standard definition of
20 employees or more,
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2.1.2 NACIDA List of Registered Firms - This is a
compilation of 21l firms in the three indus-
tries which registered as cottage industries
with the National Céttage;Industries Deve~-
lopment Authority (NACIDA) from 1963 until
1979. This was generated from NACIDA's
registry of firms, which contains.eéch
firm's year of registration, name of pro-
prietor, address and number of employees
upon registration.

2.1.3 NCSQ Computer Printout - Tﬁis is a census
list prepared in 1977, based on a 1975
census of establishments, - It contains
among others, coded data relative to size

of employment and revenue of each firm.

List 2.1.1, apart from being only prelimimary,
excludes establishments ﬁith less than 10 employees.
'Oﬁ the other hand, list 2.1.2 includes a number of
firms which have become non-existent, transferred
to other locations, grown in size of labor force,
or changed proprietors. NACIDA dées not update_its
regiatéy, inasmuch as NACIDA régistra;ion is valid
for five (5) years and non-remewable. It is
believed that many NACIDA-registered firms, how-
ever, transfer the owﬁership, and registration in

the name of another person (usually a member of
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the family or a friend) to enable the firm to be
re-registered (under another proprietor) and con-
tinue to avail of privileges usually accorded to
NACIDA-registered fifms. Finally, list 2.1.3 has
not been updated for the years 1976 ﬁhrough 1979,

Since each of lists 2.1.1 through 2.1.3 has
-inherent and relative weaknesses, it was decided
that a combination of the three lists would best
serve the purposes of the studies, with some of
the overiaps traced and eliminated, jﬁhe elimina-
tion process, as expected, was not quite thorough:
that some firms were double-counted in the composite
list was established in the course of the.survey.
Nonetheless, sugh cases of double-counting, appa-
rently due to the above-cited multiple reglstra~
tions with WACIDA, proved to be manageable (4.2%
of final sample sizeli?v

In order to attain coneistency in treatment of

size of labor force, the dafinition in list 2.1.1
of "large" establishment (10 employees oY more) was
adopted for purposes of classification, Thus,
three classifications were used for size of labox
force: small (less than 10 employees), laxge (10
employees or more), and unclassified (number of

enployees unknown).gj

3/

2{The standard classifirations, unorganized (less than 5 employees),
small (5 to 19 employees) and large (20 employees or more), were
used in the analysis of survey data, however.
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The sample populations were, accordingly,
classified by area aﬁd by size. lﬁéfer to Tables
1.2, 1.3, I.4 and 1.5 for summaries of the sample
populations of the wood-based furniture, leather
tanning, leather products and footwear establish-
ments, respectively, classified according to area
and size, Table I.l presents a summary of all four
sample popuiations by areqif Stratified samples

were then drawn separately out of each of the four

populations, sample points being drawn at random

for every stratum (each stratum being a size versus
area listing of the establishments).
Sample Size

Sémple gize per stratum was determined by pro-
portion to total, except in certain cases where
adjustments were.nécessary owing to the small sizes
of certain strata in the sample population. jfhble
I.6 presents the sample size, as determined, per
industry, broken down 5y area. Tables I.7, 1.8,
1.% and 1.10, on the other hand, summarize deter-
mined sample sizes for the wood-based furniture,
leather tanning, leather products and footwear
establishments,.respectively, each broken down by
area and by sizaiT

Final sample sizes, however, were in general
smaller than the derived sample sizes due to oper-

ating constraints. In particular, a very large
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TABLE I.1 SUMMARY OF SAMPLE POPULATIONS OF MANUFACTURING ESTABLISHMENTS
(BY INDUSTRY AND BY AREA)

Industry

_ Wood-Based Leather Leather Total
Area Furniture Footwear Products Tapning  (by area)
Metro Manilaéf
lst District 1185 25 50 0 . 260
2nd District 300 768 198 0 . 1,286
3rd District 162 18 50 4 234
4th District | 185 32 24 ¢ 241
Laguna 55 423 4 0 - 482
Bulacan ’ 86 2 37 BT 172
Rizal 57 43 6 0 106
Cebu?/ 265 - - - 265
Pampangag/ 236 - - - 236

Total (by industry) 1,531

=
(9%
o
W
[
(9}
O
II\J
o
W
wd
[
o
~

R

1/

~'First District: City of Manila
Second District: Quezon City, San Juan, Mendaluyong, Pasig, Marikina
Third District: Caloocan City, Malabon, Navotas, Valenzuela

Fourth District: Pasay City, Makati, Las Pifias, Parafiaque, Muntiplupa,
Taguig, Pateros ' '

2/

= Only for wood-based furniture industry.
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TABLE I.2 DISTRIBUTION OF SAMPLE POPULATION, WOOD~BASED FURNITURE
MANUFACTURING ESTABLISHMENTS (BY AREA AND BY SIZE)

Size of Labor Force

Total
Small Large Unclagsified (by area)

Metro Manila
1st District w4 2 185
2nd District 153 116 31 300
3rd District 107 54 1 162
4th District 72 - 106 7 185
Cebu 168 87 10 265
Pampanga 146 84 6 236
Bulacan 31 34 1 86
Laguna 35 " 16 4 35
Rizal A 25 - 0 a7

Total (by size) 906

v
(=)}
W
I
|3
'—J
w
W
g
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TABLE 1.3 DISTRIBUTION OF SAMPLE POPULATION, LEATHER TANNING
ESTABLISHMENTS (BY AREA AND BY SIZE)

Size of Labor Force

Total
Area Small Large Unclassified (by area)

Bulacan 9 16 0 25
Metro Manila

1lst District 0 (VI 0 0

2nd District 0 0 0 0

3rd District 0 2 2 4

4th District 0 0 0 0
Laguna 0 0o 0 0
Rizal _0_ _a 0 9

Total (by siée) =g= %g

fls

Il
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TABLE 1.4 DISTRIBUTION OF SAMPLE POPULATION, LEATHER PRODUCTS
MANUFACTURING ESTABLISHMENTS (BY AREA AND BY SI1ZE)

Size of Labor Force

: Total
Area Small Large Unclassified (by area)
Metro Manila
lat District 39 6 5 50
2nd District 150 0 5 198
3rd District 37 10 3 50
4th Distyict 20 4 0 24
Bulacan 25 11 1 37
Laguna 3 | 1 0 4
Rizal _ 4 2 | 0 _6

_Total (by size)

13"
~4
oc
~
~3
=
o~
LW
L=l
L <]

|
|
|
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TABLE 1.5 DISTRIBUTION OF SAMPLE POPULATION, FOOTWEAR
MANUFACTURING ESTABLISHMENTS (BY AREA AND BY SIZE)

$ize of Labor Force

I

: Total
Area Small Large Unclassified (by area)
Metro Manila
1st District 9 7 9 25
2nd District 232 . 60 496 788
3rd District 7 1 10 18
4th District 12 7 13 32
Laguna | 278 33 112 423
Rizal 35 5 3 43
Bulacan 17 _6 1 24
Total (by size) 590 119 géi 1,353
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TABLE I.6 SUMMARY OF DERIVED SAMPLE SIZES
(BY INDUSTRY AND BY AREA)

Industry
Wood~Based Leather Leather Total
Area Furniture Footwear Products Tamning  (by area)
Metro Manila
lst Distriet 17 4 | 6 0 | 27
2nd District 29 90 23 0 142
3rd District 11 2 4 0 17
4th District 11 1 5 0 17
Laguna 2 70 0 0 72
Bulacan 6 4 5 10 25
Rizal 5 10 1 0 16
Pampanga 19 - - - 19
Cebu 17 = = - 17
Total (by
industry) 117 181 44 10 352

i
I
|
|
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TABLE I.7 DISTRIBUTION OF DERIVED SAMPLE, WOCD-BASED FURNITURE
MANUFACTURING ESTABLISHMENTS (BY AREA AND BY SIZE)

Size of Labor Force

Area Small Large Unclassified (bgoziégl

Metro Manila

lst District 10 6 1 17

2nd District 16 10 3 29

3rd District 6 4 1 11

4th District 6 4 1 11
Pampanga ' 11 7 1 19
Cebu 10 6 1 17
Bulacan 3 2 1 6
Rizai 3 2 0 5
Laguna 1 1 0 2

Total (by size) 66 42 é }__g
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TABLE 1.8 DISTRIBUTION OF DERIVED SAMPLE, LEATHER TANNING

Area

Bulacan
Metro Manila
Laguna

Rizal

Total (by size)

ESTABLISHMENTS (BY AREA AND BY SIZE)

Size of Labor Force

Total
Small Large Unclassified (by area)
3 7 0 10
0 0 0 0
0 0 0 0
L b 9 L
0 * 10

o
I~
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TABLE I.9 DISTRIBUTION OF DERIVED SAMPLE, LEATHER PRODUCTS
'MANUFACTURING ESTABLISHMENTS (BY AREA AND BY SIZE)

Size of Labor Force

Total
Area Small Large Unclassified (by area)

Metro Manila

lst District 3 2 1 6

2nd District 12 9 ' 2 23

3rd District 2 1 1 4

4th District 3 2 0 3
Bulacan 3 1 1 5
Rizai 1 Q 0 1
Laguna -0 0 0

Total (by size) 24 15

H
P~

|
|l
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TABLE 1.10 DISTRIBUTION OF DERIVED SAMPLE, FOOTWEAR _
MANUFAGTURING ESTABLISHMENTS (BY AREA AND BY SIZE)

Size of Labor Force

Total

Area Small Large Unclassified (by area)
Metro Manila

1st District 2 0 2 4

2nd District 39 8 43 20

3rd District 1 0 ‘ 1 2

4th District 1 v 0 1
Laguna 31 6 33 70
Rizal 5 2 3 10
Bulacan 2 1 1 4

Total (by size) 8l 17 83 181

I
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number of firms listed in the sample population of
leather pfqducts manufacturing establishments did
not actually use leatﬁer {only leather substitutes)
as input, lﬁé a result, by the time the target date
of completion of field survey operations arrived,
only 29 leather products menufacturers (66% of the
desired sample size of 44) had been successfully
interviewed, notwithstanding thé fact that a full
315 establishments (85% of the total sample popula-
tion) had been sought and/or visited by interviewerqéT
3.0 Datas Gathering Procedures |
3.1 The Interview Schedule

The study team developed an 18-page interview
schedule, which was finalized after a pre-test was
undertaken on some of the more critical/problematic
varictles. lﬁbst of the more than one hundred
questions vere given pre-coded responses; only a
small number were left open—ended#7

The interview schedule involved hundreds of
variables, regarding some of which certain hypo~
theses had been formulated beforehand. A number
of th@sa'hypothesea were discussad in part in the
preliminary report submitted by the study team to
the PIDS. _;Ebme of these hypoﬁheses had to Be
abandoned as the data were being put together and
analyzed because of the insuffigiency of both pri-
mary and secoﬁdary data, in terms of quantity and/

or quality,/
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The Field Survey

The conduct of “he field survey was initially
passed on to a private firm with expected‘capability‘
(largely owing to past experience in related under-
takings). The study team, however, undertook cross-—
checking aétivities by way of sampling firms
already interviewed. The sampled firms were asked
selected queetipns, classified according to two
major types (the first type, those questions res-
ponses for which are deemed highly unlikely to be
subject to memory lapses, or simple questions
requiring little or no explanation by the inter~
viewer; and the second type, 2ll other questions).

Due to major discrepancies noted in a signifi-
cant number of cases, the study team decided to
suspend the field survey and to conduct a total
Tesurvey.

‘The lessons drawn from the initial conduct of
the field survey pointed to a strong need for in-
depth and early on-the-job training of interviewers,
as well as a continuous monitoring and review‘of
their work. Supervision was directly provided by
the study téam, which also edited completed inter-
view gchedules. Inspite of the internsive training
and close supervision, interviewers still had to
return to the respondents in ﬁany cases, to clarify

and/or rectify certain responses.
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The study team's statistical consultant dévised
a scheme for automatic replacement of a "primary
respondent" (i.e., a firm included in the original
list of estsblishments to be interviewed) by one
in a fixed sequence of substitutes, In general,
each primary respondent was assigned a sequence of
these substitutes, to be tapped one after another
should zn interview fail to materialize. For in-
stances whore the sequence of substitutes was
exhausted, an alternative automatic substitution
procedure was applied. This system of automatic
substitution effectively eliminated the possibility
of interviewer-based biag in the choice of a subs-
titute if, say, & pool of substitutes were to be
left open to the interviewer.

Tha resurvey (including training of inter-
viewers), undertaken with an average of 10 full-
¢ime interviewers, lasted little more than 4 months,
with 333 successful interviéws (94.6% of the de-
sired aggregate sample size of 352). The field
operations had to be given a specific cutoff date
due to the marginality of success in the latter
stages, iargely brought about by the preponderance
of manufacturers using leather substitutes only as
input (as discussed in section 2.2 above), in addi-
tion to other factors. Zﬁéfer to Table I.11 for a

summayy of results of field operationqéf Such



Total sampla population
Perived sample size

Firms sought/visited

TABLE I.11

Distribution by Industry

Wood-Based Leather Leather

SUMMARY OF RESULTS OF FIELD SURVEY OPERATIONS

% _to Total Sample Population

Wood-Based Leather Leather

Successful intervicws

Canzot be located

Trensferred iocation

Closed/stopped operations

Hon~manufacturer (dealer only)

fiot in industries as defined
{gifferent product lines)

Not operatiang in 1980

Rafused to be interviewed outright

Difficult to interview {dropped
after 3 or more visits)

Inconsistent/insufficient data

Double counted in list

Total firms sought/visited

Furniture  Tanning Products Footwear Total Furniture Tanning Products Footwear Total
1,531 29 369 1,353 3,282 100.0% 100.0%  1i00.0% 100.0%  100.0%
117 12 44 181 352 7.6 34,5 11.9 13.4 10,7
342 15 315 332 1,004 22.3 51.7 85.4 24,5 30,6
Frequency % te Yotal Ho. of Firms Sought/Visited
Wood-Based Leather Leather Wood=Based Lesther Leather ,
Furwiture Tanning Products Footwear Totel Furniture  Tanning Products Footwear Total
i15 10 29 179 333 33.6% 66.7% 9.2% 53,9% 33.2%
86 G 80 55 225 25.2 0 25.4 17.8 22.4
i8 Q 25 6 50 5.3 G 8.3 1.8 5.0
35 0 26 43 104 - 10.2 0 8.3 13.0 10.4
8 0 i 5 14 2,3 C 0.3 1.5 1.4
13 0 126 10 149 3.8 0 40,0 3.0 14.8
3 6 2 1 6 0.9 ¢ 0.6 0.3 0.6
27 1 15 17 60 7.9 6.7 4,8 5.1 6.0
24 1 5 11 41 1.0 6.7 1.6 3.3 4.1
4 1 2 i 8 1.2 6.7 0.6 0.3 0.8
9 2 3 0 14 2.6 13.3 1.0 0 1.4 "
— — - . 1
- ~
342 15 315 332 1,004 100.0% 100,02  100.0% 100.0%7 100.0% =
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marginal success rate, it was felt, did not justify
the incremental costs ivnolwved.

Table I.11 shows an overall success rate of
33.2% (the highest success rate was at 66.7% for
leather tanning, and the lowest at 59.2% for leather
products). In the case of leather products, 40% of
the total number of firms sought/visited turned out
to be using purely leather substitutes as raw
material, while another 33,7% either could not be
located or had transferred location (per informa-
tion provided by neopla at or in the vicinity of
the original address).

At the close of field operations, there were

115 successful interviews of wood-based furniture

firms (98.3% of the 117 deeired sample size), 10
of tanneries (100% of 10), 29 of leather products
manufacturers (65.9% of 44), and 179 of footwear
establighments (98.9% of 181).
Secondary Data

In addition to primary data gathered from the
survey of 333 establishments, secondary data were
gathered, principally from the National Census and
Statistics 0ffice (NCS0), the Naﬁigﬁal Economic and
Developrant Authority (NEDA), ;H; Central Bank of
the Philippines .(CBP), the Miﬁistry of Trade and
Industry (MTI), and various industry associations.
Certain publications were likewise used in this

respect.
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.4.0 Analytical Tools
4,1 Statistical Considerations

Stratification of the samples according to
area and size (as was done) would have allowed
stratified analysis of data, except for the observ-
ation, early on in the analysis, that distribution
of the sample population énd, hence, the sample
according to size of lator force did not neces-
sarily match with actual interview results.

For instance, Tatle 1.7 indicates at least
56,4% (65 our of 117 of rhe sample for wood-based
furniture to be in the “small" category (less than
10 persons employed). Interview data, however,
yieldas only 36% (41 out of 113 in this category.
This discrepancy shows a weakness in the data on
employment indicated in the listings used to arrive
at the samplz population. Accordingly, tﬁe basis
for stratification according to size collapses,
(This‘discrépancy is probahiy brought about by the
growth of firms which have remained in the business,
as the data would sugg&é‘t‘., a situation that could
not possibly Be taken account of when NACiDA's re-
cistry or NC30's lists have not been updated. On
the other hand, it is highly likely that firms
repistering with NACIDA would tend to understate
_employment (and other) data in order to gqualify as

cottage industries,)
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In view of the above, analysis of data could
not be made to proceed along the size strata iden-
tified in the sampling frame. Nevertheless, the
study team's statistical consultant indicated that
the original sample derived for éach industry would
still be representative of the sample population;

a sample derived without stratifying according to
size_would likely have the same composition as the
original sample so stratified, comsidering the
sampling procedure duscussed in Section 2.0 above.
“omputations

Couwputerization of data was initiated at the
University of the Philippines Computer Center, but
had io be tentatively put off after financial re~
sources of the project proved inadequate. The
computer work was resumed after the SGV Foundationm,
Inc¢. providad the UPBRF Qith a grant for computer
services (extended by the SCV Development Center).

Due tc the enormous volume of data generated
froum the field survey, ﬁﬂst of the computer outputs
possible within the limited budget were ia the form
of frequency tabulations and cross-tabulations. As
a result, data analysis was principally limited to
chi-square tests, The study team feels that fur-
ther data analysis (e.g., correlation analysis),
with additional resources, may lead to further

sipnificant findings and/or policy recommendations.
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Chapter II of this report presents the fihdings of our study
on the wood-based furniture industry, while Chapter IIT deals with
the footwear industry., Chapters IV and V discuss the leather tan-
ning and 1eathe: products manufacturing industries, While each of
these chapters contains a section discussing our major conclusions
and recommendations relative to the industry concerned, Chapter VI

summarizes the same over all these industries.
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1i. WOOD-BASED FURNITURE INDUSTRY

Overview cf the Industry

The dulang (low téble}, bangkito (low stool) and papag
(low bed made primarily of bambwo siats) were already in use
in the Philippines even prior to.fhe artival of the Spaniards
(Amio_£7k;7), indicatin, that wood-based furniture manufactu— .-
ring has been here for es leng as ¢re would care tc consider,

Today, the Chumber of Furniture Industries of the

Philippines (CFIP) eétimates that there are from 4,000 to

5,000 establishments engaged in the manufacture of wood-based

furniture and fixtures, previding employmenf, directly or
indirectly (by subcontracting}, to some 50,000 persons (Cody
17_;75. ‘Such statistics, howéﬁer, may not be all that
reliable due to thﬁ:belie§ed presence of man? unregistered
"backyard" manufacturers, One estimate states as wany as

15,000 furniture manufacturers in 1977 {WOrld Bank‘lfﬁé7).

The wood-hased furniture industry is taksn to refer to

five of the six sub-classifications under Philippine 5tandard

Industry Clossification (PSIC) ccde number 332 (@wanufacture
and repair of furniture and fixtures, s=xcept primarily of
metal), as follows:
~ 4 1/ N > . E )
3323(0)=" - Menufacture and repair of wood furniture,

inciuding uphelstery.

1/

—'The foimat zxxx(2) is intended to indicate 2 one-to-oue
correspondence betwean four~ end five-digit sub~classifica-
tions,
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3322(0) -~ Manufacture and repair of rattan furniture
(reed, Wickér and cane), including upholstery

3323(0) -~ Manufacture of box beds and mattresses

3324(0) - Manufacture of partitions, shelves, lockers,

and office and store fixtures

3329¢0) ~ Menufacture and repesir of furniture and

fixtures, except primarily of metal, not
elsewhere classified.

One sub-classification, 3325(0) - manufacture of window
and door screens, shades and venefian blinds, was disregarded.

In 1980, the industry penerated a gross value added of
P192 million at constant 1972 prices (P474 million at 1980
prices), our roughly 0.81% of gross domestic product for
manufacturingr%/

"The industry is widely-dispersed throughout the entire
country, but the largef and export~oriented firms are located
mainly in Metro Menila and Cebu, because of their proximity
to the major sources of raw materisls, as weil as the requif
site shipping and trading facilities.” {(Cody lﬁ:f. Firms
engaped in the export of rettan fumiture are mostly located
in Cebu and, to a lesser degree, Angeles City. Cebu, in
particular, is characterized by prﬁximity to Mindanao, the
principal source of rattan, and the presence of an inter-

national seajort. The greater number of wooden furniture

2 . : N .
—/The National Accounts Staff, Statistical Coordination Office, NEDA

has data showing that pross value added (at constant 1972 prices)
increased from P88 million to P192 million between 197C and 1980,
indicating a modest incrzase in share of gross domestic product
for manufacturing from 0.74% to 0.&1%. This share was decreasing
from 1972 to 1977, though. (Refer to Table II.1).
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TABLE II.1

GROSS VALUE ADDED TO GROSS DOMESTIC PRODUCT (MANUFACIURING),
WOOD-BASED FURNITURE AND FIXTURESl/
(1570-1980, AT CONSTANT 1972 PRICES)~

Gross Value Added, : :
Wood~-Based Furniture % to Gross Domestic

Year ad Fixtures (Pmillion)~ - Product (Manufacturing)
1970 88 0.74%
1971 98 0.78
1972 86 - 0.64
1973 90 | 0.59
1974 88 0.55
1975 74 - 0.45
1976 79 0,45
1977 90 0.46
1978 152 0.74
1979 1672/ - 0.74
1980 1923/ ' 0,81

Aquurce: National Accounts Staff, Statistical Coordination Office, NEDA.

2/

IQ/AE revised in the 1982 Philippine Statistical Yearbook (a NEDA publication,

At constant 1972 prices.




I1~4

exﬁorters are located in Metro Manila. (See Amio_£_1;7.)

Exports of wood-based furniturz and fixtures grew from
$6.3 million in 1976 to $46.9 million in 1980, in FOB US $
values, or an equivalent average annuzl gréwth rate of 65%
over the period. However, these amounts accounted for only
0.25% and 0.85%Z, respectively, of total Philippine exports
in 1976 and 1980. The aggregate amount for 1976-1980 was
$116.3 million, or 0,60% of aggregate Philippine exports
over the same period. (See Tabl& 1T .2.,)

The bulk of wood-based furniture and fixtures axports,_
however, has been in rattan (as principal raw'material),
accounting for 86.7% of aggregate exports over the period
1970-1979, reaching a high of 92.4% in 1979. The share of
wood furniture and fixtures to tot%l exports of wood-based.
furniture and fixtures has dropped from a high of 37.6% in
1974 to a measly 0.6% in 1978 and 1.1% in 1979. Buri, bamboo
and other materiels, in econtrast have rglatively picked up
in 1978 and 1979. (Refer to Table II .3.)

“+ Bautista, Power and Associates_Z;QLT.éstimated the
domestic resource cost (DRC) for wooﬁ and rattan furniture
and fixtures at 6.99, using_NCSO's inp#t-output table of the
Philippine economy for 1969, The ﬁRC-figure for 1974 was
even lower at 5.77, which compares favorably with the 8,88
weighéed average DRC for manufacturing. They observed that
"it would appear also that a vast export potential remained
untapped for such non-impory compe;ing industries in 1969

having low DRCs as ... furnjture and fixtures (both metal



TABLE 11.2 PHILIPPINE EXPORTS OF WOUD-BASED FURNITURE AND FIXTURES

. Philippine
Exports of
Total Wood~basad

Philippine Furniture. and
Year Exports Fixtures =
19876 $2,573,675,684 $6,325,137
1577 3,150, 886,98% 13,266,247
1978 3,424,876,025 16,500,050
1979 4,601,189,916 33,343,792
31980 5,487,787,554 46,856,143
Fotal '$19,238,416,168 5126,291,3265

(1976-19280)
i/

2 gource: Nationel Census and Statistics Office

i to
Total
Philippine
Exports
0.25%

0.42

0.48

0.72

0.85

0.60%

AS A PERCENTAGE OF TOTAL PHILIPPINE EXPORTS
(1376-1980, IN FOB $ VALUES)

Philippine Exports

of Wood-based
Furniture and
Fixtures, Includinglf
Builder's Woodwork —

$16,424,207
22,883,437
29,806,314
52,808,160

61,217,616

——T T C———

$183,139,734

% to

Total
Philippine
Eggorts
0.64%
0.73

0.87

1

.]—'5
1.12

0.95%

C-TT,
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TABLE II.3 PERCENTAGE DISTRIBUTION OF
PHILIPPINE EXPORTS OF WOOD-BASED FURNITURE AND,
ACCORDING TO PRINCIPAL RAW MATERIAL =
(1970-1979, IN FOB § VALUES)

TXTURES

Percentage Distribution by Principal Raw Material

Buri, Bambo /

2/

3/

Year wood Rattan and Others — Total
1970 5. 3% 87.5% EERTE 99,97/
1971 6.6 91.1 2.3 100.0
1972 16.6 81.9 1.4 99,93/
1973 28,2 71.6 0.1 99,93
1974 37.6 60.4 2.1 100,12/
1975 21.6 75.6 2.8 100.0
1976 15,9 83,7 0.3 99,9/
1977 12.2 85.6 2.2 100.0
1978 0.8 | 90.8 8.4 100.0.
1979 1.1 92.4 6.6 100,
1970-1979 . . \
e orenmte) 8.4% 86.77 . 4.9% 100, 0%
17

Based on data of the National Census and Statistics Office.
Excluding fumiturs and fixtures primarily of metal.

With roundoff error; should equal 100.0%.
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and wood)..." 5o muck has been said for shifting away from
the traditional, primary exports (e.g., logs, sawn lumber,
plywood and rattan,pples) towards processed goods (e.g.,
wood-based furniture and fixtures}. With the relative effi-
ciency of the wood~based furniture industry as exhibited by
the low DRC, it appears that the government ought to encou-
rage further exports in that séctor.

Whether the government should at all develop an export
promotion program fcr the industry, and what components such
a program should involve, remain to be seen,‘however. It
is imperative that the firms in the industry, whos along
with the entire economy, would be the expected béneficiaries
of such aprogram, should be given spécial attention; néf oni§ in
terms of capabilities and potentials for addressing the
export market, but also in terms of the expected bepefits
and costs associated with so doing. Many 2an export promotion
program will p;obably failAtc attain its objectives unless

this is done.
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B. General Characteristics of the Sample

The sample population used in this study consisted of
1,531 estzblishments spread cver Metro Manila, Rulacan,

Pampanga, kizal, Laguna and Cebu. A final sample size of 115

(compared to a derived sample size of 117) wag arrived at, out
of a total of 342 firms sought and/or visited. (Tables I.2

and I.7 present sunmarizs of the sawple population and the
derived sample, respectively, broken down by area and by

size.of labor forece. On the other hand, the geographic
distribution of the 115 respondents is presented in Table 11,.4).
60% of the respondents are locatced in Metro Manila, 13.9%

in Cebu, 134 in Pampanga, and the remaining 13.1% in Rizal,
Bulacan and Laguna.

The success rate in the field survey suggests that only
-gome 56% of ou’r-sazﬁpi’ﬁe -population:‘éctually represents wood-
based furniture and fixtures manufacturers invaétuéi dperé—
tioh (assuming that the firme which could mot be located
duting thé'sﬁrvey mostly'répresent fifﬁs‘§hiéﬁ.havé closed
down' as well),

1.0' Sizé Distribution of Establishments -
0f the 115 firms successfully interviewed, 14%

are ia the unorganized sector (vith a labor force

of from 1 to 4), 40.4% arc small (5 to 19 vorkers),

and 45.6% large (20 or more workers). Table II.5)

gives a distribution of respondénts by size of

labor force. /This distribution differs highly

—

Sigﬁificanfly from the expécted distribution as



TABLE I1.4 LOCATION OF RESPONDENTU}"/

Location Frequency k.
Metro Manila®/

1st district 18 . 15.65%

2nd district 29 25,22

3rd district ' 10 8,70

4th district 12 _ 10.43
Pampanga 15 : 13.04
Cebu ' 16 13.51
Rizal 7 _ 6.03
Bulacan 6 5.22
Laguna 2 | _ 1.74

Total s | _100.00%

'l/Bﬁsed on address of wmain office. Of the 115 firms surveyed, 16 have

their menufacturing facilities in locations different from the main
offices. Only 6 of 115 respondents have more than cne mapufacturing
facilicy. :

: é/First District: City of Manila
Second District: Quezon City, Sam Juan, Mandaluyong, Pasig, Marikina
Third District: Caloocan City, Malabon, Navotas, Valenzuela
Fourth District: Pasay City, Mskati, Las Pifas, Paranaque,

Muntinlupa, Taguig, Pateros
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TABLY II.5 DISTRIBUTION OF RESPCHUENTS
BY SIZE OF LABOR FORCE:

Employees Onlyg/ Including Household Laboréj
Size of Labor 4/ Cunmulative 4/ Cumu}ative
Force Frequency = % Frequency = %
None 2 1.5% 1.8% - - T
1- 4 23 20.2 21.9 16 14.0% 14.07%
5« 9 17 14.9 36.8 25 21.9 36.0
10 - 14 11 9.6 46.5 11 9.0 45,6
15 - 19 9 7.5 54,4 10 8.8 54,4
20 - 29 19 16.7 71.1 19 16.7 71.1
30 - 43 15 13.2 84.2 13 1l.4 82.5
50 - 99 ) 5.3 89.5 7 6.1 88.6
100 - 199 ) 5.3 94,7 7 6.1 94,7
200 or more 6 5.3 100.6 6 5.3 100.0
Total 114 100,22 s 99.9%
;/Based on headcownt only.,
Eyihe term "employee", as used in the étudy, excludes household ﬁambers/
helpers.
3/

='tabor force is defined to include, other than employees, only those

houschold members/helpers directly participating in production.
é/Percentages are based on 114 of 115 respondents. Oue respondent smploys
labor only by contract.

EJWith roundoff error.
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shown in Table 1.7, in which at least 56.4% of
respondents have a labor force of léss tham 10
persons. The sample, however, yielded only 36% of
respondents as felling within this category. This
result, as discussed in Section X.B.2, may have been
due to the use of NACIDA's registry of firms, which
is not updated. On the other hand, it is highly
likely that firms registering with NACIDA (63.5%
of the respondents reported being registered with
this agency) tend to understate employment (and
other) data in order to qualify as cottage industries.
Accordingly, the study team had to abandon the idea
of stratified anelysis of survey data, owing to the
collapse of the basis for stratification. Notwith-
standing this preblem, the sample is still believed
tc be representative of the sample population by
irtue of the sanmpling procedure. Data analysis,
however, had to proceed on the basis of the entire

sample./

The 1977 NSO Survey of Manufacturing
Establishments, on the other hand, indicated (for
the same area) a distribution in 1977 of 13.2% in
the unorganized sector, 66.1% small firms, and
20.7% large. Possible implications of this differ-

ence in findings between the NCSO survey and ours

are discussed in the immediately succeeding sectien,
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Our sample of 115 firms yielded a total estimated
labor force of 3,294 (excluding one firm employing
labor exclusively by contract), yielding a mean size
of 46.4, with standard deviation of 103,5., The
largest reported size of labor forxce was 800, while
smallest was 2,

Assuming that our samprle is indeed representative
of the sample population, the ébove figures would
suggest a totzl employment of close to 40,000 in the
areas coverad by our survaey alone (applying a 567

" to the sample population size).

"legitimacy rate
Some 43% of our sample employ hceuschold labor.,
Table IT .6 indicates the axtent to which houschold
members/helpers are employved in the production
process, according tc size of labor force. It shows
that the practice is more prevelent among the smaller~
sized firms, as is to be expected. There are even
two firms in our sample which use household labor
only,
Gross sales estimates for 1980 were provided
only by 96 firms (83.5% of the sample). A full third
estinated sales at P100,000 or less, while 82.3%7 of
raespondents roported saleé at no more than P1 million,
Only 6.3% repcrted sales in excess of P5 million.
(Refer to Table IT.7 ) It is not clear whether
these gross sales estimates are meaningful, however.

Some respondents, for instance, read off their sales
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TABLE 1I.6 USE OF HOUSEHOLD LABOR,
BY SIZE OF LABOR FORCE

. Frequeney - - %

Size of UsingtHoubehpldo "Not Using® s Using Household Not Using
Labor 1:“2_rce . 'k..!‘ _Labbﬂ % uHousezlqmld Labnrbf‘mtal La'buqr - __Hogsehold Labor Total
1~ 5 11 9 20 55.0% 45,0% 100.C
6 - 10 19 3 22 . 86.4 13,6 100.C
11 - 15 5 11 16 31.2 68.8 100.¢C
16 - 20 1 13 14 7.1 92,9 100.¢
21 - 30 3 9 12 25.0 75.0 100.C
31 - 50 5 5 10 50.0 50.0 100.¢
51 ~ 100 | 2 6 8 ' 25.0 - 75.0 100.C
101 - "800 3 9 12 - 25.0 75,0 100.(
Total 49 63 114 43.0% 57.0% 160.(

————
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TABLE 1I.7- DISTRIBUTION OF RESE?NDENTS
BY GROSS SALES™

Estimated 1980

Gross Sales Cumulative - Cumulative
”(?000) Frequency _h Frequency %
25 and below 11 11.5 11 11.5%

26- 50 6 6.2 17 17,7
51- 100 15 . 15.6 32 33.3
101~ 200 i3 _ 13.5 45 46.8
201~ 500 25 26.0 70 - 72.9
501~ 106_0 8 8.3 ' 78 8l.2
1001- 2000 5 5.2 83 86 .5
2001~ 5000 & 6.2 €9 62 .7
5001-~10000 & b.2 | 93 % .9
10000-15000 ' 2 2.1 sl 99.0
15001+20000 | ¢ o 95 99,0
20001-~22000 i _ 1.0 a6 100.0
Total %% 99,83
~J~"-/Per respondents’ estimates.
-2-/19 respondents either could not moke an estimate or refused to
answer.
3/

Z'With roundoff error.
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figuraes from income tax returns, which may, by and
large, ba questionable.

(it any rate, gross sales estimates provided by
these 96 respondents yielded a mean of F1,2 million
with a standerd deviation of ?3,1 million. The
median, however, ic cnly ¥240,000. The sales distri-
tution would, therefore, appéar to be skewed to the
right, with mean sales pushed upward by the few
firms with relatively high sales estimates.)

In view of the difficulty in getting fairly
accurate financial data from the respondents, size
of labor force has been chosen as a substitute for
gize of the firm in the analysis of data.

Product Lines

Six majer producf types have been identified
and used in this study: wood-vased home furniture;
wood-based office furniture; wood-based fixtures and
accessories; builder's woodwork; rattan and buri
furniture; and rattan and buri fixtures and accesso-
ries, Aﬁy further level cf diéaggregation would hava
made the survey of establishments less manageable,
even unwieldy.

While avery single respondent is a wood-based
furniture manufacturer, our survey took into account
the possibility that a respondent may as well be
engaged in the subcontracting and/cr purchase for

resale of wood-based furniture and fixtures.
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aAccordingly, Table IT.8 shows the number of respondents
engaged in manufacture, subcontracting and/or resale in
the above-menticied six major product types. lﬁhr
survey reveals thot 25 respondants, or 21.7% of the
sample, subcontract/pass eon production of certain
products to other firms. On the other hand, 13.9% (or
16 respondents) purchase products from other manufac-
turers for resale_..:/-

The distribution of respondents by location and
principal raw material used is given in Table IL.9.
82.6% of respondents use wood as principal raw
material, 14.8% rattan (as well as buri, bamboo and.
gimilar material), and 2.6% undetermined combinations
of wood and rattap. The ratten furniture manufacturers
ave located principally in Pampanga and Cebu, although
the latter arca includes » larger proportion of
respondents using wood as principal raw material.

Only 29 {or 25.2%) of the 115 respondents
?ﬂported ever having exported any cf theirlprnducts
or selling to exporting firme. However, during the
period 1576-1980, only 25 of these firms (21.7% of
sample) actually had any exportz. The four other
firpe (rhroe using wood as principel raw material
and one using rattan) had no exports during the
period, but presuvmably did export prior to 1976.
lﬁho qf these lattzr four firps are locatad in
Pampangs, one in the foufth district of Manila,

and one in Rizal./



TABLE II1.8 WUMBER OF RESPONDENTS ENCAGED IN THE
MAHUFACTURE, SUBCONTRACTING AND/OR RESALE OF
WOOD-BASED FURNITURE, BY MAJOR PRODUCT TYPE

Trequancy 9 to Total Respondents
Manu- Sub- Re- Any Manu- Sub- Re- Any
Product Type’ facture contract sale Mode facture contract sale Mode
Home Furniture {(Wood) . 383 14 10 85 72.27% 12,2% 8.8% 74.6%
Office Furniture {(Wood) ' 43 5 2 44 37.7 4.4 1.8 38.6
Fixtures and Accesscories {Wood) 55 7 2 56 48,2 6.1 1.8 49,1
Builder's Woudwork 25 3 1 26 21.9 2.6 . 0.9 22.8
Rattan and Buri Furniture 22 5 3 24 18.3 - 4.4 2.6 21.1
Rattam zmd Buri Fixtures and . : .
Accessories ) 15 2 1 15 13.2 1.8 0.9 13.2

Valid cases = 115 respoadents

L1~11
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TABLE II1.9 DISTRIBUTION OF RESPONDENTS
ACCORDING TO LOCATION AND PRINGIPAL RAW MATERIAL

Principal Raw Material A %

. ) 1/ Wood and ) Wood and e
location of Firm Wood Rattan~ Rattan Total | Wood XRattan Ratten Iota
Metro Manila

lst District 17 1 .0 18 h.bl  D.E%k 0% 100 .(
2nd District 27 1 1 29 93.1 3.4 3.4 99.¢
3rd District ;O 0 0 - 10 |100.0 0 ] 100.¢
4th District 9 2 1 12 | 75.0 16.7 8.3  100.(
Cebu 17 4 0 16 75.0 25.0 0 100.¢
Pampanga 6 9 0 15 | 40,0 60,0 0 100, ¢
Rizal 7 0 0 7 |100.0 0 0 100,(
Bulacan 6 ¢ 0 6 100.0 0 0 100, ¢
Laguna 1 0 1 2 50.0 Q 50.0 100.¢
Total 95 17 3 115 82,67% 14.8%; 2.6% 160.(

1/

~'Includes buri, bamboo aud other such material.

2/

With round-off error.
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0f the 25 firms which did export within 1976-1980
(Table II.10 gives a distribution of thase respondents
according to location and principal raw material), only
10 were able to do so throughout the five years covered,
~while the remaining 15 exported in apywhere frem 1 to

4 years. lﬁée Table 1I1.11 for a distribution of the

25 respondents according. to number of years‘(lD 2, 3,

4 or 5 years) within the period 1976-1980 in which

they actually exported, and to principal raw materialiTv
in fact, only 21 respendents exported in 1980, 22 in
1979, 20 in 1978, 15 in 1877, and 12 in 1976, Tables
11.12 and II1.13 indizate the major product types
exported snd years of first export, respectively, of
the 25 firms who ever exported.

The date is indicative of a shift towards exports
made of rattan (as well as buri, bamboo and other
_similar material), away from exports made primarily
of wood. Even the FOB $ vaiues of exports of the 25
respondents ovsr the period 1$76-1580 supports such
observation. For instance, of the 21 respondents who
exported in 1980, 11 are rattan furniture manufacturers,
9 use wood primarily, while one uges‘a‘combination of
wood and rattan, While only & of the first category
‘could furnish estimates of export sales (direct exports
plus sales to exporting firms), equivalent FOB § value,
exclusive of exportinmg firms® merkups, aggregated

$6.38 million (with a mean cf $797.8 thousend). Onm



TABLE 1I.10 pISTRIBUTION OF RESPONDENTS
WHO EXPORTED DURING THE PERIOD 1976-1980,
BY LOCATION AND PRINCIPAL RAW MATERTAL

Principal Raw Material

_ ‘ 1 Wood and
Location Wood Rattan— Rattan Total

Metro Manila

lst District 1 1 C 2

Znd District 4 0 L 5

3rd District 0 0 0 0

4th District 2 2 1 5
Pampanga Z 5 0 7
Cebu 2 4 0 6:
Rizal 0 0 0 0
Bulacan C | 0 0 0
Laguna 0 0 0 0

Total il L2 2 %%

1

/
2/ Tncludes buri, bamboo and other similar material,
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TABLE II.11 DISTRIBUTION OF RESPONDENTS
WHO EXPORTED DURING THE PERIOD 1976~1980,
ACCORDING TO NUMBER OF YEARS ACTUALLY EXPORTING
IN THE PERIOD, AND TO PRINCIPAL RAW MATERIAL

Principal Raw Material

Number of Years " Wood
Actually Exporting= 2/ and
in 19761980 Wood Rattan— Rattan Total
1 2 i 0 3
2 1 0 1 2
3 3 3 1 7
A 3 ] o 3

L 5]
|
loo
<
5

Total 11

li=
[S]

I~
|

1/

~ "hetually exporting"” may refer to either direct exports or sales
to exporting firms, or both...

2 . ' y .
—/Includes buri, bamboc and other similar material.
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TABLE TI.1. NUMBER OF RESPONDENTS WHO HWAVE AND/OR 1/
' ’ ARE ENGAGED IN EXPORT OF WOOD~BASED FURNITURE ,—
BY MAJOR PRODUCT TYPE
Product Type Frequency % to Total Exporiers
Rattan and Buri Fumiture 14 . 48.37%
Rattan and Buri Fixtures and
Accessories ' 9 31.0
Home Furniture (Wood) , 8 27.6
¥ixturas and Accesscries
(Wood) - 7 24,1
Builder's Woodwork _ 5 ' 17.2
Office Furniture {(Wood) . - 1 3.4

lénly 29 (or 25.2%) of 115 tespondunta raported ever having exported/
sold to experiing firms,

TABLE I11.13 DISTRIBUTION OF YEARS 1/
IN WHICH RESPONDENTS FIRST EXPORTED~
Year of First Export Eréguencz %
1576-80 16 55.2%
1971-75 7 _ 24.1
1966-70 2 6.9
1561-65 2 6.9
1948 ' 1 3.4
Cannot recall , 1 3.4
Total 28 99.9%

-

i/Only 29 (or 25.2%) of 115 respondents reported avaer having sxported/
sold to exporting firms ,
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the other hand, & exporters of wood furniture

prcvided an aggregate estimated FOB § value cf $1.29
willion, or a mean value of only $161.3 thousand.

(See Table II 44,) It would seem, then, that values of
exports of rattan furnitura manufacturers have substant-
ially been greater, on the firm level, than axports of
~wood furniture.

At the same time, total Philippine wood-based
furniture exp.rts have grown heavily in favor of
rattan furniture, as will be discussed in a latter
section of this raport.

Organizational Characteristiaes

81.7% of the 115 respondents are simgle proprietor~
ships, and the remaining 18.3% are corporations. (PDC?
'ITB*F'reports that newly registered furniture manufac~
turers over the pericd 1970-1976 were distributed as
follows: single proprietorships, 76.0%; corporations,
16.5%; and partnerships, 7.5%. It noted, however, that
registrations of single proprietorships to total newly
registered furniture manufacturers tad shown an increa-
sing trend over that pericd.)

30.4% of respondents have been in operation for
five years or leés. Moreosver, 60% of the firms have
been operating for no more than 10 years, indicsting a
predominance in the industry of relatively voung firms.
Only 15.7% of the respondents are more than 20 years of

age.
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12.2% of the firms sampled are being operated
by other than the original owners, while $7,8%
continue to be under original cwnership. (Refer to
Tabie I1.14,)

A cross-tabulation of age of the firm versus
size (in terms of labor force) yields a highly signi-
ficant chi-square result that these two variables
are not ind@pandent. The data, in fact, suggests. that
size and agé are positively correlated (though not
necessarily linearly). This may indicate either a
general tendency for firms to grow in size over
time, or for smaller firms to close down af“er a
few years in operation., (The survey data suggests
that as much as 35.47% of registered Liruws in our sample may have
ceased operations.) If the former possibility were
to praevail, it may somehow explain the lack of corres-
pondence between the distributions ¢f size of labor
force of the derived sample (Table 1.7) and the
actual sample {Table II.5 ) noted in Sections I.B.2
and IT.B.,1. It would seeﬁ that size of laber force
may increase over the years, while&s data in NACIDA's
registry indiCate, among others;nformation, numﬁer of
employees af the time of registration (which is any-
where between 1963 and 1979). Of course, ag was
carlier mentioned, it may simply have been an offshoot
of the possible understatemeni of wmployment figures,

among other data, to qualify for registration with NACIDA

and avail of the privileges that go with such registration,
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TABLE 11.14 DISTRIBUTION OF RESPCNDENTS 1/
BY HUMBER OF YEARS IN OPERATION—

Frequency v
No. of Years Original Original
in Operation Ownership Acquired Total Ownershio Acguired Total
1-5 29 6 35 28.7% 42,9%  30.4%
6-10 31 3 34 30.7 21.4 29.6
11-15 14 3 17 13.9 21.4 14.8
16-20 9 1 EEA N 8.9 7.1 B.7
2125 3 1 4 3.0 7.1 3.5
More than 25 14 0 14 13.9 0 12.2
Unkncwnzj 1 0 1 1.0 0 0.9
Total 101 14 s 100.12Y  ge.e%Y 100,12
-yAs of vearend 1980.
2/

=/ Respondent cannot recall year established.

3/

With roundecff errcr
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C. Production Inputs and Practices

1.0 Production Facilities and Major Practices

1.1 Plant and Equipment

Cody 17'3;7'had cbserved that most factories and
workshops in both solid wood and rattan sub-sectors
of the industry are poorly equipped for mechanized
production. Furtherz:re, Loth plant and equipment
are yenerally dilapidated.

Our survey showed that 51.3% of all reSpondents
have nlauts housed or located in reﬁidences or the
immed.stely adjoining areas., This suggests somewhat
"backyard type" operations, which may be succeptible
only to limited expansion. Some 22.7% of respond-
ents are renting their plenc structure.

Cody further notes:

"Although any genmeral puriocse
factory would be suitable fcr the manu-
facture of furniture, the bulky nature
of the picduct and its susceptibility
to damage in handling require that
factory premises should be relatively
spacious, free from obstructions and
should have flat floors. =XxXxx
Betause the quality of the finish
cften greatly affects the saleability
of the product, separate enclosed
finishing areas with extractor fans are
of considerable importince. Only a
smnall minority of Filirino factories
have any of those desiderata."

Out of 115 respondents, 22 (or 19,1%) have
plants in diffeient locations than the_main cffice.

. . 3 ]
Six of these 22 actuzlly have two plants,—j while

3/

The remaining 109 respondenfs (94.8% of sample) have only one.
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the sixteen others simply have their main ﬁffices
and plants separately located.

Seven resﬁoﬁéents (6,1%'of the sample) report
having no equipment whatsoever, except possibly for
hand tools and other similar implements, while four
respondents have only one plece. An additional
three responden;s (thiz brings the total to 7) have
only cne major type/category of equipment. (See
Tables IT.15 and IT1.16 for distributions of res-
pondents according to number of typeﬁzand nuaber
of pieces of equipment, respectively.) Tne mean
number of types across the sample is 4.6, ccmpared
with a median of 4. ©n the other hand, the mean
nuwber of pieces is 9.9, as acainst a median of 8.

.Table $7.17 lists eguipment/machinery, by
major ty.s/CACegory, in Ccommon usé among the respond-
ents. The most commen type of equipment are the
specialized sawhand cutters, which aranunderstandbly,
very basic Lo ﬁhe industry. Only a little more than
nalf of the respendents, however, have routers and
planers or compressors, which ought to be standard
machinery in milling and finishi=o, regpectively.

Fewer than 30% have any aquilmihi for shaping/moulding,
jointing, 1athing.and other cperations which crdinarily
would require a fairly high degree of precisioh9 and,
desirably, mechanization. This suggests that the

industry is, by and large, labor-intensive.



'ABLE 11.15 DISTRIBUTION OF RESPONDENTS
ACCORDING TO NUMBER OF TYPES OF EQUIPMENT,
BY PRINCIPAL RAW MATERIAL USED

Principal Raw Material
Sumber © f Wood | Rattany Wood and Rattan M;mmﬁzieziairﬁigtii
Tvnes of Hon- Sub ' Non- Sub Hon~- Sub Total Total Non- Grand
Equipment Exporting Exporting Total {Exporting Exporting Total |Exporting Exporting Total E;gporting, Exporting Total
0 - 3 3 - 3 3 -1 1 - 7 7
1 - 5 5 - 1 1 - - - - 6 5
2 - 11 11 2 ~- 2 - - - Z 11 13
3 - 11 11 2 - 2 - . - 2 13 13
4 1 13 14 - 1 1 - _ - 1 14 15
5 6 9 15 - - - - - - 6 9 15
6 - 14 14 1 - T - - ~ 1 14 15
7 - 7 7 1 - 1 | 1 - 1 2 7 9
8 1 2 3 2 - 2 - - - 3 2 5
9-11 - 2 2 1 - 1 - - - 1 2 3
All .2{
Types— 3 3 6 - - - 1 - 4 3 7
Total < _1L_ _j_f’_—f 91 o2/ 5 w | o_2 1 3 22 8 108

l'-‘(Includes buri, bamboo and other similar material.
;-/Res)pondent claims that firm has "all types" of machinery/equipment "necessary for the business,” but refuses to
gr into any detail. ' : e

3/

2! pour wood furniture manufacturers refused to provide :information.

4 - - - -
—-!Three exporters of rattan furniture refused to provide information.

8z-11



TABLE II.16 DISTRIBUTION OF RESPONDENTS _
ACCORDING TO NUMBER OF PIECES OF EQUIPHENT,
BY PRINCIPAL RAW MATERTAL USED

Principal Raw Materi7l Used | ‘-All Types of Raw
number of Wood Rattan— Wood and Rattan Material Used (Total)

Pieces of Non- Non- _ Non- Sub- Total Total Non~ Grand
fquipment Exporting Exporting Total |Exporting Exporting Total |Exporting Exporting Totall Lxporting Exporting Total

) - 3 3 - 3 2 - i i - 7 7

1 - 3 3 - 1 1 ~ - . 4 4

2 - 5 5 1 - 1 - - - 1 5 3

3»5 i 15 16 - - - - i is s

6-9 3 27 30 3 1 4 - - - 6 28 34

10-14 2 20 22 1 - 1 i - 1 4 29 24

15-13 1 4 5 2 - 2 - - - 3 b 7

20-29 1 3 4 1 - i 1 - 1 3 3 6

30 or mote 1 z 3 1 - 1 - - - 2 2 A

et 9% wm? o oY 5w | _z 1 3 | 20 88

gjlncltdes buri, bamboo and similar material

E!Thres wood furniture manufacturers (two of them exporting) refused to provide informatiom.

-

-flThree rattan furniture exporters refused to provide information.

62-11



Iype of Equipnent

TABLE II.17

Ho. of Respondents

Eeporting as

Z to Totel,,

1/

COMgI0ON TYPES OF EQUIPMENT/MACHINERY IN USE—

lLverage Number
~f Pieces per
Respendent Using

Age Range

i/
Averasza Age (Ycaars)—g'-r

dcross Respondents

Median

Age (Years)—

Across
Weighted Responden

b
=i

kachinery Using This Type= Respondents— This Type {Years) Using This Type

Epecialize sow/

cutter 101 90.2% 2.9 2=30 7.5
Plzner &5 58.0 1.4 1-20 7.4
Fouter 58 51.8 1.8 1-15 4.5
Compres == 57 55,9 2. 1-20 5.2
Driil 35 34.8 1.3 1-30 8,9
Sewing machine 24 30.4 2.1 1-25 8.1
Sanding machine 33 ‘29,5 1.7 1-20 5.6
Jointer/joisn: plamer 30 26.8 1.2 2-30 6.8
Press machine 28 25, 1.2 2270 5.6
Houlder/shaper 24 1.4 2.1 1-20 7.
Lathe machine 17 15,8 1.2 3-50 i3.4

3 . ) . . , . .
—/Percentagesare based on 112 respondents who replied to the question regarding equipnment/machinery.

4/

estimated by respondent,

<
J“'(Se‘:fen {or 6.1%Z) of respondents reported nat having any equipment/machinery other rhan hand tools.
plece, while an additional three have only one type.
I

ncludes 7 respendents reporting having "all types of equipment/machinery in the business”, and rcfusing to go ints

5.5
7.5

Four respendents have only one

0t~1I

any detail.

— Taken over set of respondents using the given type of equipment/machinery, excluding cases where age is unknown/cannot be



Some pieces «f machinery arc old (20 to 30
years), Lut the mean and median ages are relatively
on fhe iow side, This may indicate s faixly rvecent
shift f£roo tredivionally manual 0perati0né TowAards
mechanizarion, sithcugh perhans at a painfully
slow pace. Even among res?ondénts who bave decided
to mechanize, 5nly a handful weuld claim to bave
an ezzertially complete line of equipment/machinery.

62.6% of respondonts (72 out of 115) viport
zeauiring some méjor piece or pleces of equipment
aver tho poriod 1876-1980. Sources of financing
sanicyed wera: oun capital (52 our of 72, or |

-y o

Ph.44), banks (23057 )

wpppliar's-credit (6.9%) ;
relatives/friends (4.7%), financing compeny and
private moneylender (1.47 escn;.

Out of 63 ruspondents whe provided estimates
of‘current resale value -f fixed assats, 17.5%

smount of ¥10,000 or less;

indicated an agpregoic

42,9%, P50,000 or lcea;

& 60.37%, PLOCG,0G0 or
less. Tt is highly doubtful, however, whatever
such astinates may.be meaningful at all, as these
extimates saen bo be far from feasonably ALPLOXi~
.mating the value of fixed assets. Aeeordingly,
the usual cepital-labor ratic approacht fails.
Instead, an alternative measure for rélative
extent of machanizétiOn was developeds ratiq wi

numbsi of pieces of equipment to size of labox
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force. (See Toble TI.1&.) 13.2% of respondents
have machine o worker ratios of 1:10 or worse,

while 28.3% haw Ll:4 or less. A large 56.6% of

g

raspondeats fall within 1:2 or lass. Only 14.2

thon a 1:1 retioc, ~anerally low

had beteey

2

ratios are sove pronounced ium tu noge

furniture mraufacturers, suggesting taci latter

50 4t 13 wvan more labor-ingansiva than wood

i

Fouynic: o manufacturing. This is ©2 Lu cunected

wefv; to the retative applicabiliiy of wachines inm

v vt ve productio. sompared with the

ooyt are L, vatten Furniture.

i oF pleces of equipmcntéf

both o thit s pan s’ Tendescy Lo Incresaq with
Sy tiwm b tne it e-ether it he meagwrad in
cerye o tige n” lihor foree or via estimated
gLO. o U AEY, D0 ceriaindy not mroportionately.

-1ighed for machine

in foce, no Jdi-a. T tadl L ws
to worker ratics .. v Lation ko slze of flwmi L.ed,
suah rarice du o 0 .awib oan lncreasing trené ng
size of labor force vr prTess szise increages. This
wovld imp*y that relative «xtent of mechanization
das noi secessarily imprive as the.firm ErOws in
size. Not even among the firms exportinp woud fur-

nimwaissudxatnmdpwmﬁmﬁﬂ@,wmm&ﬂﬂtwmﬂd

b ) ) L
2 Mhe sone way be swid of apgregats estimated resale velue of

euipment,



TABLE II.18 DISTRIBUTION OF RESPGNDENTS ACCORDING TQ RATIO OF NUMBER OF PIECE3 OF EQUIPMENT
T0 SIZE OF LABOR FORCE, BY PRINCIPAL RAW MATERIAL USED

Ratio of Number
of Pieces of
Equipment to
Size of Labor

Force

¢.(0 - 0.10
.11 ~ 6,25
(.26 - 0.50
.51 - 0.75

;. 760== 1,00
1.¢1 - 1.50
1.1 - 2.00

Z.51 or more

Total

Frequency according to Principal

Raw tiaterial Used

Wood Rattan
6 5
12 4
27 3
14 1
] -
5 -
2 -
g ¥ Y
L "

l‘-/Iﬁ‘al;:bss could not be derived for 6 wood and 3 rattan furniture and fixtures

missing data.

z/

~"With roundoff error,

Wood and
_Battan

Total

2

14

15

i5

%
Wood and

Wood .  Rattan Rattan Total
Sy A 42.9% 66.7% 13.2%.
13.5 28.6 - 15.1
30.3 2i.4 - 28.3
i5.7 7.3 33.3{ 15.1
16 .4 - - 14'é
8.0 - - 7.5
5.6 - - 4,7
2.2 - - 1.9
99.9%% 100,02 100.0% 100.0%

e e e o

1anufacturers due to

£e-11
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seem to be the expeétation.sy
1.2 Mumber of Workshifts and Working Hours

Presumably owing to demand factors, 97,4%
(112 out ¢f 115) of our respondents use only one
workshift daily. Only 3 respondents (2.6%) have
two workshifts, 52,67 use eight-hour workshifts
("workdays" may be more appropriate considering
that there is generally only ome workshift), while
the remaining 17,4% are spread over tﬁe rest of a
5 to 13 hours range, Mean length is 8.09 hours.
Most respondents (88.4%), however, apply 4 siz-day
working week, while 2.7% use seven workinu; days, |
'5.4% five, and 2,6% less than five, averaging at
5.87 days.

1.3 Subcontracting

Subcoﬁtracting apjiaars to bé & relatively
common practice among firms (51, or 44.3% of all
respondents). 44 firms (38.2%) pass on production
of certain componen:s to other firms, while 25
(21,7%) subecntract entire products. Améng the
major reasons given for subcontracting are that

certain operations are not within the capability

éjlt is only in the mean number of piesces of equipment (19.3) that
firms exporting wood furniture would seem to have an edge over
the entire sample (9.9), But such iz likewise the case with all
exporting firms (16.4), whether using wood or rattan as principal
raw material. This situation may simply be a result of the fact
that exporting firme are generally larger (mean gross sales of P3.7
million; mean labor force of 147.2°Y, compared with the entire _
sample (mean gross sales of F1.2 million; mean labor force of 46.4).
The edgs in number of piecas of equipment, therefore, seems to .
arise mercly out of the stated general tendency to own more equip-
ment as slze of the firm increases.
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of the firm, and the insufficiency of machinery/
equipment, In addition, a significant number of
respondents passing on production claim that it turns
out cheaper to do so. (See Table 11.19.,) This seems
to suggest that firms do not feel a need to purchase
certain machinery/equipment, as production volumes
may not be sufficient to justify such decision.

There are, of course, certain tradeoffs that a
firm would have to conside? in deciding tc subcontract,
22 of the 51 firms (43,1% complain that quality of
output is not as specified/expected, whilé 19 (37.3%)
repoxrt that the output is usually not delivered on
time. Moreover, 2 firms (3.9%) state that subcentract-
ing/passing on production turné out to be even more
expensive.

At any rate; the practice of subcontracting in
effect solves, at least to gpme extent, two problems:
a) lack of resources on the part of the firm passing
on the work, and,d) gnderutilized cagééityg/ on
the part of the fitm taking on . the swhcémtfacted
productiont

1.4 Job Order Versus Standard Production
As will be discussed later, production is gemerally

in the custom-made, job order area. In fact, 48.7%

6 . .
—/Thls matter is discussed ip the immediately succeeding section.
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TABLE II.19 REASONS GIVEN FOR SUBCONTRACTING/PASSING ON
PRODUCTION OF CERTAIN PRODUCTS/COMPONENTS

Entire Product(s) Componegt(s)
Z to ‘ 4 to
Respondents ‘ Respondents
Passing on Passing on
Reason Given Frequency Production™ Frequency Production—
Turns out cheaper 19 43.2% A 4 16.0%
Certain operations not
within capability
of the firm 19 43.2 1 4.0
Insufficient quantity
of labor force 10 - 22,7 6 24,0
Insufficient quality
of labor force 11 23.0 3 12.0
Insufficient machinery/ _
equipment 11 25.0 2 : - 8.0
Rush jobs/limited time
to produce 4 9.1 3 12.0
Lack of space 2 4.5 - -

1 ' ) .
—/44 respondents subcontract/pass on production of certain components.

2 . , . .
—/25 respondeits subcontract/pass on production of certain (entire)
products,
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of respondents'pro&ucé entirely according to job

orders., The mzan sample proportion of job orders

to total production is in excess of 704. (See

Table I1I.20 for a distribution of respondents -

according to proportion of job orders to total

production.)

0 Production Capacity and Capacity Utilization

Tha study team found the notion of production
capacity in the industry a particularly difficult one
to handle. Considering that the firms are genmerally
'labo:—intensive and that, even where firms have a large
number of equipment/machinery, operations are a far cry
from the essentially fully-mechanized, assembly-type
sort, it becomes inappropriate to speak of rated capacity;y

In the survey, 2ach respondent was asked to provide
tﬁo estimates of production capacity (either in terms of
inputs or outputs), with the respondent being asked to
consider a situation wherc all possible output would be
sold. While both estimates are Sased on the respondent's
perception relative to maximizing use of plant (including
working space) and equipment (=s of 1980), thé first esti~
mate is based on mctual labor complement in 1980, while
the second estimate is based on an "ideal" labor complement.
This distinction was felt to be relevant, the industry
being largely labor-intensive, and volume of output,

therefore, dependent on size of labor force.

1/

Mr. de Lange, pre51gcnt of the CFIP for 1983, cites this diffi~-
culty in, for instance, CFIP's coming up with actual raw mate-
rial requirements of thx industry to support the association's
requests fox cutbacks in log and lumber exports.
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TABLE 11.20  DISTRIBUTION OF RESPONDENTS
’ ACCORDING TO PROPORTION OF ,
JOB QRDERS TO TOTAL PRODUCTION~

Job Orders to 2/
Total Production (%) Frequency =
0 % 6 5.3%

1-20 | A 6.1

21-40 13 11.4

41~60 14 12.3

61-80 S 9.6

81-99 7 6.1

100 56 49.1

Total 114 99.97%~

l!In'terms of totel peso sales.

2/ 3ased on 114 valid responses ,

3/

~'With roundoff error.
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Measures for capacity used were either "input-~based"
(board feet of lumber, ﬁeters or pieces of rattan poles,
pieces of plywoed) or "output-based” (peso value based on
sales, peso value based on total ccst'of'goods, numberl
of cabinets). The respondent was given.much iatitude in
the choice of what measure to apply.

The most commonl; used measures were: (i) board feeb§/
of lumber ptécessed per month (n=51): and {(ii) peso
value of sales per month (n=22). The rest of the respond-
ents either were unable to provide estimates or used any
Oﬁe 0of a sprinkling of various capacity measures. |

For the 50 ¢r so respondents using board feet of
lumber processed per menth, capacity estimates based on
1980 labbr complement averaged 6,838, with a standard
deviation of 11,789, This yields a 95% confidence
interval of 3,602 to 10,074 for the true mean of the
$ampie populationagj The sample median, howgver, is
2,000, On the other hand? capacity'estimates based on
ideal labor complement averaged 8,550, with a standard
deviation of 12,010, viziding a 95% confidence interval
of 3,286 to 11,814 for the true population mean. The

median capacity estimsce for the sample is 4,000,

8/

-~ While the metric system is being pushed, this measure still
prevails in the industry.

-E/Assuming that £3% of all firms in the sampiz population use wood
as principal raw material and 81% are legitimate and existing
firme in the industry a2s of 1980, this would translate into
between 3.7 and 10.4 miliion board feet of lumber aggregate
monthly capacity within the area covered.



TI-40

Using the above-cited 73 valid cases, capacity utili-~
zation was computed by dividing estimated actual 1980
output by estimated capacity (see Table I17.21), Mean
(unweighted)lg/ capacity utilization of ﬁhe'sample based
‘on 1980 labor complement is 63.6%, with a standard devia-
tion of 25.6%. A 95% confidence interval for capacity
utilization sver the entire sample population would be
from 57,7% to 69.5%. Sample median is at 50%,

Based on ideal labor cowplement, sample unwaigh;edli/
mean capacity utilization is much lower, at 44.6%, with
a standard deviation of 25,2%; median for the sample is
48%. The corresponding 95% confidence interval for
population capacity utilization is 38,8% to 50.4%.

(& comparison of weighted and unweighted mean capacity
utilizations woaiid suggest.that larger firms, in terms
of larger outputs, tend to_havé better capagity utilization
rates.)

Admittedly,_estimates developed for production cape-
dity and capacity utilization are nowhere far from rough.
Nonetheless, they are indicetive of a situation where

firme in the woodwbased furniturs industry in general

Qf. . . . N
=4 weighted mean utilization rate based on board feet of lumber
processed (n=51) is a proximate 67.7% . Based on ¥ value of

sales (p=22), it is at 73.9%.

l L . ) .1
-*k/A weighted mean ytilization rate bagsed on board feet of lumber

processed (n=32) is somewhat higher, at 51.7%. Based on ¥
value of sales (n=20), it is at an even higher 62.4%.
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TABLE 11,21 ESTIMATED 1980 CAPACITY UTILIZATIONL/
Capacity Based on ‘ Capacity Based on
1980 Labor Complement™ Ideal Labor Complement=
. ga?aciyy 2/ Cumulatiye 3/ o Curmulative

Utilization Frequency— % % Frequency— % A
1- 43 1 1.4% 1.4% 3 4.2% 4.2%
10 ~ 19 1 1.4 2.7 4 - 5.6 9.7
20 - 29 3 4.1 6.9 13 20.8 30.6
30 - 39 9 12,13 19.2 11 15,3 45.8
40 - 49 4 5.5 24,7 5 6.9 52.8
50 -~ 59 . 14 19,2 43,8 16 | 22,2 75.0
60 - 69 - 12 16.4 60;3 6 8.3 83.3
70 - 79 6 5.2 68.5 2 2.8 86.1
80 - 892 8 11.¢ 79.5 9 6.9 93.1
90 - 99 1 1.4 86.8 1 ‘ 1.4 - 94.4
100 14 _13.2 100.0 4 5.6 100.0

Total 13 100,12 72 100 0%

1/

. A . stimated Actual 1940 Qutput
=’ capacity Utilization = Estimeted sotual . Jo OQutput

Estinnced Capacity

Respondents were asked to provide two estimates of "capacity" (both based on
1980 plant and equiprent): one using 1980 labor complement, and the other
using an "ideal" labor complement that they perceive would maximize use of
plant and equipment,

—jOut of 115 respondents, a total of 73 vizlded valid responses for both esti-
mated output and estimated capacity based on labor complement, in terms of

board feet of lumber processed (51 respondents) or pezo value of sales (22
respondents).

-§/A total of 72 respondents yielded valid responses for both estimated output
and estimated capacity based on sn "ideal" labor complement: 52 in terms of
board feet of lumber processed znd 20 in terms of peso value of sales.

4/

~'With roundoff error.



3.0

IT-42

produce below maximum possible levels of production.

The majority of respondents (80%) believe that
their labor force is sufficient. Yet, capacity estimates
differ significantly when expressed in terms of actual
1980 labor complement as against some "ideal" labor
complemen;. It would seem, theréfore, that firms have

generally maintaine’ a labor complement lower than the

v

perceived "ideal" {vr maximum) complement. This may be

due to one or 2 number of possible factors.‘ Among,
others, a dearth in inputs {(primarily raw maferial) or
generally low sales volumes (in turn owing to one or scme
of several possibile factors) appear to be gome of the
more plausible cxnlanations.

Notwithstanding the observation that actual 198D
labor complement is, in many cases, lower than the maximum
possible complement, capacity utilization estimates based
on the former would still poiat to o reletively inefficient
use of the labor foree. This situation may be inevitable,
though, wiing to sczsunality of sales and, consequeritly,
of fluctuating production levels.

Labor Force
3.1 Size of Labor Force
As was discussed in Section II.B.1 above, the
respondents are distributed according te size of
labor force as follows: 14% in the unorganized
sector (1 to 4 employees), 40.4% small (3 to 19

employeeg) and 45.6% large (20 or more workers).
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Coﬁpared with the footwear and 1eatﬁer
products manufacturing industries, the wood-based
furniture industry has a relatively larger size
cf labor force at the fitm level. Our sample yielded
a mean of 48.4 employees (with a standard deviation
of 103.5) and a median in the range 15-19. Never-
theless, use of houschold labor is still relatively
prevalent, wicth 42,6% of our sample emyloying house-
hqld members /zlpers in the production process.
(Two resﬁondants, in fact, uze houschold labor
exclusively.) This practice exteﬁds even to fairly
large firms (see Table II.6 ), although the extent
apﬁarantly hacomes less pronouncad as f£irmg increase |
in size. /fOuly 55.1% of firms ﬁsing houschold
labor pay the latter any salary. Payment of sala-
ries to househoid members/helpers for participation
in the production ;rocess tends to be practiced more,
however, in the larger firms than in the smaller
ones. (Refer to Table 11.22.)7

3.2 Suprly of Labor |
Eighty per cent of respondents state that total

12/

number of emplow .cs is sufficient.,~<" Of those who
feel that they need mere workers, skilled manual

labor was Principally mentioned (18 of 22 vespondents),

2 . . .. .
é"/A pldusible interpretation of such sufficiency, relating to

utilization of a fimm's labor complement, wae discussed in
the immediately preceding section.



COMPENSATION FOR HOUSEHOLD LABOR,
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TABLE II.22
‘ BY SIZE OF LABOR FORCE
_ 1/
Fraguency. % — i
Size of Firms Using Paying Not Paying Payigg Not Paylng
Labor Force - Household Labor Salaries Salaries Salaries Salaries
1 - 5 11 3 R 27.3% 72.7%
6 - 10 19 8 11 42.1 57.9
11 - 15 5 4 1 §0.,0 20.0
16 -~ 20 1 1 Q 100.0 0
21 - 30 3 2 1 66.7 33.3
31 -~ 50 5 5 0 100.0 0
51 - 100 2 2 0 100.0 0
101 - 800 3 2 1 66.7 33.3
Total 49 27 22 55.1 . 44,9
1
" ““Based on row totals.
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and, only to a certain extent (5 respondents),
skilied machine operators were called for.

Yhile mest respondents would prefer to employ
workers who have prior experience or-skill in the
industry, more than 20% would opt for in-house
training/apprenticeship as a first choice, and an
additional 42,6% as a asecond cheice. This seems
to be consistent with the declaration of 80% of
the respondents on sufficiency of their labor
foree., It would sipear that prior experience/skill
ig desirable, though nor szbsolutely necessary gince
in~house training/appreaticeship is easily practi=~
cable from the mangfécturers' point of view.

{Ouly ag:inaignificant number of respondents rely

on training programs conducted by trade/vocational
schocls, or by NMYC or nther government agencies.)
Specialization

75.7% of respondents report some degree of
specialization, in the sense that one worker
pexrforms one or somé, but not =ll, operations in
making one unit of finished pfaduct. (Almost the
same level of specialization is reported by manufac-
turers of rattan furniture.) Of the 24.3% who do
not prac:ice specizlization, it is often declared
that such practice is only for the bi@, gnd not

the smal. wanufacturers.
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Specialization and size of labor force are not .
independent at a 5% level of significance, The
data suggests that specialization is more practiced

in larger than smaller firms, as expected.

Modes of Payment

Table I1.23 below shows the number of firms
using (whether exclusively or in combination with
other m.des) each of the wodes of payment for services
of their employees. The most commonly used modes is
a daily wage (used by 50.4% of the firms), followed
ciosely by piecerate (47.5%). However, 21.7% of the
firms use piecerate exclusively, as against 18.3%
paying purely on the basis of daily wage rates.
Horeover, 36.5% of the firms report that more than
50% of total payroll goes to piecerate workers, while

35.7% say the same thing zbout daily wage earners.

Table 11.23 ‘ WUMBER OF ¥IRMS USING VARIOUS MODES OF
' PAYMENT FOR SERVICES OF EMFLOYEES

Mode of Number of Firms

Payment Using this Mode¥ 4 to Teotal Respondants
Daily 58 | 50.4%
Piecerate 55 ~ 47,8

Monthly 31 27.0

Batchwork 25 21.7

Weekly 20 17.4

Hourly ‘ 1 0.9

* Whether exclusively or in cembination with other modes.
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A totzl of 78 firms (67.8% of sample) use
the piecerate and/or batchwork modes of payment,
(Teble 11.24 summerizes the major reasons given
for the use of CLther or both of these modes of
payment.) This situation nght be better appreciated
in light of seascnality of gales (and, accordingly.
sroduction) as discussed in Section II.D.2 below.
4.0 Raw lMaterial
Except for a few items, such as fittings, accessories
and similar hardware, which ﬁay be imported, most of the
rew material requirements for the manufacture of wood=
hased furniture are locally svailable (PDCP 175;7).
Lumber can account for 41-50% of total raw material cost
of wood furniture, and rattan poles 631~70% of total raw

13/

material cost of rattan furniture.~~ On the other hand,
total raw materisl cost can account for as much as 50-60%
of total production costs (Cody 1?3_7}.

Nerra seems to be the most preferred materiél for
wood furniture (Cody 1?3_739 and menufacturers are
convinced that only narrs is suitable for wood furqiture
exports (World Bank:[fﬁ;T); While it is believed that
furniture made of narra has found subééantial acceptance

and demand in the cxport matrket due to its special quall—

ties (PDCP lfQLT), Cody 173;7 notes that, at Least in

1'3/}3::15&(.’1 on the 1978 PDCP Survey on the Furniture Industry,
covering the wocod furniture and four ratten furniture
manuf acturers. (PDCF wﬂ/ ).
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TABLE II.24 REASONS FOR USE OF PIZCERATE/RATCHWORK

AS MODE OF COMPENSATION OF WORKERSL/

Reason for Using % to 1/ % to

Piccerate/Batchwork Frequency Users~ Total Respondents
Irregular/fluctuating demand : 32 41.0% 27.8%
Greater productivity 26 33.3 22.6

better quality of work/easier

quality control 19 _ 24,4 16.5
Preferred by workers 15 19.2 13.0
Easief to determine compensa-

ticn of workers ‘ 7 9.0 6.1
Less supervision nceded ‘ 6 7.7 5.2
Common practice 6 767 5.2

1173 (or 67.8%) of the 115 respondents reported using either piecerate

orbatchwork as a mode of compensaticn, 55 (or 47.8%) use piecerate,
while 25 (or 21.7%) use batchwork.
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Eurcpe, narrs as a furniture wood is virtually unknown.
The Forest Products Research and Industries Development
Commission (FORPRIDECOM) has for some time been lookiﬁg.
for adequate substitutes for narra, but has met little
success if at all (Cody_£;%;7, World Bank / 6_/).

The government had banned the export of narra,
fearing that foraest reserves cf this hardwood night
ultimately “isappear. Moreover, it has imposed severe
restrictions on ampunts that can be felled, navticularly
the speciesfrom Northern Luzon which is preferred due
tc its prain, texture, and low contraction and expansicn
coefficients (World Bank [ 6_/, Cocy [ 37, PDC? 5.
Thes have made it more and more difficult to obtéin
narra; ond made narra more expensive as well.,

Geer wood species that are locally used (for the
.domesticlmarket) includs red and white lauan, tanguile,
almon, mayapis, bagtikan, and yskal (PDCP lfS;T).

Even the exp@rt of rattan poles has been banned,
but this ban is.baing circunvented (World Bankli—qg7);
A major problem dig 2 lack of reliébla information on
available quantities, although scme quarters feel
that supplies will not lest unless greater efforts
are exerted to regulit: and regenerate the same
{Cx7y 15"3;7).

59,17 of our sample fzel that raw marerial supply
is 2 major problem, Whiic other species are available

for Jomestic furniture, nzrrva is appé:ently still much scught-
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after. 3é‘respondents (cr 34;7% cf 98 firms in our sample
which setufacture wood furniturc) have identifiel narra
specifically, as against 23 (23.5%) pointing to wnod/
lumber in general. On the othec hmnﬁ, 16 «f L0 respondents
manufacturing rattan furniture cite rattan/rattan poles.
Mzjor factors specified are: unreliability of delivery by
suppliers (61.8% of respondents with raw material supply
as a major problem); tendency of prices to increase unrea-
sonably (50%): government restrictioms (22.1%); and
unsatisfactory conformancs with guality specifications
(23.5%). All these féctfrg may éémehow ﬁg tiad futo.

- the dwindling supply of these raw materials.

Perho s sving to the unreliability of dzlivery of

raw matericl by supplieve, 71.3% of respondents have more
than three mzjor sources of their principel raw material,

while 15.5% have three, and only 6.6% »nd 2.6% have two
an? one, restacrively., 91.8% of wool furniture manufacturers

in ovr saupie uewelly buy luaber frow lumber yards or Saw

47,5% of vespondents wsually éccept pri:és set by
their ususl suppliers of vaw maturial, while 46.17% usually
canvass prices and Huy from the lowest-priced source,

The need for adequate and apywipriate lumber dfying
facilities is mentioned as a criticel factor, particularly
for expurets, due to the hLign ﬁoisture content of Philippine
iumber which is hardly suitzble for furniture, especially

’

in less humid ci_sstes. (Cody /37).
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5.0 Product Design/Techﬁology

Table I1.25 presents usual sources of information
in four areas of technoloay application: production
process, product design, quality, and choice of machi-
nery. 1t shows a general tendency for owners, mainly
as entreprepeurs, to exercise much influence in product
design and technology, even if he may not be techninglly
competent to do so.

The Bureau cf Standards issugd in 1976 the

?h

)

lippine Standard Specificaticn for Voodes Fammiture

(S Wo. 821-01~09), which cifies winimum stendards

and procedures fsy wooden fumiture xelative to material
requiresments, structursl sarts’ construction, finish,
sampling, performance tests, and narking., Firms seem

to be largelvy unfamiliar with this sec of standards,

and these who are do not seen to fully comply with
these standards.

It %s little wondey that the Philirpines cannot
make much hzadway in wood furniture exports, considering
that the export market calls for well-designed and
quality products, with designs carried out essentially
according to specifications (not only in appearance, but
in the entire make of the producti.

4Ls COdy_£f3;7 would have it, product design must
take into account “the production facilities of the
firm, the skills of its workfcorce, ar understanding of

the nature and characteristics of the materials used,



TABLE I1.25 SOURCES OF INFORMATION ON TECHNOLOGY

Source of
Information

Owmer's Ideas
Customers’ Ideas
Journals/other
publications
Foreman's/other
workers' idzas
In-~house désign staff
Consultants
Industry association
Other manufactureys
Relatives/friends |
Professional designers
Dezign Center of the

Philippines

11-52

Area of Technology Application

Production

102

13

3C

30

Product
Design Guality
75 92
7 26
69 9
16 28
22 5
3 4
3 2
6 &
4 2
7 0
1 0

Choice of
Machinery

99

1

21
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the forms and colors of the article, its tactile
beauty, its fitness for the purpose, its decoraticn
and its acceptability to the consuming public." He
regrets that "oniv the last two appear to have ever
received more thau passing attention in the industry."
Accordingly, “the industry as a whole lacks any
understanding of the place and function of design in
relation to its products.”

Production Support Facilities and Practices

Suaiity Control

83.5% of our sample do not maintain a éeparate
staff to check un the quality of in=house product-
ion. In §7.5% of these gases, the owner himself
checks on quality., In some, it is the production
foreman ~r supervisor (22.S% of cases), the
production workers themgelves (11.5%), buyers
(4,2%), c¢r a member of the family 61.1%) .

Quality inspections are usually undertaken
in between work stations (in 40.97% of all respond—
eﬁé firms); after each operation (28.,7%), after
each major -aper4tfod’)21.7%), and/or before deli~
very/after all operations have been completed
(37.4%). 1In omly 12,2%Z of respondents are cali-
bration tools used for quality comtrel purposes;
quality inspection instruments are available in

only 7% of firms in the sample, One lone respond-'

ent appl.cs laboratory tests, while the rest (at
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least 80%) rely solely on visual inspection.

‘It is, therefore, highly unlikely that firms
which are at all aware of, say, the Philippine
Standard Specification for Wooden Furnitures,
would be able to comply, considering the above
statigtics in relation to quality control proce-
dures/requirements that have been established.
Equipment Maintenance

Only atout half (55 out of 108) of the
respondents_with at least one piece of equipment
follow a regular maintenance schedule¢, This need
not be bad, however, since more than half of the
respondents have eight pieces ofIEquipment or less
which may be fairly simple to maintain.

Nonetheless, some 35.2% (38 out of 108) still
complain of machinéry breakdown as a problem for
one reason or other, The reasons given behind
breakdown constituting s problem are Suﬁmarized
in Table II.26 below. 30 of these 38 respondents
state that breakdowns often disrupt production
while 14 report that repairs take time to

undertake.
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Table 11,26

Reason

Cften disrupts pro=
duction

Repairs take long
to undertake

Spare parts giffi-
cult to find

Repairs are expen-—
sive

Qualified repair-
men difficult to
find

Equipnment of low
quality

* 38 respondents,
*% 108 respondents.

RKEASONS GIVEN AS TO WHY MACHINERY
BREAKDOWN CONSTITUTES A PROBLEM

% to Respondents

% to

Reporting Breakdown Total Respondents

Freguenry - to be Problem® with Equipment®**
30 78.92 27.8%
14 36.8 34,1
10 26,3 9.3
8 21.1 7.4
7 18.4 6.5
1 2.9 0.9

6.3 Inventory Management

62.6% of respondents report that they generally

stock up on raw material, 24.3% on spare parts and

accessories, 20,9% on work in process, and 47.8%Z on

finished goods.

Of those who maintain one type of

inveatory or other, stocks are commonly replenished

when inventory reaches a minimum level (43 cases, or

37.4% of total respondents).

On the other hand, 30

respondents (26.1% of total respondents) report that
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they acquire and maintain stocks only if there are
job orders.

However, 14 out of 72 (19.4%) do not have
adequate storage facilities for their raw material
inventory, 4 out of 24 (1.6.7%) do not have space for
work in process inventory, and the same cam be said
of 16 outr of 55 (29.1%) for finished goods inventory.
This inadequacylin storage space is easily attributable
to the bulky nature‘of furniture, both in terms of raw
material and product.

47.8% of respondents (55 cases) are able to borrow
to maintain inventories. Sources of inventory finan-

cing are summarized in the table below.

Table I1.27 SOURCES OF FINANCING TC MAINTAIN INVENTORIES,
OTHER THAN OWN CAPITAL

% to Respondents® B S
Source of ' Who Borrow to Z to Total

Sﬁinaﬁcaﬁg Frequency Acquire Inventories Respondents
Supplier's credit 25 ‘ 45,5% ' 21.7%
Banks 19 34,5 16.5
Relatives/friends 9 16.4 7.8

Private money=- :
lenders 2 3.6 1.7

* 55 cases.

The role of supplier's credit becomes more

pronounced as financing sources are expanded to include
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acquisition of raw material in general (not negessarily
for maintaining raw material stock). This will be
discussed, however, in the section on financing.

Several problems are encountered in maintaining
adequate invenﬁuuy javels, the more commen of which
ere lack of financing (76 cases, or 66.1% of total
respondents), non-availability of raw material (33.0%)
and unpredictability of ofders (32.2%) . Onlf 13.9%
of respondents seem to have no problem in keeping
inventory at an adequate level.
Other Support Facilities and Practifes

Gody_i_g;f observes that most firms reguire
plant relayouting, as well as Jlust extraction facili-
ties. Inspite of the general lack of the latter faci-
lities, 88.7% of respondents claim co have no ppbbémss
with waste disposal. Only 11.3% cite problems with
irregularity or lack of gatbage collection, or with
having to pay "tong" to collectors to ensure regular
removal of raw material wastes.

97.47% of respondents have only one source of

energy (the electric company). The remaining 2.6%

‘have; in addition, their own generator. This would

mean that certein mechanized operations would generally

be at a complete standstill when power disruptions occur.
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Only 5.27 of raspondents ciaim that they do
not exﬁerience réjects of their products. Of
those who do, 89% (97 out of 109) generally resort
to rework. A further 22% would at times be abie to
seli to other parties {other than the person who

placed the order), oftentimes on bargain terms.
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D. Marketing Practices and Export Mafket Prospects

1.0 Channels of Distribution

Cody_£_3_;7 had observed that wost manufacturers
sell directly to the public on the basis of job orders,
with few exéeptions, In effect, there is_hérdly any
retail-selling from standard sﬁocks,

Close to half_the respondents (49.1%).have job
orders accounting for 100% of total production, as
may be gleaned from Table 11,20, while, on the other
extreme, only 5.3% produce entirely accoxding teo
standard stocks. Moreover, 72.2% cf respondents sell
directly to end-users, either by way cf their own show-
rooms (in the case of the larger masufacturers) or
simply through their front otfice. 1In fact 37.4% of
respondents use thi§ type of distribution exclusively,
while 53% have this és main. outlet (i.e., the highest
percentage of sales to any single type of market outlet
ig to own retail/end-users). 1?1@35@ refer to Tahle lIhgs,
for a summayxy of types of market outlet useQ£7 In
contrast, only 24,3% of respondents sell some or aill of
their products to reﬁailers9 l4n8% to wholesalers,
another. 14,87 to importers, 7% to axpo?tetand 6.17% to
middlemen, Table IL.29 shows to what extent these types
of market outlet are used %s main outlet, while Table IT.3C
indicates percentages of sales to these various types

of outlet,



Type of Outlet

Cwn Retail/
End-users

Retailers
Wholesalers
Importers
Exporters

Middlemen/
AHgents

TABLE II.Z8

TYPES OF MARKET OUTLET USED

% to Respondents Using

Respondents No. of Respondents This Type
Using This Type Using This With This Ranking ([Using This With This Ranking
Z to Total Type ‘Type as This Type| Type Type as Type
Frequency Respondents |Exclusively — Main Outlet First Exclusively HMain Outlet First
- 83 72.2% 43 61 62 51.8% 73.5% 74.7%
28 24,3 5 17 i7 17.9 60.7 6. 7
17 14.8 5 10 12 29.4 58,8 70.86
17 14, ¢ 4 11 i1 23,5 64.7 64.7
15 7.0 1 3 3 12.5 37.5 37.5
7 6.1 0 3 3 0 42.9 2.9
1/, . - . . .
—fﬁhlle 56 respondents reported using ome type of outlet exclusively, 48 and $ reported using two and three

typés 6f outlet respectively.

09-I1I1
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TABLE II.29 TYPES OF MARKET 00115?7
USED AS MAIN QUTLET -

Mean Parcentage of
Salzgs to this type

No. of Respondents % to af Oytiet, te Reg~
With This Type Total pondent's Tg

Type of Outlet as Main Outlet Respondents Salear.

Own Retail/

End-users : 61 53.0% 91.4%
Retailers 17 © 14,8 76.7
Importers 11 9.6 81,0
Wholesalers 10 : 8.7 93.8
Exporters 3 2.6  80.3
Middlemen/ ‘

Agents 3 2.6 68,8

l]Main outlet is defined to be the type of market outlet with the
respondent’s highest percentage of sales.

E/Only for respondents using this type as main outlet,



TABLE 11.30 TYPES OF MARKET GUTLET USED, BY PERCENTAGE OF SALES

Type of Qutlet

Own Retail/End-users
Retailers
Lﬁdéitmen/ﬂgents
Wholesalers
E?portets

Importers

¥Frequency According to Percentage of Sales

Y

2/

7

5

1-107 11-20%

21-30%Z 31-50% 51-80%

81-99% 1007 Total~

;/Based on row totals

£/Should be equal to 100%,

6

1

except for round off errors.

5

1

'—l

(]

6

)

S

7

7

2

43

5

1-10% 13-20% 21~307% 31-50% 51-60% 51-99% 100% Total

33

16

B.4Z 7.2%
15.52 3.7
28.6 14.3

3.9 11.8

6.0%

3.7
14.3
17.6
14.3

12.5

7.2% 10.8%

22.2

0

25.9 -

14,3
0
14.3

31‘ 2

6.4%

7.4
28.6
29.4
14,3

6.2

51.87 99.8%
18.5 99.0
o 100.
29.4 100.
14.3 100.

25.0 93,
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Ouf of 115 respondents, 58 (or 50.47) reported
using ons type of market outlet exclusiv@  while 61, 7%
use two types anc 7%, three, While more than half use
only one type of outlet, the reasons give by such res-
pondents are varied. The predominant responses are
given in Table IT.31 belew. It would appear that
yolume of sales ié not a major consideration in the

dacision to use only one type of outlet.

Table 1T -3l MAJOR REASOWS GIVFN FOR USING ONE™ °°
TYPE OF MARKET OUILET: EXCLUSIVELY

ar

% o Resprndents Using

Frequency Czly One Type of OQutlet
[
Linited capital 19 32.8%
Convenience 9 15,5
Own cutlet expensive 6 10.3

A cross-tabulation of type of cutlet preferred by
the respondent Vérsua type of main outlet in use shows
" an almest one-to-une correspondence between these TWo
varizbles, In fact, in only 3 of 105 valid cases was it
the case that the respondent's preference differed from
the type of main outlet in use. This would seem to
suggest that the manufacturers are essentially satisfied
with the chaonnels of dist>:bution 1in current use.

Respondents using two of more types of market ovutlet

were asked to state their reasons corresponding t=- the
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most preferred and least preferred types of outlet,

Tables II.32 and II,33 indicate these reasons,.

Table T1.32 MAJOR REASONS GIVEN FOR MOST
PREFERRED TYPE OF MARKET OUTLET

% to Total Respondents

Reason Frequency Using Mure Thanm One Type of Qutlet
Big sales volume 19 ' - 33.9%
Bigger profits - 10 17.9
Sales certain ' 8 | J 14,3
Conveniernt. 8 14.3

Teble 1,33 MAJOR REASONS GIVEN FOR LEAST
PREFERRED TYPEAOﬁ-MARKET.OUTLET

o

z to.Total Respondents. Using

Reasons Frequency More Than Une Type of Qutlet
Low sales volume % V 28.6%
Lower price/mark- ‘ .
up/profit . 14 25,0
Risky; irregular
A4 5 11 19,6

Less convenient : 13 19.6

Among respondents using more than ona type of -
market outiet, direct sales to end~users eppears to-he
preferred due to higher .rr»fits and more gstable sales.
However, respondents who orefer wholesalers, aimporTteXrs
and retailers cite big -+les volume for their pruference.

On the other -hand, tespomderts who least: prefer selling




2.0

I1-65

direct to end-users peink to low sales wolume, unstable
sales and less convenience. (Here is a situation,
therefore, where some respondents talk of stable sales
to end-users, while others mention unstéble gsales.)
Further, lower price/markup/profit is attributed to
sales to retailers, while bad debts ~re mentioned in
relation to retailers and middlemeﬁ,

Table 1I,34 presents the modes of transport/delivery
used by the respoudents.
Seasonality of Sales

A total of 93 respondents (80;9% 6f gsample)
pointed to a seasonality of sales. &s:les would seem
to ba high@st in December, starting o build up in
Ocxober (see Tunslws 11,35 below). This is attributed
by respondents to the-Christmas season., Likewise, the
acnth of May is also cited as having a relatively high
volume of sales, presumably owing to 'fiestad and other
such occasions, as well as the coméletiOn of housing
construction projects. In 211, 56 respondents (or
60.2% of thoee recognizing seasonality in. eales) cite
Christmas and other occasions as accounting for peak
sales. The next most commonly cited reason for peak
saies was the construction/housing period, which only
accounted, though, for 10 respondents reporting

geasonal salee.



TABLE II.34 MODES OF TRANSPORT,/DELIVERY
TN MARKET OUTLETS

Mode of Tramsport /

Delivery Emploved— Fraquency
Own vehicle 81
Pick up by custumer 26
Hire wvehicle 25
Shipping 16
Pay for pick up service 6
Public transport 1
1/

more modes. -

T11-66

% to Total
B&ggondents

70.4%

22.6

=79 yespondents reported using omly ] mode, while 35 use 2 or
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Table  IT.35 MONTHS WITH PEAK SALES,
AS CITED BY RESPONDENZS

% to Respondents

No. uf Ruwapondents Reporting
Month Citing Month as Having Peéak Sclies Seausonal Sales®
Decenb er 56 G0.2%
November 49 52,7
Jctober 28 40.9
Hay 35 37.6

* 93 of 115 respondents.

5

The abeve findings would tznd to support the widely-
held views: that furniture sales are highly covrelated
with the level of disposstie income, ana eisw that such
sales increase with an upsurge in constructicn activity.
While the study never established a relatively higher
level of disposable income during the period October to
December, it is not all too unreasonable ¢o surmise
that the Filipino homeowuzr has a natural flair for
exhibiting such a situstion, whether real or not,
during the Christmas season.

On the other hand, the months of June, July and
August were the most frequently cited (34.4% of respond-
ents reporting seascmal cales) as lean months in terms
of sales. The ovening of school was pointed tc by 25
respondents as the principal factér behind low saies

volume, followed by bad weather (18 respondents) and
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no money” {17 respondents). These factors would

strongly suggezt drops in the level of dispcsable

income; even if only noussibly remotely in the éase
of the second one.

It would appear, thercfsre, thai the volume of
fooruiture sales is highly depeudent om the level of
disposablé income, whnich may ;end tc have relatively
pronounced periods of high and low in the Philippine
setting. This may have far-reaching implications on
the level of uuerations of firms in the industry,
considerins that theye 38 generally little standard
production (Cody (3 7). It weuld, éccmrdinglys be
nowhere niay veczonable té assume a possible levelling
0f creduction and, corclilarily, a more or less unifoym
utilizatiou of ﬁﬁpa:ity, Seasonal production volumes
nmay imply eicvher an inefficient use of thé labor force
or & vewed to mnioscain varying numbers of workers, ot
bo ’c:h..,

0f the 93 recponienis reporiiag seasonal sales,
only 12.3% adjust prices during p=:k and low periods

(generally an increase in prices during peak periods

1

and a decrease duiing pericds of low sales). Such
adjustments generally do not gm beyénd 207, but way
g2 to as high as 50% in some cases. That the other
87,7% of respun &:nts reporting seasonal sales do not
Iadjust pricss during peak and low.periods may simply

suggest a prevailing sentiment that such adjustments
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do not zchieve the expectec resuits. In effect, demand
may be relatively price inelostic during pericds of
expectad low gales, and relatively price elastic during
peak periocds.

Pricing Practicas

mabla 11,36 below shews the pidcing practices of

the 115 raspondonts.

Tabie 10,735

v

Pricing FPrack

Fraquency 4

e e e PR e —

Variable priciug G5 36.5%

Fixed morkup 46 40.¢

Hqusi tv prevailing pvi

Peiwes s2t by Luyser I U.5

To t s L 115 100,67

gie of the ot wyovides no veason ©O Lwelieve

that the type of main cullet fn CUYTENT use has anything

Sac.,

C

to a0 with prevailimg pricing pulicy. o wsul

therefore, that furnicvie wanufactursis are able o

[#]

exercise some freadom inm tha ob of pricing practice,

except in some cases, without it the type of

outien used,
Tikewise, pricing policy dozs not seem to be

depzndant on s8ize of labor force, 2s the usual chi-

squay: test fails to show any such dependence, Tt



4.0

1170

appears, therefore, that choice of pricing practice
is not significantly affected by size of the firm
(as nmeasured in terms of labor force).,

of thé 65 respondents who use variable pricing,
34 reported that merkups vary across types of
market outlet. Moreover, 45 mentioned that markups
vary predcminantly Easéd on design, as well as
according to type of raw material and the purchasing
power of the intended buyers.
Credit Sales

78 respondents (67.8%) sell on credit terms.
Credit sales ranée from 57 te 1007 total sales with
a mean of 48,63 and a2 standard deviation of 7.0%
(across 73 respondents who were able to provide
estimates of credit sales ag a parcentage of total
sales). /[Refer to Table 1I.37 for a distribution
of respondents according to percentege of credit
sales tc total salﬁg;_ Table 11.38 shows credit
terms on sales, by buyer type.

With the average firm having cleose to 50%Z of
sales on credit and a credit period of 31~45 daﬁs,
it would appear that a significant amcunt of working
capital is tied up with credit sales. 60 respondents
(52.2% o€ the sample) report that rcceivables, purchase
orders and/or checks of buyers (refer to Table I1.39)
are used to Lorrow for working capital requirements,

in particular from raw material suvpliers (44 out of
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TABLE II,37 DISTRIRUTION OF RESPONDENTS
ACCORDING TO PERCENTAGE OF CREDIT SALES
TO TOTAL SALES

Credit Salss

to % to Total

Total Salas (X) Frequency Respondents
None 37 32.2%
Less than 10% 3 2.6
10-19%: 3 2.6
20-29 . 15 13.0
30-39 6 | 5.2
40=~49 7 6.1
50-59 17 | 14,8
60-69 | 1l 0.9
70~79 5 4,3
80-89 3 | 2.6
90-99 10 8.7
100 3 2.6
‘Unknown 5 4.3

Total o115 . __g_?_ﬁ}_y
1/

-~ With roundoff error.



TABLE I11.3%

Buyer e
Direct Usars
Retailers
Wholesalers
Exporters

Covernment Offices

BY BUYER TYPE

CREDIT TERMS ON SALES,

I1-72

% to

Respondents % to Average

Sellingl?n Total Credit

Frequency Credit~ Regspondents Pericd (Days)

4b 56.4% 38.37% 31-45%/

27 34.6 23.5 31—452!

L

13 16,7 1.3 31-&54/

2 2.6 1.7 91-180

l-’01.11; of 115 respondents, 78 (or 67.8%) sell on credit terms,
while 37 (or 32.2%) do not.

2/39 of 44 cited this credit period.

éjAll 27 cited this credit period.

&/10 of 13 cited this cradit period,
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60 cases), Wnile supplicr's cfedit is generally
collateral~free, eduivalént.interest rates imputed
based on discount rate and credit period are rela-
tively high (see Table 11.56). Moreover, such
imputed rates do not take into account implicit
costs essociated with higher prices when materials
are sold on credit, It is, accordingly, quite a
distinct possibiliity that firms are forced to take
on unavoidably high financing cosﬁs, ;imply because
credit has to be extended to incresse sales. To what
extent this situation affects the overall profitsbi-
lity of the business is subject to further study,

though,

Table II,39 APPLICATION OF RECEIVABLES, PURCHASE ORDERS
AND/OR POSTDATED CHECKS TC SUPPLIER'S
CREDLIT OR OTHEP. FINANCING

% to Total Respendents
Using Receivables, Purchase
Grdors, Postdated Checks

Source of Financing Freguency foy Fefinancing®
Supplier's credit | 44 ©73.3%
Banks 9 . - i5.0
Packing credit 4 : 6.7
Private moneylenders 3 5.0
Others 2 3.3

*Based on 60 ¢f 115 respondents.
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Lownpzyment on Sales
OF 115 respondents, 90 (or 78.37%) require
dewnpayment/advances on at least some of their
sales, generally between 25% and 50%. (See Table
11.40;) While 50% was a clear modal value of
downpayment, the extent to which downpayment zffects
the firm's financial operations could not be deter-
nined, since the propertion of sales for which
downpayments are required was not investigated.
The Export Mzrket: Some Problems, Issues and Prospects
6;1 Magnitudes of Philippine Exports |
Philippine exports of wood-based furniture
and fixtures have grown at a faster rate than
total Philippine e#ports from 1965 through
1980 (refer to Table II,éi): ‘The former
exhibited an equivalent annual growth rate of
37% ovexr the period, compared with 147 for
the latter. (The corresponding figures for
the period 1976-198C, as discussed in section
II.A, are higher, at 65% and 21%, respectively.)
Inspite of the faster growth rate, however,
exports of wood~baszd furniture and fixtures
have continued to coustitute a minuscule portion
of total Philippine exports (0.285% in 1976 and
0.85% in 1580, aggregating 0.60% over the period
1576-1980). This share in total Philippine

exports pales 1n comparisen with that of log
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TABLE II.40 DISTRIBUTION OF RESFONDENTS
ACCORDING TO USUAL DOWNPAYMENT ON SALES

Usual Downpayment

(%)}/ ¥requency %%/
Hone 25 21.9%

1~ 10 4 3.5

11 - 20 9 7.9
21 - 30 2l ' 18,4
31 - 40 ‘10 8.8
41 - 50 bl 38.6
More than 50 1 0.9

Total 114

100,0%

I

1/

=/Usual downpayment percentage applies only to some (i.e., not
necegsarily all) custemers,.for whom downpayments /advances
on sales are required.

2 . .
-/Based on 114 valid cases (out of 115 respondents).



TABLE II.41 GROWTH IN PHILIPPINE EXPORTS OF WOOD-BASED FURNITURE AND FLXTURES
IN COMPARISON WITH GROWTH OF TOTAL PHILIPPINE EXPORTS
(1965-1980, IN FOB $ VALUES)

Expgiis of Increase (3) Increase _ Increase Increase
Furmiture Qver Exports of Over ) Over Total Over

.and 1/ Pr;evious Builder's / Previous Total ¢ Previous Philippine Previous

Year Fixtures™ Year (%) Woodwork = Year (%) (4) and (B) Year (%) Exports Year (%)
1965 $ 450,952 0.3 $ 338,492 478.0% $789,444 54.5%2 . $795,734,890  2.1%
156¢ 511,893 13.5 68,119 (79.9) 580,012 (26.5) 877,405,702 1.3
1967 643,730 25.8 141,700 108.0 785,483 35.4 891,502,116 1.6
196.8 642,182 30.8 341,768 141.1 1,133,890 50.7 962,114,110 7.9
1969 984,544 16.9 1,064,489 211.5 2,049,033 73.1 983,172,917 2.2
1970 01,190,954 21.G 1,055,689 {0.8) 2,246,643 9.6 1,1462,191,237 16,2
1971 1,211,382 1.7 1,865,110 76.7 3,07¢,492 36.9 1,183,247,154 4.i
97z 3,189,955 163.3 2,859,658 53.3 6,049,616 96.9 1,168,433,138 (1.8)
1973 3,365,469 5.5 5,728,394 100.3 9,093,863 50.3 1,837,138,097 57,2
1974 5,774,001 71.6 8,379,663 46.3 14,153,664  55.6 2,724,996,237 48.3
1975 4,529,229 (21.7) £,138,716 (2.9) 12,658,945 (10.6) 2,294,470,333 (15.8)
1976 6,325,137 39.9 10,099,070 24,1 16,427,207 29.7 2,573,675,684 12.2
1977 13,266,247 109.7 9,617,190 (4.8) 22,883,437 39.3 3,150,886,989 22,4
1978 16,500,050 26,4 13,306,264 38.4 29,806,314  30.3 3,424,876,025 8.7
1979 33,343,792 102.1 19,464,368 46.3 52,808,160 77.2 4,601,189,916 34.3
1920 46,856,143 40.5 14,361,473 {26.2 61,217,616 15.9 5,487,787,554 19.3

;jSource: National Census and Statistics Office’

9/-11
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noy

exports {(4.2% in 1977), or the totality of log,
sawsn lumber and plywodd exports (7.6% in 1977};&/

The bulk of wood-based furniture and fixtures
exports, hoﬁever, nas been in rattan which aﬁcount-
ed for 86.7% of the aggregate for 1970 through
1379 (see Table I1I.3). This share was 92.4% in
1979. On the other hand, the share of wood furni-
ture and fixtures exports has dropped from a high
of 37.6% in 1974 to a wmeasly 0.8% in 1978 and
1,17 in 1979, aggregating only 8.4% over the
period 1970~1979. |

Major countries of destination of Philippine
exports of wood-based furniture and fixtures are
listed in Tables IX.42 and IL.43 (with the latter
including buiider's woodwork, which often accounts
for a significant portion of exports of furniture
and fixtures manufscturer—exporters). As may be
noted, the United Siates, Australia and Japan are
the principal importing cowntries of Philippine
wood=based furniture and fixtgres, accounting for
$7.2% of aggregate wood-based furniture and
fixtures exports of the Philippines over the
period 1276-1980. (The United States alone
accounted for 45.8% oﬁar the period, Australia

11.2%,and Japan 10.2%.)

l&/Based on exports of $133 milliom in logs, $66.6 millien

in sawn lumber, and $40 million in piywood (World Bank lfb_j),
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rommted for 2.3% of exports over the period 1976-1980 (1.7% ir 198

3/t netnding Hawaii, whick -

o,

TABLE I1.42 MAJOR COUNTRIES OF DESTINATION OF ) Y,
PHILIPPINE EXPORTS OF WOOD-BASED FURNITURE AND FIXTURES =
(1576-1980, IN FOB § vaLuEs)Z® o
Major Country 1976 - 1980 1930 1978 1978 1977 1976
of (Aggregate) : % to % to % to % to % to
~Destination . Rank % to Total Rank Total Rank Total PRank Total Rank Total Rark Total
VU.S.A;EJ 1 45.8% 1 44 0% i 44 .82 1 50.9% i 48.6% 1 44,77
Australia 2 11.2 4 7.5 3 11.2 2 15.4 2 15.0 2 19.8
Japan 3 10.2 2 12.8 2 12.8 & 5.1 4 5.0 3 6.6
West Germany 4 7.7 3 7.7 4 9.5 3 6,5 3 7.2 6 2,8
Netherlands 5 3.6 6 4.3 5 4.5 7 2.6
Sweden 6 3.2 5 4.4 7 2.8 8 2.4 10 1.5 3 3.1
Canada 7 2.9 7 2.6 6 3.6 6 3.0 Y 2.0 g 2.6
Belgium 8 2.2 8 1.7 5 3.2 5 4.7 7 2.7
Italy g 1.6 10 1.5 16 1.2 ‘ 2.6 A 5.1
France ‘10 1.3 g 71.8 1 1.1
Denmark 11 1.3 9 1.5 7 2.3 9 2.5
United Kingdom 12 1.1 9 1.3 '
Hongkong 13 0.¢ in 1.1
Lebanon 14 0.8 8 2.0
Puerto Rico 15 0.8
Bahamas 16 0.6 6 3.3
Total FOB
$ value $116,291,363 .  $46,856,143 $33,343,792  $16,500,050  $13,266,247  $6,325,137
1 Excluding builder's woodwork

A\

2.7% in 1978,

8.~-11



TABLE I1.43 WAJOR COUNTRIES QFSDESTINATION fOFZS -
PHILIPPINE EXPORTS OF. WOUD-BASED FURNTTURE. ANDLFIXTURES "
INCLUDING BUILDER’S WOODWORK ', - R
(1976~1980, IN FOB $ VALUES)Y -

Major Country 1976-1980 1980 1979 - 1178978 1977 1976
of (Aggregate) % to % to % to % to % to
Destinaticon Rank % to Total Rank Total Rank Total Rank Total Rank Total Rank Total
U.S.A.-g/ 1 43.4% 1 38,92 1 45,07 1 49.07 1 45,87 1 42.2%
Australia 2 13.1 2 8.9 2 11,6 2 15.6 pA 17.9 2 22,7
Japan 3 7.5 5 3.7 3 8.6 3 &.6 3 10.1 3 12.4
West Germany 4 5.0 4 6.0 5 6.0 5 3.7 4 4.4 10 1.2
Canada 5 4.3 8 3.3 4 6.4 4 4,8 7 2.0 5 3.6
France 6 2.8 3 6.4 9 1.3
United Kingdom 7 2.7 9 3.2 6 3.2 6 3.2 8 1.6
Metherlands 8 2.4 6 3.3 7 3.1 2 1.6
Sweden 9 2.1 7 3.3 8 1.8 / S 1.2
Guam ig 2.0 10 1.1 7 2.5 5 3.7 4 5.2
Belgium o1 1.4 8 1.8 6 2.8
Denmark 12 1.2 10 1.5 H 2.n 7 1.8
Hongkong 13 1.1 2 1.5
Italy 14 1.0 10 1.5 6 2.0
Spain 15 0.9 10 2.3 '
Total FOB $
value  $183,139,734 $61,217,616  $52,808,160 $29,806,314 $22,883,437  $16,424,207
1/

~ Source: National Census and Statistics Office

nglpcluding Hawaii, which accounted for 1.6% of exports.over the period. 1976-1980-(1.3% in 1980, 1.8%
in 1979, 1.7% in 1978, 1.4% 4n 1977, and 1.3%7 in 1976. : '

6L~11
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Magnitudes of the Export Market

Total furniture imports of member-countries
of the Organization for Economic Cooperation and
Developmeht (OECD), which aecount for the bulk
of world trade, greﬁ by an average of 257 annually
between 1965 and 1974, and remained at a high
level in 1975 despite the world economic recession
which affected furmiture production in many
countries severely, In 1974 alone, total imports
of furniture by OECD countrias was estimated at
$3,1 billion., Since wood furniture is estimated
to rdpresent, on the average, betwgen two=thirds
end three~quarters of total furnitﬁre imports
(the proportion ranges from 48% in the United
States to 81% in Japan), imports of wood furniture
by these countries would be between $2.08 and
$2.33 billion, Approximately 80%Z of this islin
household furniture., Inspite of the recession,
OECD imports in 1975 still grew by 9% over the
1974 level, and growth rates ranging from 4% to 8%
were forecast for 1976-1980. (ITC-UNCTAD/GATT /  47).

Philippine wood-based furniture and fixtures
exports giew at an equivalent amnual growth rate
of 33% (or a simple annual average of 39%) over
the peried 1965-1974, dropped by 22% in 1975,
presumabiy as a result of the recession, then

grew again, at a higher equivalent annual rate
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of 65% over the period 1976;1980. It would seem,
therefore, that Philippine exports, growing at a
fagter rate than OECD imports, should have beén
able to account fer a larger shéra of the latter,
However, as of 1974, a share of between 0.25% and
0.28% of total OECD wood furniturs imports is
indicated for total Philippine exports of wood-
based furniture., Moreover, if strictly wood fur-
niture (exnludiné rattan, buri and similar material)
were considerasd, then the Philippines’' share would
hardly warrant any attention, particdlariy in view
of the fast deckiningz share of wood furniture in
Philippine wood-based fummiture and fixture exports.
Critical Factors in the Export Market

It is worthwhile mentioning that developing
comtries accounted for only 7% ($226 million) of
total furniture imports {$3.126 billion} of OECD
céuntries in 1974, as against B87% ($2.715 billion)
from industrialized market economice and 67 ($186 mi
million) from socialist countries. This share of

devéloping countries had incressed from 5% in 1972,

‘but dropped apain to 6% in 1976. (ITC-UNCTAD/GATT /[ 47).

/The Philippines ranked fifth, behind Taiwan,
Hongkong, China and Soufh Korea, in terms of total
OECD imports of furniture of all catepories from
developing countries in 1975. It accounted for 6%
of such total, compared to Taiwan's 43%. (ITC-UNCTAD/

GATT /4 7).
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.Tranaport cost is cited as one of the major
handicaps to gpowth.of furniture exports from
developing countries. Wooden furniture usually
congists of bulky items that are heavily affected
by freight rates because of their volume or weight.
Since most developing countries are located at
considerable geographical distances from the
European markets, in particular, they are generally
at a competitive disadvantage price-wise compared
to exporters in developed coun;riea. This competi-
tive disadvantage is lessvimportant in the ease of
deliveries to the United States and Japan, and
this explains why these two are the OECD counﬁries
most open to imports from developing countries,
(TTC~UNCTAD/GATT / 4 7).

Imports of wood furniture from developing to
OECD countries are fairly diversified and now
include sizable quantities of living and dining
room fyrniture, including upholstered furﬁiture,
and also furniture of rattan. Mass—produced cheap
furniture, in cheap wood-based materials, is also
in demand in OECD cowmtries especially by the
low and medium income groﬁps. However, because of
the high inéidence of transport cost, as earlier
discussed, and the low-price, low-margin, high~
vniume ﬁ5$ure of these markets, manufacturers in

developing countries like the FPhilippines will
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ﬁost likely not be able to compete price-wise

in such markets. It would then seem more advisable
for wood furniture manufacturers in develobing
countries to concentfate on exports of more expen-
sive items, thereby reducing the incidence of
transport costs o the final price to the congumer.
(ITC-UNCTAD/GATT /~ 4;7)

Cody lféj'agrees with this view when he con~--
cluded that "the future of the Philippine industry
does not appear to lie in large series production
methods common in the United States and Europe,
but rather in the preduction of classical furniture
of above average quality."

ITC-UNCTAD/GATT / 4 /, however, cautions thet
“the marketing approach required for wooden house-
hold furniture exports must focus attentiom on
quality and design, and thus place particular
emphasis on product planning and product adapta-
tion", Codyqlwi;T defines.design as "“the
process of planning the development of each new
product to its ultimage shape and usefulness", and
"must take aceount of the production facilities
of the firm, the skills of its workforce, an
understanding of the nature and characteristics
of the materials used, the forms and colour of
the article, its tactile beauty, its fitness for

the purpose, its decoration and its acceptability
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to the comsuming public". He 1ameﬁts that, in
the Philippine experience, 6n1y the last two items
mentioned seem to have received "more than passing
attention ;n the industry".

Manufacturer-Exporters in our Sample

25,2% of our sample (29 out of 113) reported
ever having exported and/or sold to exporting firms.
Only 25-of them, however, did so in at least one of
the years from 1976 to 1980: 12 of them in 1976,

15 in 1977, 20 in 1978, 22 in 1979, and 21 in 1980,
Table 1I.44 shows a distribution of these respon-
dents accdrding to export sales for each of the
years from 1976 to 1980.

We were able to generate estimates of total
export.sales (direct exports and sales to exporting
firms) for 7 of 12 exporter-respondents in 1976,

13 of 15 in 1977, 14 of 20 in 1978, 17 of 22 in 1979,
and 16 of 21 in 1980, It may be noteworthy that,
inspite of these low numbers cf valid cases of export
sales estimates, they a§c0unt for, respectively,
$3,464 million (or 21.1%) of total Philippine ex-
ports of wood-based furniture and builder's woodwork
in 1976, $4.913 million (or 21.5%) in 1977, $5.059
million (or 17.0%) in 1978, $7.333 million (or 13.9%)
in 1979, and $7.672 million (or 12,5%) in 1980.

This would seem to suggest that, over the five year
period, total number of manufacturers seliing in

the export market has increased,
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TABLE TI.44 DISTRIBUTION OF RESPONDENTSY
ACCORDING TO EXPORT SALES
(1976-1980)

2/ | Direct Exports Sales to Exportin Firmsgj Total Export Sales
0B Value ($000)=" 1976 1977 1978 1979 1980 1976 1977 1978 1979 1980 1976 1977 1978 1979 1980
15 or less 2 1 2 3 2 - - - 1 -2 T 2 4 2
11 - 25 e T S
26 - 50 - 1 - - 1 - - i 3 2 -~ 1 1 3 3
51 - 16¢ - 1 1 2 1 - - - - 1 - 1l 1 2 2
€1 - 250 2 3 3 3 3 1 1 2 - 1 1 3 2 2 2
251 ~ 500 - 2 2 - - - - - -1 - 1 3 3 - 1
£21 -~ 1000 ' 2 3 3 1 2 - - - - - 2 3 3 2 2
1001 - 5000 1 1 1 4 2. - - - - - i -1 1 4 2
Doa't know/
can't recall 4 3 2 2 1 1 3 4 & 5 2 5 5
Totsl Firms 11 14 15 15 15 2 2 7 9 8 12 15 20 22 21

LfBased on 12 respondents who exported in 1976, 15 in 1977, 20 in 1978, 22 in 1979 and 21 in 1980,

ijPeso estimates were converted to $'va1nes using the following amnnual. average conversion rates:
1376 $1.00 =.P7.4550 1979  $1.00 = P7.3711
1977 $1.00 = $7,3978 1980 $1.00 - 77,4852

1978 $1.00 = ¥7.3710

-%jBas&d.only on manufacturer's selling price to exporting firm. |

e8~11
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Nonetheless, a relatively small total number
of exporters is indicated. In féct, a 1978 study
(PDCP /5 7) notes the existence of only 64 members
of CFIP in Metro Manila (68.8%) and Cebu (31,2%)
which are in some way oriented towards the export
market. OQur survey yielded the following distri-
bution: 48% in Metro Maniia,' 24% in Cebu, and
28% in Pampanga. However, the manufacturer-exporters
based in Cebu are by any standard much larger than
those in Pampanga, whose e¢xport sales are fairly
small, .According to principal raw material, 44%
use wood, 48% use rattan, and 8% use both wood and
rattan (in undetermined combinations). lﬁéfer to
Table I1.10./ This distribution does not differ
significantly from that in the 1978 study, where
37.5% use wood, 46.9% use rattan, and 15.6% use
both wood and rattan, cven with our addition of
Pampanga in the area of coverage. There were
about as many single proprietorships as cqrporations
among the exporters, but the larger ones in terms
of gross sales and sxports were the corporations,

The manufacturer-exporters vere generally larger
than the menufacturers in ;he entire sample, as
may be gleaned from T;ble I1I1.45 below. 1In
fact, in 1980,.ederting respondents had a minimum
of 6 pieces of equipment, whileas some 30,.6% of

the entire sample have less than 6 pieces. In
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addition, firms exporting more than ¥1 million
worth of their products have at least 16 pieces
of equipment. 1§bwever, there is no clear
pattern for exporting firms insofar as relative
mechaﬁization {(measured in terms of a machine to
worker ratio) is concerned. This ratio, in fact,
seems to get gmaller as the firm gets larger,
hinting that cerﬁain types of workefs in the
industry are not machine-substitutible, parti-
cularly for rattan fumniture manufacturers
(which constitute amohg the larger exporting

firms in our sample)i?

Table II.45  GENERAL CHARACTERISTICS OF
‘ EXPORTER~RESPONDENTS COMPARED
' TO ENTIRE SAMPLE

Entire Exporter-
haracteristic Sample Respondents
Size of labor force
Mean : 46.4 147.2
Median 15 85
Estimated gross sales (¥000)
Mean 1,211.2 ' 3,720.5
Median 240 700
Equipment/machinery o
Number of types/categories
Mean 4.6 5.5
Medizn 4 5

Number of pieces

Mean : 9.9 16.44%
Mecian 8 11
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While there are almost the same rattan
furniture as wood furniture exporting firms in our
sample, FOB § values of rattan fumiture exports
are much greater than for woed fumiture exports.
This can be explained by the fact that, in general,
1980 export sales of rattan furnitufe exportine

firms were from 90% to 100% of grOSSs qplaa estimates,

while corresponding percentages for wood furniture

exporting firms were generally much lower (often less
than 50%), notwithstanding inclusion of builder's
woodwork,

Among our 29 respondents who reported ever
having exported, 41.4% complain that rav material
do not meet export quality (presumably in terms
of g:ain, color and moisture content, among other
factors); 24.17 that it is difficult to obﬁain
market information and establish contact with
buyers; 20,7% that their prdductibn capacity is
limited; and 20.7% that they often encounter probletis
shipping; Suprisingly, only 13.8% report financiﬁg
problems, while 48.7% of all respondents do so.
Prospacts

As has been discussed, the export market
seems to h&ld tremendous prospects for the
Philippine wood-based furniture industry. But
while Philippine exports of rattan furniture

have continued to grow at a fairly high rate,

03

m
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axports_of woéd furniture have subgtantially
éeclined, not only in percentage share to total
Philippine wood-based furniture and fixtures
exporis, But even in FOB § values, particularly
in 1978 and 1979 when wocd furniture accounted
_ for only 0.98% aﬁd 1.1% of total, respectively
(refer to Table II.3).

Transport cost would seem to be one of the
major competitive disadvantages of Philippine
wood furniture, particularly in the European
markets where the Philippines has been unable to
gain much headway. However, it is mot the only
apparent barricr to expangion =f cur meagey wood
furniture expovrts. It was already pointed out that
the marketing approach must focus attention on
quality and design, which ars of parawount signifi-
cance in the oxport market.

Vor instence, finishing is very important in
the United States market, where consumers are parti-
cularly concerned with clarity of the finish, depth
of the finishing style, highlighting and many other
finishing fedtures. "To achieve sll these effects,
special finishing techniques in terms of glazing,
padding, distressing, etc, have been introduced xxx
This kind of styling is well developed in Nérfh
America, and to market furniture in these areas
with the proper markup, there is nc way out but to

learn and be an expert inthese stylings." (Zung, 1?27)
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It is far from easy, thevefore, for Philippine
manufacturer-exporters of wood furniture to heed
the recommendations of ITC-UNCTAD/GATT /47 and
Cody /37 that exports should be concentrated on
more expensive items, to offset the competitive
disadvantage brought about by relatively higher
transport cosﬁs, in particular, on élaaaieal
furniture of above-everage quality.

Certainly, such a move would entail the
conduct of fairly comprehensive studies if it
should meet with any success whatsoever., For one,
markets will have to be properly identified, within a
strong productwmafket orientation, and their mag-
nitudes determined, Products so identified will
have to be matched with local manufacturipg capa-
bilities, both current and potential, Where
necessary, the nature and extent éf upgrading of
capabilities {e.z., production techmology, skilled
manpower, among others) will need to be determined,
_aloné with the corresponding costs. And then, of
course, the matter of financing arises. |

However, it just should not end with goveru—l
ment stepping in and providing investment financing.
Oftentimes, the well-being of the individual firm is
taken for granted in export promotion schemes
that are built upon projected foreign exchange

earnings and other macroeconomic considerations.
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An honest-to-goodness benefit-cost analysis ought
to be undertaken for evéry single firm that wishes
to participéke, based on fairly reliable market
and other tachnical information.

1f the government feels that there truiy is
much to be gained, beth by the econemy as é whole
and by the firms in the wood=based furniture
industry, through further tapping the export
market (which appears to hold great potential), .
it will probably need to consider investing in
in=-depth market and tecﬁnical‘studies as outlined
above, the nature of which sdggests that it can
hzrdly be undertaken by the CilF, or individual
furniture firms Ior that matter, Export develop~
ment schemes can theu be formulated, which can
serve as basis for assistanca to interested
current and potential exporters.

Unless the chove is done, the expertsf
(LTC~UNCTAD/GATT ar< Cody) recommendations will
likely make little sense Lo the firms in the
industry who have baxely any appreciation for the
export markets, the technological imperatives for
tapping such markets, and the potential return an
investments associated with the same.

Perhaps,; then, "the Philippines shall have
to continue to rely upon markets for rattan

furniture if it hopes to increase furniture

exports at all, However, while "there ie no
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shortape of orders for rattan furniture" (World

Bank / 6/), difficulties being experienced by rattan
fumiture manufacturers in obtaining rattan poles as
gathered in our survev and mentioned in earlier
studies (Cody ljiT, Werld Bank_£2i7) point to the
reality that supplies of rattan are not unlimited.
While the ban on axportation of rattan poles, which
was heavy wntil the early part of 1977 (PDCP ljif3,
somehow eases supply problems, a more critical prob-
lem is & basic lack of information on quantities
still available (Cody jjij3. There seems to be a
general consensus that unless current rates of con-
sumption are parallelled by resfforestation efforts,
supply will not last (Amio_£i;7, Cody 1?{7; World
Bank [}i?). Apparently, production of rattan fur-
niture can only continue to grow (or simply continue,
for that matter) to the extent that rattan supply
would permit. Moreover, the markets for rattan
fumiture do not seem to have been clearly delineated
nor magnitudes of demand effectively determined. It
would appear that the rattan furniture sector has
been thriving until now since "there is no shortage
of orders." To what extent there will be orders, so

it seems, has yet to be known.
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E. General Management

1.0 Major Managerial Punctions

The distribution of respondents according ﬁo single
proprietorshios (8l.7%Z) and corporstions (18.3%) tends
to suggest a high level of entrepreneurial activity
within the wood-based furniture industry., This hypothesis
is substantiated by the extent of participation and res-
ponsibiiity of the owner in five major managerial
functions: general administration/personnel, marketiag,
production, purchasing and finance/accounting. Of the
115 respondents, the owner is credited with primary
responsibility in each of these five areas from a low
of 64,.3% (finance/accouﬁting) to a high of 73.9%

(general administration/personnel). Moreover, the owner.
alone has primery responsibility in from 55.7 to 61.7%

of the cases, exéept in finance/accounting (39.1%) where
he generally shates responsibility with an accountant or
similar person. {Refer to Table 11.46.).

Likewise, only one person is primarily responsibie
in each area in from 79.1 to 89.6% of the cases, except
in fiﬂaﬂce/accaunting (66.1%) . This situation is indica-
tive of a dearth in middle to top management positions,
as well as, corollarily, a lack of delegation of autho-
rity. (Refer to Table II,47.)

Attempts were made to astablish relationships
between the number of persons primafily responsible

for each afea (per the last table cited) and the size
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of the firm (in terms of labor force). Only in the

aveg of finance/acccunting were the two variables .shown
to be significantly nct independent (using the chi-
gquare test). Ta this instence, the data suggests zome
movement towards more than just omne person beiné primﬂwv
rily responsible as gize of the firm increases. Chi-
square tests on produstion, purchasing, marketing and
general administration/persomnel varsus size of fimm

did not lzad to any rejection of independance, suggesting
that the aumber vf persons primarily responsible in each
of tﬁese areas is probebly independent of gize of the
firm.

As was mentioned in Saction [1.C.5 above, owners
tend to exercise much influence even in such highly
technical areas-as product desipn and techmology. Whilé
thare is no intention to imply that owners in general
weuld not possess ¢he requisite technical knowledge,
there is nrudtheless a posaibility that some, if not
many, of them may noi have the necessary technical
knowhow and merely rely wuon their feel for the markef,
the products and the preduetion nrocesses, In particular,
attempts to tap the axport marker for wowd furniture
would need to face up 1o the sensitivity of such market
Lo proper ?rnduct deéign and quality, which can hardly

be dealt with. using "gut feel™ aloae.
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for magnitudes and directions of the firm, financial
performance, cost efficiency, profitabiliry and

return o; investments, among other relevant information
agsociated with preparation of profit plans/budgets and -
monitoring of actual result of operaticﬁs on such basis.
More often than not, this bears significarntly on overall
profitakility and 6thar measures of financisl performance.

Even in the matter of entry into the business, there
is often not much analysis relative to feasibility. In
less than one out of everyvfive respondents was a feasi-
bility study ever conduéted, and usually without outside
assistance, This is mainly due t~ ‘‘the ease of entry to
the'trade, wiich encourages emplqyees with little capital
to set up on their own' (Cody ZTQ;T)-

It is, in. fact, thisAsame ease of entry that probably
also leads to an ease of exit. As sﬁggested by our
survey operations, scniewheie near 35% of the sample
populationléj may have already ceased operations, for
some reason or other,

3.0 Institutional Linkages

Cody_[gp;T mentions that the CFIP "is the only
national orxganization to represent the interests of the
Philippine furniture industries. It is composed of
furniture, joinery and other secondary wood processors

and by virtue of its membership claims to account for

15 ‘
-/A 95% confidence interval for the true mean of the sample

population would be from 30.5% to 40.6%.
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about 85% of the industry's tutal production". He
adds: "In acdition to its-major activity of represenic-
ing the interests of the industry, particularly at
government level, the CFIP actively supports and encou-
rages the upgrading of quality, design and productivity,f
in ofder to fuliy exploit the export potential of its
nembers."

Of the 115 respondentz in the sample, however,

: o 16/
oily 30.4%Z reporc membership in CFIP.~-

It does not
seem to be all too clear to the firms in the industry
what distinct advaﬁtagﬁq membership in the CFIP would

 provide,

On the other hand, 63.5% of respondents appear to
appreciate henefits made available by rugistration with
NACIDA, aud reported their being su registered. (A
picture of regigtration with NAQIDA and other governgamt
agencies is given in Tablg‘II.SO.) Some firms even go
to the extent of transferving title of ownership
(thcugh only simuiated) to a close relative or friend
in order to continue to be registered with NACIDA as a
cottage industry and enjoy the benefits attendant to

17/

being se reglstered.

A-IOther than the CFIP, a neasly 3.3%7 of the sample are

newbers of a Chinese association, and 1,74 of cach of
some "local" association and the Confederatlon of
Philippine Exporters (COPE).
-ll/Registration with NACIDA is good for five years, and is
non~renewable. Firms are able to circumvent this regulation
through the change in name of owner, which affords them the
chance to ragister as a totally "new'" cottage industry.
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TABLE 11.30 REGISTRATION WITH GOVERNMENT AGENCIES

No. of /" % to Total

Goverument Agency -Respondenta Pegistered L . Respondents
NACIDA . ‘: 73 63.5%
Bureau of Domestic Trade/

Ministry of Trade ‘ 24 20.9
Municipality .20 : 17.4
BOIL 15 13.0

SEC 8 7.0

Yout of 115 respondents, 15 firms (13% of respondents) ere not
registered with any government agency. '
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F. Sources of and Problems in Financing

1.0 Sources of Financing

84 of 115 respondents (73%) report  having borrowed
in 1980 from some source of financing cr other.
Average total_borrowings ranged between ¥1,000 and
¥5 million, with close o 50% of the respondents
borrowing $10,000 or less at anybsingle time. (See
Tables II.51 and IT.52 ."for the distributions of
respondents according te average total berrowings in
1980, and according te souyces of financing.)

Supplier's credit as a source »f financing is
so pruvalant, however, that only 49 respondents (42.6%
of total) have borrowings other than supplier's credit.
35 respondents (30.4% of sample) have no borrowings
except for supplier’s credit, in faét. Accordingly,
a full 57.4% of respondents (66 cases) would have no
reported borrowings whatscevor if supplier's credit
were left out. On the other hénd, only 22 of the 84
respondents with any reported borrowings did not avail
of supplier's credit. (Table 11.53 presents a distribu-
tion of respondents showiﬁg supplier's credit as a ?er—
centage of total bofrowingé.)

Other than supplier's credit, banks provided
financing to 34.respondents (29.6% of total respondents
and 40,5% of respondents with réportéd borrowings).
Other sources were relatives and friends, and private

noneylenders.,
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'TABLE II.51 AVFRAGE TOTAL BORROWINGS IN 1980

Frequency % to Total Respondents

Excluding Including Excluding Including
Amount Supplier's Supplier’'s Supplisr's Supplier's
(P000) Credit Credit Credit Credit
None 66 31 57.4% 27.0%
- 5 8 13 7.0 11.3
6~ 10 6 9 | 5.2 7.8
11- 20 2 10 1,7 8.7
21- 30 2 5 1.7 4.4
3N- 50 7 7 6l 6a
51—~ 100 4 10 3.5 _ 8.7
101- 200 2 4 E 1.7 3.5
201~1000 10 12 | 8.7 10.4
| 1001-5000 4 3 2.5 2.6
Unknown 4 11 3.5 . 8.6
Total us 15 w002 100.12
1/

~'With roundoff error.
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% to Respondents

% to With Borrowings
Respondents Other Than

Source of With Supplier's % to Total

Financing Frequency Borrowings— credit2/ Respondents
Supplier's Credit 62 73.8% NA- 53,9%
Banks 34 40.5 - 69.4% 29.6
Relatives and Friends 11 13.1 22.4 8.6
Private Moneylenders 7 8.3 14,3 6.1
Others 2 2.4 4.1 1.7
1/

(including supplier's credit).

=/pased on 84 raspondents (73% of 115) with reported borrowingé

_ Z/Based on 49 respondents (42.6% of 117) with reported borrowings
other than swpplier's credit.
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TABLE 1I.53 SUPPLIER'S CREDIT AS A
PERCENTAGE OF TOTAL BORROWINGS

Percentage Frequency | _z%g
None | 22 ' 26.2%
1-15% 8 9.5

1645 6 7.1
4675 4 4,8
76-89 3 3.6
100 35 41.7
nknown 6 Ik
 Total 84 100.0%
1/

=~ Baged on 84 respondents (out of 115) with reported borrowings
in 1980. : ‘ .
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A chi-square analysis of.our data on average total
borrowings versus percentage of supplier's credit to
total borrowings shous that the two variables are not
independert at a 5% level of significance. In fact,
the data zuggest that the smaller the total amount
of borrowings, the higher the percentage of supplier's
credit to ﬁotal borrowings. At the same time,
average total borrowinzs and size of firm (as
measured by size of labor forge) are also not inde-
pendent at a 1% level of significance. Data likewise
suggest that these two variables tend to be positiveiy
correlated, though not necessarily linearly. These
two results would seem té suggest a situation where
swall firms, unable to tap other sources of financing,
are forced into relatively gresater dependence on
supplier's credit.

Moreover, average total borrowings, exclusive of
supplier's credit, and size of firm (as measured by
size of labor force) are as well not independent at a
1% level of significance. Agein, the data suggest
that non-supplier's credit bofrowings tends to
increase disproportionately as the firm is lé¥ger.iA
size. This would appear to imply a greater ability
on the part of larger firms to borrow from banks and
sources cther than supplier's credit in relation to

the smaller firms, which is not all too surprising.
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Major Problems in Financing

The study team found particular difficulty in
generating faifly reliable (and usable) financial
data, either because firms do not have easily acces-
sible financial information (except primarily the
income statements submitted for income tax purposes
which may, by and large, not provide a true picture
of performancé) or do not look favorably upon disclo-
sing such financial informatibn {and, oftentimes,
choose te give Lighly doubtful and probably highly
erroneous responses, as our consistency checks bore
out). We have had to decide on dropping some respond-
ends due to the pitiful lack of financial and other
informatiyn (refer to Table 1111), and, in the course
of our analysis of the basic data, totally rejacting
some variables or developing reasoneably acceptable

surrogates, By and large, we failed to establish

 sufficient finapcial vorformance indicators and have

had to rely upcn essentially non~quantitative
approaches to identify ceriain problems and prospaects.
(This is not to say that generation of reasonably
méaningful financial data at the firm level is not at
all possiblie. On the contrary, the gsame should be
very much possibie, but would require special attention,
effort and resources of the sort that we could not

devote in our conduct df the field survey.)
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Table 1I.54 summarizes mejor pfoblems in financing
as cited by resbondents.’ The most cited problem area
is collateral as a requirewment in finéncing (Table 1I1.35
shoﬁs collateral requirements according to source of
financing), followed by interest rates and by the
ggnéral financing condition/performance of the business.

We failed to arrive at a significant finding that
the absence of borrowing probléms {as stated by res-
pondeata) is denendent on the size of the firm (again
measured oy size of igbor force), in a manner that the
larger firms woukd less likely have borrowing problems.
than the smaller onee.

27 reépondents (23.5% of 115) weported having no
problems in financing. At least 2 respondents have
never tried to borrow, while 5 others state that they
> not like to borrow. Of the remaining 8. respondents
(70.4% of the sample), 63 (54.8% of sample and 77.8%
of the respondents reporting tc have financing
problems) report that such problems prevent them from
acquiring the desired ievels of borrowing/financing.
Only 45 of these 63 (71.4%) are able to adequately
meet their requirements «ither from tﬁeir owti capital
or, to a lesser extent, from other sources (e.g.,
relatives and friends), while the remaining 18 (28.6%

of 63) are unable to do sc.
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TABLE I1I.54 MAJOR PROBLEME IN FINANCING i
Problem Area fFreguency % to Total Respondents
Rank  Ramk  Rauk Rank Rank  Rank
1- 2 . 3 " Total 1 2 3 Total
Collateral . - 31 5 Z a5 27.0%  4.3% 1,74 33.0%
Interest Rates 16 16 5 37 13.9 13,9 4.3 32,2
Financing Condition/

Performance of

Business/Loan ' :

Repayment 15 11 4 30 13.0 9.6 3.5 26,1
Documents Required 9 2 &4 15 - 7.8 1.7 3.5 13.0
Processing Costs/Time 7 2 7 16 6.1 1.7 6.1 13.9
Maturity Z 5 b 12 1,7 4.3 4,3 10.4
Don't Like Borrowing 4 1 & 5 3.5 0.9 0 4.3

1/

~' 27 respondents 123.5% of 115) reported having no problems in financing.
.- At least 2 respondents have never tried to borrow.



TABLE II.55 COLLATERAL REQUIREMENTS
' ACCORDING TO SOURCE OF FINANCING
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.-'-l-/ Based on valid

responses only,

Y g
Frequency— 4
Source of Require No Require No
Financing Collateral Goliateral Total |Collsteral Collateral - Total
Supplier's Credit 1 49 50 2.,0% 98, 0% 100.0%
Banks 28 g 32 87,5 12,5 ' 100.0
Relatives and . .
Friends 1 g 10 10.0 90.0 100.0
Private Money-
lenders 1 6 7 14,3 G5.7 100.0
Others 1 1 2 53.0 50.0 100.0
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Some of the probiems cited would seem to be
procedural in nature and can e2asily fiud solution;lﬁ/
Collateral requirements, inmterest rates, maturity and
financing condition/pefforﬁance of the business would
appear to deserve some attention, though, if some form
of financial assistance tc the industry were to be
contemplated by the governrant.

Earlier stﬁdies have pointed to "a chronic
shortage of capitel for development and expansion"
(Codyklﬁq;7) in the industry, calling Zor "more finance
for equipment, working capital, and export promotion'
(World Bank 173;7). Cody explaing that the financial
weakness of most firms has two principal couses - the
ease of entry into the business which 1}lows the
egrablishment and operation cf.firms with very limited
crarital, and the intensive competition, in part
bruﬁght about by such ease of eni:ry9 which brings
about very low ievels of profitébility (if at all)
apd pravides very little funds for reinvestment in
the Lusiness.

1t may be important to point out that our sample
indicated the foliowing get of prioritigz if additional
financing were tc be made available to the business:

acquisition of equippent/machinery (53 respondents

18/

14 respoudents report ohtaining adequate asgistance from
banks and 11 frm; government acencies inm, among others,
the prepaveion of documentaticrn requirements and/or the
facilitation of processing.
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or 46,1% of sample), acquisition/stocking up of raw
.material (50 respondentsz), construction or expansion
of plant (28), opening of own retail cuciet (17),
tbiving of more workers {16}, and general (unspecified)
expansion of the business (il}. It is highly
unlikely, however, that such aspiraticns woyld ever
find fulfillment for at.ieast a significant number
of those who seek to achieve them, coﬁsidering the
necessarily restrictive barriers to financing
(principally, collateral) that the smaller firms
would find almost close to impossible to hurdle,

Such relative inability of the smaller firms to
avail of financing that would otherwise be accessi iz
to tne larger firms, as some of the analysis (earlier
discusned) would tend to show, force the former to
rely on supplier's credit financing anu private
moneylendeys. It is common knowledge that interest
rates chevg:od by private moneylenders are.atrociously
high. Table I .56 shows imputed interest rates on
suprilar's gqredit based on the 62 firms in our sample
which avail of supplier's credit financing. At first
glance, already a large number of cases would suggest
relatively high finanecing costs. This does not yet
take into consideration the further costs (implicit)
asgociated with the likely overstatement of prices of
raw material by suppliers przying upon the hapless

manuf:courers, who would not have much choice but
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TABLE II.56 IMPUTED INTEREST RATEZ ON SUPPLIFR'S CREDITE
Imputed
Iaterest
Rate Frequency P S
0% . 5 8.1%
1-6 20 32.3
7-12 | 6 9.7
13-24 2 3.2
25-36 . 3 4,8
37-48 4 6.5
49-72 6 9.7
73=150 0 : 16.1
151~350 0 0.4
351-400 4 : €.5
Unknown 2 | 3.2
Total 62 1001

|
|

AJInterest rates war: imputed using the conversion:

Discount rate - 365

ALEYest rags = L 2 X 100%
Interest racs 105 = Biscornt Cradit 0
rate period

tience, these would represent only the expliicit cost of supplier's
credit financing,

2/

— With roundcff error.
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accept such pricss in the face of certain extinction,
Regrettably, the higher costs of financing

would seem to be borae by the very firms who could

i1l afford the saue, forsing them to be all the

less financially efficient end profitablz, if only

£o survive.
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G, Major Conclusions anid Zecormendations

1.0 Financing for tie Smell Manufacturers

The‘Philippiva wood=based furuiture industry is
characterized by a2 relative ease of entry that allows
manufacturers to operate with lictie, if any, capital
investments, This has lei %c a proilferation of small,
"backyard-type"” firms. The industry is, by any
standard, highly labor-intensive, notwithstanding
recent indications that more and mere Fiime zre intro-
ducing equipmeﬁt/machinery in «t least somé operations.

Lack of capital/financing. inadequate supply of
raw materiai, and fluctuatiap domestic demand for
furniture, which are the major problems most commonly
cited by our respondents (see Teble II1.57), have been
consisten;ly identified in eariier studies (Amio 1?17,
Cody /3 7, PDCr /5], Worid Bank [ 6/). In particular,
the first problem has allowed the smaller firms little
progress, if at all, in the areas of nroduction techno-
logy and design, s well as marketing of products.
This, along witt; fluctuating demand, may lead to a sig-
nificant degree of underutilization of capacity (which

is primarily labor~based) and, accordingly, relatively

/
¢

. . 19
more inefficient operations than the larger firms.—
Moreover, small firms generally do mot have zccess to

the wore formal sourcesg of finsncing, owing tc their

19/

— Firms with larger production capacities, based on our
survey, tended to have better utilization rates.
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TARLE 17.57 ATOR PROBLIMS

CT1% ¥y RESPONDERTSS

Major Problom Area Frequency 4 to Total fesrondents
‘ -
Lack of capital/finsacing 56 h8a T4

Lack of supply c¢f raw

material . ' 30 26,1
Unsteble/iluctusting/

seasonal dowaed 26 22.6

" Ipcreasing chels 15 15.7

Lack of workers : i - 11.3

éjOnly 3 of 115 respoudents mentioned that they did not have any

major problem,
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inability to msat collateral requirements., Comsequently,
they would tend to bse more susceptible to financing via
supplier's credit or private mogeylendere, which more
often carry high effective costs. In addition, the
icadequate supply of raw material compounds the finan-
cing problem if used by suppliers as leverage in impo-
sing more unfaverable terms upon the hapless manufacturet.

It would seem; therzfore, thac, all factors taken
into censideration, the smaller firme would be at a
grossly disadvantagecus competitive position relative
to the larger firme. An obviocus question that arises is
whether or not some foom ¢f financing scheme is appro-
priate to alleviate the small manufacturers from their
plight. The Worid Bank‘ij§7, for instance, calls for
"more finance for equipment (and) working capital“gg/
for the development of the furnituve industry.

Inspite cf the seemingly formidable barriers to
success that plague the smalisr firms (at least, much more
than the larger ones), these have continued to exist, and
in large numﬁers. This probably indicates that, somehow,
the small firms are able to provide the ocwners with some
weasure of returns sufficient to support their families,
while at the same time providing gainful employment for
their workers, notwithstanding the opportunity costs
associated with informal financing and inefficient ope=~

rations, primarily due to the low-overhead nature of

their operations.

20/

=" A3 well as for export promotion.
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At any vate, ocur -jata, as was esarlier pointed out,
suggests a direct relationship between size and age_afv
the firm, Mogeover, a somewhat high percentage of
firms in the population have c¢sased operations at some
time or other;éli This wouid seem Lo be indicative of
& situation wheve many small firms close down after some
time, with the exception of a faw which manage to grow,
By and large, a high rate of axit would mske the firms
in this sector of the industry even more risky than
they would at once‘éppear from the point of view of a
financing institution. To infuce these firms with
collatera1~frae,'low—int&rest medium to long-term
financing (as would seem to be indicated) in‘the expect~

2/

. - . 2
ation that they wouid perform creditably,==' be able to
repay thelr lo:ns, and make substantial profits, may
Prove not to be viable over the long run, unless the
government weuld be willing to treat such a scheme

i . 723/
eventually as a subsidy.—-
It appears, then, that it would be best for the

moment to “leave well encugh alone" insofar as the

small manufacturers are concerned.

21 . .
-/As discussed in sections II1.B.3 and IT.E.Z2.

22/ . I . '

— In the first place, there are no indications that there are
ezisting capabilities for managing expanded operations. On
the contrary, Cody / 3/ observed otherwise.

23 3 .. .
-—/The possible implications of a subsidy scheme were not

investigated.
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Undoubtedly . recommendztions made by experts,such
as Cody 1?17; reilative to "improvement of factery and
workshop buildings, and of bad working conditions” and
the provision of "basic wood-working machinery and
ancillary equipment" would only be relevint for the
larger firms which could afford, as well as properly amd
adequately utilize, such facilities. Nevertheiess, these
should nead some looking inte fivst in terme o7 costs
and benefits.

Export Promotion

The domestic demand for furniture is low (World Bank
1T§73. 1t may have begun to pick up with the current rise
in houvsing comstructicnmr, but to what extent the latter
has affected domestic.furniture‘sale& is, on the whele,
8till to be determined.

The export market would seem to hold the key to
growth of the industry by virtue of its sheer size.
Howgver, over the ﬁast several years, exports have baen
principally in rattan furniture,_thc magnifudes of which
will ultiﬁately depend on the availability of rattan.
Wood furniture, on the other hand, deserves some consider=
ation,

Since the ¥hilippines is at a competitive disadvan-
tage owing to the high transport costs for furniture in
the principal markets (Europe, particularly), it has
bad to rely primarily on the United States, Australia

and Japan for its exports. Mass-produced furniture and
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fixtures, characterized by hiph volume, low costs and low
marging, have been escentially ruled out in favor of the
higher valus, classical type of wood furniture, However,
the export markets for wood furniture, particularly for
the type indicated, call for a high level of quality

and design which has been achieved by few, if any, local
nanufacturers.,

The necessary upgrading of production facilities
and technical capabilities may call for significant
capitel investments, whick ought not be made in the
absernce of sound markat.information and technical
assistance,

Market research and development appears to be
a2 must it pushing for exports of wood furniture.
Identification ~f products and markets is critical,
as well as the determination of technological require-
ments fur tapping such merkets. Investment requirements
can then be assessad on the basis of fairly veliable
information, and the viability and profitability of every
single proposed venture evaluated accordingly.

This kind of effort, however, would require subs-
tantial investments, the magnitudes of which can not be
expected of individual fimms, or even industry associa-
tions such as the CFIP, It is in this area where the
government may decide to ste? in.

Otherwise, in the absence of strong marketing and

technical assistance programs, it would be dangerous to
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promote exports sinply by callimg for upagrading of faci-
lities, technoloyy and desizn, and providing an attractive
financing program for the same. In the final analysis,
both prospective wood fummiture exporters and {he govern—
ment may end up on the ilosing end.

Towards this objective of coming up with a rational
export development program, 2stablishment of a develop-
ment council of more or less the nature suggested by
Cody jfgj'seems appropriata. Formulation of such a
program will spparunt'y require effective direction and
proper cobilizatica of ressurces.

The call for the establishment of a Furniture Trade
Exporters Corporation (World Rank [ 6€/) may be premature
in the abseuce of such an export development program,
as with the idea of an industrial estate—type wood-
working project if such is intended to address the

export market,
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ITI, FOOTWEAR INDUSTRY
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A. An Overview of the Industry

The footwear manufacturing industry is composed of the

following product categories:

PSIC Code 32410

32491
32492

12494

355206

15602

33193

Leather shoes

Slippers and sandals

Ebotwear‘parts

Other footwear, excspt rubber, plastic
or wood footwear, N.&.c.

Rubber footwear

Plastic footwear‘

Wooden footwear and accessories

The first Filipino leather shoe shop is said to have been

established by the now famous Kapitan Moy (Dom Laureano

Guevarra) in the town of Marikina in the latter part of the

Spanish era (PDCE, 5).

The ipdustry then was in the hends of

the Chinese artisansg iﬁ the Parian. Pioneers in the leather

footwear sector include the Esco Shwe Company and Ang Tibay.

In the 1930's, rubber shoz manufadturing establighed a foot-

hold, led by Elpo, or the F1 Porvenir Rubber Products.

The 1977 Annuval Survey of Estszblishments reported 1,294

fontwear firms in the cowntry, employing soms 9,500 people,

curiously all in the organized sector, i.e.,, firms with a

labor force of 5 or more. There was no firm reported in the

so-called "unorganized" sector, i.e., firms wirh less than

5 labor force. However, our survey shows thet this sector

accounts for 19% of total footwear firms.
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Egtimates of the size of the industry vary, one report
(REDC, 6) cites that in 1974, there were 1,991 footwear firms
with a total labor force of\20,00ﬁ, On the other hand, one
publication reperts that in 1975, the industry employed an
esgtimated 50,000 coblers and factory workers, with 35,000 in
Marikina alone (JPS, 7).

It is however acknowledgad that the cemters of the indus-
try are Marikina for leather footwear and Laguna for wooden
footwear, The Marikina Shoe Trade Commission reports some
759 firms ir Marikina, with a labor force of 6,289. The
industry is concentrated in three regions: Metro Manila,
Southern Tagalcg, and Central Luzon (Table III.1). The three
regions account for 91% of the country's footwear establish-
ments,

The industyy is predominantly small-scale, and are
typically family businesses, nctwithstanding the fairly long
history of the industry. Production technology for the sig-
nificant majority still follow traditionzl lines. Thus,
industrial promotion programs that seek to touch the cruss-
section of_the footwear industry must necessarily deal with
small establishments, and the corvesponding concerns of the
cottage and small-scals« industry secter.

The industry however hag a significant proportion of
large firms where for some, a fair degree of mechanization
has teen developed. Many such 1a¥ge firms have geared them-
selves to the export market, the largest employing some 7,000

production workers with 60% of production for exports.
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TABLE III 1 REGIONAL DISTRIBUTION OF FOOTWEAR MANUFACTURERS, 1977

lI.
111, .
Iv.

IV—AO

VI,
ViI,
VIII,
X,
Xf
XI.

X1I,

. Source:

Ilocos

Cagayan Valley
Central Luzon
Métro Mamila
Southern Tagalog
Bicol

Western Visayas
Central Visayas
Eastern Visayas
Western Mindanao
Northern Mindanao
Souuhefnluindanao

Central Mindanao

Total Philippines

Nurber of ¥imms Labor Force Gross Qutput
Frequancy 7 No. % ¥ 15699_ | %
4 0.3% 32 0.3%2 ¥ 268 0.2%
5 0.4 20 0.2 169 0.1
124 9.6 419 4.4 2,197 1.8
614 47,4 5,951 62,0 746,596 60,2
440 34,0 2,671 27.8 42,050 33.9
2 0.2 2V - 7 -
22 1,7 94 1.0 363 0.3
52 4.0 263 2.7 1,364 2.7
4 0.3 21 0.2 121 0.1
7 0.5 31 0.3 205 0.2
8 0.6 56 0.6 293 0,2
6 0.5 36 0.3 240 0,2
6 0.5 15 0.2 35 -
1,294  100.CG% 9,605 1060.0% ¥123,908 100.0%

Annual Survey of Manufacturers, 1977

NC50
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The industry’é value added reached P903 million in 1980 (at
constant 1972 prices)., This conetituted 3.9% of oufput in
the country's manufacturing sector (Table III.2). Over the
entire decade of the 1970'5; this share has been maintained;
the footwear industry has simply kept pace with the rest of
“the maufacturing sector. This has meant an average annual
growth rate of 7.7% during this period.

Such a growth pattern however involves a discernible
uptrend in the export sectcr, significant gains were first
established in 1979, though footwear exports remain a minis-
cule component (1.27% in 1980) of total Puilippine exports,
Growth of Philippine footwear exports are nonetheless en-
couraging, even as it is premised on a small base. In 1980,
the Philippines exported some 25 million pairs with a total
export value of $67 million., The country’s major market,
aécounting for over half of footwsar exports, is the United
States.

A previous study of the industry‘(Bautista, l) has shown
that the leather footwear industry ﬁas a low dohestic resource
costy (while rubber footwear is on the high side) and there-
fora has a definite export potential. The raalization of such
a potential however nesds to be explorad, Unlike other manu-
facturing sectors, the footwear industry is past the import
substitution stage, and must therefore look towards the ex-
port market and further expansion of the domestic market for
its impetus for growth. .1n 2ither case, it is necessary to

identify the barriers to growth, There are no published
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TABLE ITI.Z GROSS VALUL ADDED OF THE FCOTWEAR INDUSTRY, 1%70-1980
{In Pmillion at constant 1972 prices)

Gross Vf}ue fnpual ' GoY Manffacturing GVA as % _

Year Added= Growtihx Rate Aunual Growth Rate of GDP Manufacturing
1270 ¥a4? - - 3.8%

1971 491 9.8% 5,7% 3.9

1972 431 (12.2 ) 6.2 3.2

1973 533 23.7 13.9 3.5

1974 544 2.1 4.8 3.4

1975 591 8.6 ' 345 3.6

1976 628 6.3 | 5.7 3.6

1977 682 : 8.6 11.7 3.3

1978 787 15.4 7.3 3.8

1979 845 7.4 5.7 | 3.8

P

1980 303 6.9 5. 3.9

1/

~ Survey covers only establishments ewploying 5 or more wurkers.

PPraliminary estimates as of Ducember 1980.

Source of Basic Data: National Accommts Staff
Statistical Coordination Office, NEDA
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statistice on footwear production but it is believed that total
production in 1976 reached 32 million pairs, of which 6.7
million pairs were of leather (World Bsmk, 8).

General Characteristics of the Sample

A total of 179 footwear firms compose the sample for this
étudy. The original target was for 181 firms, or some 13.4%
of 1,351 firme prélisted in the study’'s geographic scope.
About 332 firms were eventually visited or sought out for the
study.

1.0 Location

As previously discussed, the sur§ey of footwear
manufactufing firms covered the areas of Metro Manile,
and the adjoining provinces of Bulacan, Rizal and Laguna
(excluding Cavite howewver). The 179 firms accoumt for
13.2% of the 1,351 firms prelisted in these areas. A
breakdown of respondents by location of main 6ffice is
shown on Table 111.3. As is expected, the great mgjority
are in Laguna and the Second District of Manila, 38.6%
and 51.47% respectively, or a combined share of 907 of the
sample. The latter area includes Marikinz, acknowledged
as the center of fhe countyy's footwear industry, pafti-
cularly leather fdotﬁear. Laguna is the other major
cénter, primarily known for its high concentration of
wooden footwear firms.

There are really no other major centers for the

footwear industry. As is shown in NCSQt statistics, the

geographic distribution of the industry is highly
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TABLE. II1.3

First District, Metro ManilaX

Second District, Metro Manilal/

Laguna
Rizal

Bulacan

eyt

Total

ITI-7

LOCATION OF RESPONDENTS, FOOTWEAR INDUSTRY

Frequency %

4 2.2%
92 51,4
69 38.6
10 3.6

4 2,2

179 100,0%

L%irst District is the City of Manila, Second District is comp:osed

Years of

of Marikina, Pasig, Quezon City, Mandaluyong, San Juzm.,

TABLE 111.4

Frequency

DISTRIBUTION OF RESPONDENTS BY YEARS OF
OPERATION, FOOTWEAR INDUSTRY

Criginal

Original
red Total Ownership Acquired Total

_Operation Ownership Acqui

1- 5 53
6-10 52
11-15 29
16-20 16
21-25 10
25 and

over 5

Total 166

11

36.47

57 31.9%
56 31.3
30 17.5
18 2.6
10 6.0
6 3.67
177 106.0%

32.2%
3.4  31.6
9.1 16,9
18.2 10.2
5.6
3.4
100.0%  100.0%
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concentrated in the three regions of Metro Manila,
Southem Tagalog, and Central Luzon, A likely explanation
is the location of the leather tamning industry in the
region, and the presence Qf a8 iarge pool of experienced
labor,

Years of Operation

Table III. 4 shows the distribution of respondents
according to the number of years they have been operating
(as of 1980). This is further broken down into firms that
had been acquired from previous owners, and firms still
being operated by the original owners. Almost one third
a similar number have been operating from 6 to 10 years.
The presence of so many young firms provide some evidence
that ﬁhe industry is capable of attracting new firms.
Type of Business Organization'

The respondent firms are almost all single proprie~
torships (Table TII.5 ), a finding quite consistent with
known industry pattems. Only 2.2% are corporations and
another 1.7%7 partnerships, suggesting that many large
manufacturers (including exporting firms) continue to
operaﬁe as single propristorships.

Size Distribution of Respondents: Labor Force and Output
Levels

The single distribution of firms (Table II1,6) shows

that 19% of respondents have less than five employees

(including unpaid family labor) - the "unorganized"



TABLE -IIT.5 TYPE OF BUSINESS

Type of Orgaonization

1. Single Proprietcrship
2. Partnership
3. Corporation

Total

- TABLE I11.6 DISTRIBUTION $F RESPONDENTS BY SIZE OF LABOR FORCE,—
FOOTWEAR INDUSTRY

Size of Labor Force

1- &
5- 9
10~ 19
20~ 49
50~ 99
100-500

Total

I11-9

Frequency

172

[

179

ORGANIZATION, FOOTWEAR INDUSTRY

96.1%

1.7

100,0%

1/

Frequenby A Cumulative %
34 19,03 19,02  100.0%
81 45,2 64.2 81.90
32 17.9 82.1 35.8
24 13.4 95.5 17.9
5 2,8 98.3 4,5
3 1.7 100.0% 1.7%
179 100,C7%

TABLE ITI.7  pISTRIBUTION OF FIRMS BY OUTPUT CAPACITY, FOOTWEAR

Czpacity {Pairs per week)

1- 73
76-180
181~-480
481-360

961 and over

Total

INDUSTRY

Frequency 7
15 8.7%
38 22.1
58 33,7
41 - 23.8
20 11,6
172 99,9%

Cumulative

8,77
30.8
64.5
88.3
99.9%
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sector under NCSO definitions. The footwear industryy is
predominantly "small” (5-19 employees), as reflected by
the 637 share of this size category in our sample. Only
about 18% may be considered "large (at least 20 employees);
The largest firm in the sample has a labor force of 500.
The total labor force of the sample is 2,864,
Noteworthy too is that most of the "small" firms are
~actually at the loweyr end of the size category. Thus,
fully 647 of all respondents have a labor force of less
than ten (10). There are even a few cases (n = 6) of
firms without any hired labor, including businesses whichl
are nothing more than a husband-wife operation. Actually,
at least 817 of sample firms are NACIDA-registered firms,
officially placing this sub-group in the cottage industry.
Another 3.9% are not registered with any government
agency. Only 3 respondents (1.7%) are BOI-registered
firms.
The preponderance of small firms is likewise reflec-
ted in the size distribution according to capaéity levelékl
(Table ITX. 7). 1Industry leaders interviewsd have sug-
gested that a footwear firm must be capable of producing
1,000 pairs per week or more to be able to tap the export
market, Our survey shows that only 11.6% of footwear

firms fall in this size category.

T o .
“/AS reported by respondents, based on existing equipment and

labor force. '
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5.0 Product Type Distribution

Table III. 8 shows the profile of product types sold

by the respondent firms. While all undertake manufactur-

. ing operations, a few respondents also buy finished foct-
wear products for resale; and some subcontract certain
products to other manufacturers. The latter activities
however are not very extensive.

The msot frequently cited product types (each re-
ported by about 25% of all respondents) are men's shoes
or boots primarily of leather, and ladies' sandals
primarily of synthetic/rubberized leather. In general,'
it appears that most respondent firms are into ladies’
footwear. About 6% of respondents reported manufacturing
children's shoes,

In all, about 41% of respondents are in leather
footwear.

C. Production Inputs and Practices

1.0 Sectoral Distribution of OQutput

While there ére many highly mechanized and fairly
large footwear firms already in 6peration, the survey
data suggest that large firms areAnot.as yet the dominant
sector in the industry. On the other hand, while the
unorganized sector appears significant in terms of number
of firme, its impact is substantially less in terms of
employment and-output. The dbminant sector appears to
be the small-scale firms (i.e., 5-19 employees), Table

ITI.9 shows that this sector accounts for slightly over
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TABLE III.8 NUMBER OF RESPONDENTS ENGAGED IN MANUFACTURE,
SUBCONTRACTING, AND RESALE OF FOOTWEAR,
BY PRODUCT TYPE

Number of Firmsg/ % to Total Respondents
- Manu- Sub~- Re- Manu- Re=
Product Type . facture contract sale Any facture contract sale Amy
1. Men's shoes/ ‘
boots, leather 45 2 45 25.1% 1.1% 25.17
2, Men's slippers,
leatherette/ ‘
synthetic 12 12 6.7 : 6.7
'3, Men's footwear, :
rubber/canvass- 5 5 2.8 , 2,8
4, Ladies' shoes,
leather/snake-
skin 15 1 1 16 8.4 0.6 0.6 8.9
5. Ladies' shoes, :
synthetic 33 1 1 34 18.4 0.6 0.6 19.0
6. Ladies' step=- '
in, leatherette . ‘
/synthetic 33 1 1 33 18.4 0.6 0.6 18.4
7. Ladies' sandals,
“synthetic/
rubberized ‘
leather 45 3 3 45 - 25.1 1.7 1.7 25.1
8. Ladies' slip-
pers, leather- :
ette/synthetic 13 1 13 7.3 | 0.6 7.3
9, Ladies' shoes, N _
wood/synthetic 11 1 11 6.1 ' 0.6 6.1
10, Children's .
. shoes, synthe- ‘ . : =
tic 10 10 5.6 - . 5.6

lfOther footwear preoducts mentioned (but of minimal frequency) include

men's slippers (leather, rubber, canvass), ladies' sandals/slippers/
step~in leather, children's shoes leather. :

2/ .. . ' '
= A firm can be in more than one product type.
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TABLE 'IIL9 OUTPUT SHARE OF RESPONDENTS BY SIZE OF
LABQR FORCE TFOOTWEAR INDUSTRY

' Number Total Output : ‘ Cumulative
Size of Labor Force of Timms (Pairs/Week) % _ %
1-4 2 4,403 6.8%7  6.87  100.1%
5 -9 76 19,266 | 29.8 36.6 93.3
10 - 19 33 14,120 21.8 58,4 63,5
20 ~ 49 , 23 13,415 20,7 79.1 41,7
50 - 99 5 | 5,350 8.3 87.4 21.0
100 - 500 _3 3,00 12,7 100.1%  12.7%
Total 172 64 , 754 100.1%

Ave?age Qutput Per Firm 376 pajrs/week
Estimated Total Annual Output- 3.23 milliom pairs
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50% of total output. Note that in the large sector, the
bulk of their share in total output is also explained by
the firme in the lower end of the size category. However,
this may not be true of at least one sub-sector: rubber
footwear. Our survey data does not reveal it, but it i3
believed that thé rubber footwear sector is dominated by
large, highly mechanized manufacturing establishments.
2,0 Production Equipment

Table ITI.10 shows the profile of equipment owned

by respondent firms. As expected, the sewing machine is

' the most basic equipment of the footwear industry, not
including simple handtools. ~ About 83% of respondents
report owning this equipment. It is noteworthy that
15.6% of all respondents report that their only piece of
equipment is a sewing machine., Overall, 17.6% report
owning only one piece of equipment. The second most“‘
frequently mentioned type of equipment is a finishing
machine (40.27 of respondents). Nonetheless, 71.5% of
respondents feel their equipment are sufficient to meet
their sales potential."

Clearly, the footwear industry has by and large, a
low level of mechanization, The shift to méchanizing
fraditionally manual operation it would seem is limited
to iarge firms (18% of our sample). A previous study:
(1881, 3) has estimatgd.that the traditional hand-opera-

2/

ted process has a degree of mechanization-' Tanging from

2/

— Mechanization was measured as the percentage of total number of
nwnraceas ~achanized. The total number was 24 processes,
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TABLE 111,10 MACHINERY/EQUIPMENT OF FOOTWEAR FLRMS

Type of-Machinaqz&j No. of Respondents % to Total
with Machinery Respondents

1. Sewing Machine - 148 : 82.7%
2. Finishing Machine 72 : 40,2

3. Sanderg/ 41 22.9

4. Skiving Machine? 34 19.0

5. " Splitting Machine 27 15.1

6. Stitching Machine&/ 13 10.1

7. Specialized Saw 16 o 8.9
8. Heavy Duty Sewing Machine 13 7.3

9. Trimming Machine 10 . 5.6

&/Other types mentioned but not tabulated (n less than 10) include upper

sewing machine, press machine, folding machine, die-cutting machine,
eyeletting machine, upper leather splitter, sole splittimg machine.

2/

— Gaggasan, bulihan, lihaan

3/

' Dasdasan

4/

-~ Alamodshan, side/sols stitching machine
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4% to 12.5%. The peak is achieved by the use of pedal
driven stitching machine and hand cranked splitting
machines. The motivation for increasing mechanization,
the study points out, is to reduce labor cost, achieve
greater uniformity in products, and meet large volume
orders.

Semi-mechanized operations would then involve using
machines in most of the cutting operations (using a
clicker press). The other principal targets are the
skiving, bottom scouring, and various finishing processes.
It was also estimated that semi-mechanization described
gbove would reach a 58% degree of mechanization. Exist-
ing technology allows the use of machines in all major
processes.

The age of the equipment is also one indicator of
the degree of mechanization, especially considering thé
pace of technological developments. About 267 of sewing
machines are at least 10 yearS‘éld (Table IIT.11)., A
significant proportionA(AZ.Bz) are however of fairly
recent vintage, i.e., 1~5 years old. This appears to be
the pattern of the major types of equipment. The propr-
tion of machines in the 1-5 years age category range
from 30% to 54%, while that of the over-10 years age
category range from a low of 6.3% to a high of 50%.

The "oldest" type are the heavy duty sewing machines,
followed by finishing maéhines. On the other hand, the

splitting machines are generally of recent vintage, with



TABiE ITI.11 AGE DISTRIBUTION OF PRINCIPAL MACHINERY, FOOTWEAR INDUSTRYE/

AGE (in Years)

Frequency Z 2/
Tyre of Machinery 1-5 6-10 11-15 16-20 Over 20  Total [1-3 6-10 11-15 16-20 Over 20 Total~
1., Sewing machine 60 45 17 7 13 142 (42,3 31.7 12,0 4.9 9.2 lGO.lZ-
2. Finishing machine 29 21 10 3 8 71 | 40.8 29.6 14.1 4.2 11.3 100.0%
3. Sander 12 16 4 3 3 36 |31.6 42.1 10.5 7.9 7.9 100.0%
4., Skiving machine 15 12 5 ¢ - 1 33 J45.5 36.4 15.2 0.0 3.0 100.1%
5. Splitting machine 14 5 3 2 2 26 §53.8 19.2 i1l.5 #.7 7.7 99.9%
6. Stitching machine 5 8 1 1 2 17 {29.4 47.1 5.9 5.9 11.8  100.1%
7. Specialized Saw 0 5 o 1 0 16 |62.5 3.3 0.0 6.3 0.0 100.1%
8. Heavy duty sewing
machine 4 2 4 1 1 12 133.3 16.7 33.3 8.3 8.3 99.9%
9. Trimming machine 5 3 1 0 1 10 |50.0 30.0 10.0 0.0 10.0 100.0%

l/For firms with more than one machine for any particular type,cnly the yrungest wachine was tabulated.
See Table TI1.12 for age distrilution of all machines.

2/

=" pue to round off error

LT-III
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over half (53.8%) 5 years or below in age.

Overall, 43.4%7 of all equipment are froﬁ lto5
years old (Table III,12), .About 7.8% are at least 20
years old however, and almost one-fourth (22,7%) are at
least 10 years old.

The above findings point to a generally low level
of mechanization in the industry. Where machines are
utilized, a significant portion are fairly old equipment.

About 397 of respondents report that machinery
breakdown is a major problem in their operatioms. 0Ob-
viously, age in 2 primary factor here.

On the matter of equipment maintenance, 71.3% of

‘r25pondents report that they do not undertake regular

maintenance of theirlequipment.
Other Facilities

A typical footwear firm is a "backyard” operstion.
About 917% of respondents operate within the premises of
the owner's residence. This of course permits a signi-
ficant cost advaﬁtage to footwear firms but it also
suggasts the limited-caﬁacity of the industry to under-
take expansibn or modernization of operations.
Labor Force

Labqr is not generally perceived as a problem by
the respondents. About 867 expressed that they had a
sufficient number of manpower complement. Where defi-
ciencies are reported, these are generally for manual,

though "skilled" workers. WNot surprisingly, a very
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minimal number reports a lack of skilled machine opera~
tors.

The predominant mode of contracting labor is on a
piec: rate basis (83.8%). About 12.3%Ause the batch
work arrangement, Leas than 10% of respondents resort
to regular or time-based arrangemsnt.

Labor skills ara apparently acquired through on the
job experienca, Very few firms undertake any formalized
system of training., In part, this may be due to the
fairly large pool of experiwnced labor available. Thus,
85,5% of respondents say that they require previous
gxperienc& in employing labor.

As is typical of the small and medium-scale sector,
the use of household lasbor is a widespread practice.
Overall, aboﬁs 64% of all firms use household labor
(Table II1I.13). There is a definits pattern of declin-
ing use of household labor as the size of the fimm
increases., Thuas, 707 of firms in the uﬁdrganized sector
utilizz household labor, the ratio declining to 43.8%
for the large sector.

0OFf those who utilize household or family labor, only
about half (53%) pay these labor on a regular basis.
Again, the practice varies according to the size of the
firm, with 46% of firms in ths unorgemized sector regu~
larly paying wages.

1t is frequently mentiouéd that the small and

mediuvm-gcale industry sector (SMI) plays an important



. TABLE 111,13

III=21

USE OF HOUSEHOLD LABOR BY SIZE OF
LABOR FORCE, FOOTWEAR INDUSTRY

Use of Household Labor

: % to Firms
Frequency in Size Category
Not : Not
Size of Labor Force Using Using Total Using Using Total
1- 4 24 10 34 70,6%  29.4%  100,0%
- 9 59 22 81 72,8 27.2 100.0
10- 19 18 14 32 56.2  43.8 100.6 -
20~ 49 11 13 24 45.8 54.2 100.0
50- ¢9 2 3 5 40,0 60.0 100.0
100-500 1 2 3 33,3 66.7  100.0
Total

TABLE I1I.14

115 64 179 64.2%  35.8%  100.07%

CCMPENSATION FOR USE OF HOUSEHOLD LABOR BY
SIZE OF LABOR FORCE, FOOTWEAR INDUSTRY

“Cempensation for Household Labor

% to Firms
Frequency Using Household Labor

$ize of
_ Labor Force Pay

Don't Pay Don't Pay

- 4
- 9
10~ 19
20~ 49
20— 99
100-500

Total '

Salary Sslary Total Pay Salary  Salary Total

11 13 © 24 45,87 54,27 100.0%

a1 28 59 52.9 47.5  100.0
9 5 - 18 50,0 50.0  100.0
7 4 11 63.6  36.4  100.0
2 0 2 100.0 0 100.0
1 0 1 100.0 0 100.0

61 54 115 53,0% 47,0%2 100,07
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role in tapping otherwise potentially wmemployed labor.,

- The utilization of household labor in the family enter-

prise is clearly ove ﬁaﬁural méchanism., Owverall, house-
hold lubor accounts for 10.47% of total lahor force in our
sample., It has béen pointed out earlier that the un-
organized and small firms account for 397 of the total
labor force in ocur sample. However, 76.6% of total
household labor are in these sectors. Thus, about 1 out
of 5 workers (20%) in the unorgﬁniZed and small sectore
ig household labor, The corresponding prmpértion among
large firms is 47. 1Indeed, the small seactor ié an im-
portant instrument for ébsorbing household labor in the
footwear industry. |
Raw Material Inputs

In the case of 1eathef footwear manufacturers, about
35.6% indicate that leather is a broblem. The principal
complaints are the unreliability of supply, poor quality

in such aspects as thickness, color, and/or texture, and

unreasonable price increasas.

As will be disgcussed in the report on the leather
tanning industry, these problems have their roots in

part, in the inability of the livestock industry to

~ deliver quality rawhide to the leather tanning industry.

At the same time, there is evidence that the industry
lacks cost competitiveness. There doas not seem to be
much prospect of an immediate solution to this problem

urless import policies for leather are liberalized.
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Othervise, tha footwear industry can only wait for a -
rationalization of the leather tanning industry. Ag has
been pointed nut (Bautisté, 1), the existing protection
structure imposas these penalties on the lzather footwear
indﬁstry.

Overall, about 45% of the sample indicate that raw
materials supply is 2 majbr problém. The priﬁcipal con-
cern is the unreliability of supply. This is followed
by complaints of unreasonable price increases.

Storage of raw materials does not appear to pose a
problem for footwear firms. This is not unexpected since
the types of raw material inputs (e.g;, leather, nails,
adhesives, etc.) do not require special storage require-
ments, or consume significant amounts of storage'space._
Production Practices

The predominant practice.is job-order pfoducticm3
with-pfactically half (49.7%) of respondents working
exelusively on this basis. Ancther 16,27 howsver oper-
ate exclusively on a standard product basis., The rest
(347%) combine béth échemes. In an industry such as
fpotwear, job-order production is to be expected due to
the variability of designs, and rapid changes in fashion
for many types of footwear. This is likely ecoupled by a
problem of financing which limits the capability of
footwear manufactﬁrers to carry uncommitted inventory

that is implied in a system of standard production.
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Thirdly, it does not seem likely that set-up costs are
gignificant, However, the potential geins from continous
production are also lost.

Practically all (99%) of respondents are on 4 one-
shift operation. On the average, this appears to be at
least one full B~hour shift. Table IIT.15 shows the
distribution of firms according to lzngth of workshift.
Table ITI.16 shows the distriburion according to

working days,

TABLE ITI.15 DISTRIBUTION OF RESPONDENTS BY

LENGTE OF WORKSHIFT, FOOTWEAR INDUSTRY

Length of Workshi ft

{(Hours) Frequency % Cumulative 7%
Velow 8 hours 11 65t 6.5%
8 65 38.5 45,0
9 10 5.9 50,9
10 | 50 29.6 80.5
1 - 4 2.4 82.5
12 ‘ 25 - 14.8 97.7

Over 12 houts 100.1%

|b
(W]
-

o

Total 169 100.1%
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TABLE II1.17 AVERAGE CAPACITY UTILIZATION OF RESPONDENTS
BY SIZE OF LABOE FORCT, FOOTWEAR INDUSTRY

Number of Average Capacity Utilization

Size of Labor Force Fims (Weighted Average in %)

1- 4 32 59.0%

5- 10 | 76 68.5

11 - 19 33 | 68.3

20 - 9 23 69.5

50 - 99 ' s 67.3
100 - 500 3 66.7

Total 172 - 67.6%
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On the matfer of specialization, about 45%, report
that they undertake somec specialization in operations.
The more popular reason for not specializing is that the
firm is too small to warrant specialization. Another
factor cited was that labor is hired om a piece-rate
basis, i.e., of the completé product.

Quality Control

Among the quality features which are of concern in
the footwear iﬁdustry are uniformity of size and style,
and for leather footwear in particular, the color, size,
and texture of the leather.

About 47% of respondents say they are not aware of
specific quality standards for their products; and in
fact only 47 of 211 firms maintain 2 separate quality
control staff., In 927 of cases, it is simply the owner
who ovarsees the quality of the worker. Séme 6% report
that produﬁtion work:rs themselves check on the quality.

The system of quality checks are spotty in many
instances. At least 257 veport that quality checks are
made only after all oparations have heem completed.
Quality control itself simply comsist of visual inspec-
tion. There are virtually no quality control instruments
among footwear firms.

This low degree of quality control is indicativa of
a low level of technological capability in the footwear
sector. However, we camnot discount fhe possibility that

the firm deliverately avoiils the additional costs of
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higher qualitj standards. Apparently, poorly manufactured
footwear do not necessarily resuvit in o total loss, About
54% of respondents report that they rework "rejects™. At
least 477 of respondents are able to sell poorly worked
footwear, albeit at "barcain” priczs, Nevertheless, a
significant portion, 24%, report that they dispose of
rejects as gifts, or are put aside for own consumption.
Unfortunately, the extent of "reliects” are not quantified.

Nonetheless, it is clear that a footwear firms are
not used to the industrial discipline cf rigorous quality
control and in genweral, do not as yet possess the techno-
logy for quality control béyond visual insepction.
Sources of Information on Technology

Data on primary sources of information on various
production aspects supggest that‘footwear firms are still
oriented along established, traditional practices. This
is evidenced by tha dependence of firms on the owner's
experience/ideas (Table I1I.1%). Other external scurces
are significant onlyin product design, Qhere some "amount
of influence is exerted by customars and journals/other
publications.

Noteworthy is the fact that footwear firms have not
been tapping the services of industry associations, or
of governmént agencies. .In general, there is virtually
no institutional help being availed of by responaent
firms in the area of sourcing of technology. We should

note hewever, that in the case of industry affiliations,
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TABLE I11.18 SOURCES OF INFORMATION ON TECHNOLOGY,

FOOTWEAR INDUSTRY

Area of Tachuology Application

Fr&quencyl/ o % to Total Respondents
Choice Choice
Produc- Product of Ma-  Produc~ Froduct of Ma-
tion Dssign  Quality chinery _tion Design Quality chinery
1. Owner's
ideas/ _
expericnce 160 141 160 161 89.4% 78.8 89.4 89.9
2. Journals/®
Publica-
tions 20 76 5 3 11.2 42.5 2.8 1.7
3. Customers 8 32 12 0 4,5 i7.9 6.7 0
4, Industry
Associa-
tion 0 6 2 0 0 3.4 1.1 0
5. Observa-
tions of
display,
shows .
exhibits 11 36 7 2 6.1 20,1 3.9 1.1
6. Foreman's/
other work—
er's idzas 8 1 8 3 4,5 0.6 4,5 1.7
7. Design
Center
Phils. 0 i 0 0 0 0.6 0 0
1/

= A firm may report more tham one source,
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over 847% of the sample do not telong te any industry

association, whethar leocal or mational, Only 1,7% (n =

are members of a national industry association, while

10.67% belong to some local industry assocaition, e.g.,

Marikina Shoe Manufacturer's Association,

Summary

The principal bottlenecks in the production aspects

of the footwear industry appear to be:

ll

unreliability of raw materials supply and in
the case cf leather, thevpoor quality of
lzather;

low depree of mechanization; both in terms of
nunber of equipment and quality (as indicated
by tﬁe age of aquipment); coupled by inadequate

maintenance of equipment;

3. limited capacity; and

4. 1inadequate system of quality control

On the cther hand, the industry offérs certain

advantages:

l, A pool of craftsmen which is able to supply at
least the domestic market with limited capital
requirements:

2, Signmificant capacity to absorb household labor;
and

3. In general, the industry is geared to utiliza-

tion of the country's natural endowments in
terms of labor and raw materials; e.g. wood,

fibers, etc.
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D. Marketing Practices

1.0 Channels of Distribution

Footwear manufacturers sgll their products at
various points of the distribution stream. There are
those who directly sell retail, others sell to establish-
ments who undertake the retailing, e.g., retail shoe
stores, including "palengke" outlets, department stores,
boutiques, etc. The most freqﬁently usad were whole-
salers. A few firms report direct export and‘sales to
exporting firms, and sales to agente and other middlemen
buyers.

About 60% of respondent firms report transacting
with only one type of outlet (see Table III.19 and
categories listed), In general, footwear firms are
dependent on only one type of outlet. About 73% of
respondent report at loast 90% of sales going to one
type of outlet, and 98% of firms report at least 50%
of sales going to just oﬁe type.

Own retail sales constitute a smaller sales base
for footwear manufacturers, even as it is a fairly pre-
valent diSEribution channel, i.e., 42% of respondents
retail (Table III.1S ). This.amall base is evidenced by
the fact that of those who sell retail, 34% claim retail
transactions account for at most 10% of total sales where-
as for other types of outlets, a much smaller percentage
(3%) fall in the lowest sles bracket. - (Table IIL.20)
“Furthermore, only 8.4% of respondent firms sell exclu-

sively on a retail basis .t
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TYPES OF MARKET OUTLETS, FOOTWEAR INDUSTRY

Number of Firms‘

Using
this
Type  Rank- With
5/ Ex=- ing this
Frequency~ % to cilu~ this Type as 7 to
Type Using this Total sive- Type ~ Hain ,, Respondents
of Qutlet— Type Respondents ly First OQutlet—~ Using this Type
A B -G A B - C
1. Own
Retail 75 41,9% 15 31 31 20.0% 41,37 41,37
2, Other
Retg}l—
ers— 64 35.8 38 55 54 59,4 85,9 B4.4
3. Whole=
saler ¢1 50.8 48 77 79 52.7 = B4.6 86,8

é/Other types of outlets reported (but not tabulated, n less than 5) wera
exporting firms, importers, goverument agauncies, agents, middlemen.

2/

~'A firm may be using more than one type of outlet.

3/ . : . . ‘
= Other retailers rzfer to buyers who resell on a retail basis. These
include department stores, retail shos stores, supermarkets, boutiques.

S et s .
&-By definition, main outlet is that type with the largest sales for zach

respondent,

TABLE 1II.20

DISTRIBUTIGKH OF FIRMS BY PERCENTAGE OF SALES-,

BY TYPE OF MARKET OUTLET USED, FOOTWEAR INDUSTRY

- Percentage of Sales

o
o

Type of Qutlet

Trequoncy

1-10% 1140 41-70 71-99 1007 Teotal 1-107 1i-40 41-7Q 71-99 100 Total

1. Qwn Retail 25

2, Other Re-

tailers 2
3. Whola~
salers .3

15

on

12

W

A

6

15

73

34,2

26,5 16,4 8.2 20,5 .100.0%
9.5 14,3 12,7 60.3 100.0%

7.8 .6 30.0 53,3 100.0%
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The survey suppests fhat the predominant outlets ara
wholasalers, Almcst 277 of total respondents sell exclu-
sively to wholwsalers., Of the footwear firms whe {ransact
with wholesalers, almost 84% of such firms repbrt that
wholesala.transactions'account_for at least 70% of sales
(versus 29% of firms with own retail reporting this
sales range).

- Théugh not captured by the survey data, it is gener-
ally acknowledged that "wholesalers’ are large traders
controlling not only the buying but also retailing end
of the'footwaar industry. It is claar from the survey
ragults that the footwear manufacturers are heavily
Adependant on this sector.

Respéndent firmg indicated their prefercnces across
the various types of cutlets, including firms who uti-~
lized only omne type of outlet. Singledﬁtlet firms (59%
of respondents) cite "limited capital” as the leading
rzascn for use of only one outlet. This was followed by
"bigger mark~up" and “bigger volume". Crosstabulations
over the entire sample however reveal that in 95% of
cases, the praferred outlet was actuallyAthe outlet with
the bipgest share of sales. |

It is interesting to nota howevér, that while "own
retail” was ranke«d first in preference by only 17.37% of
raspondents, among the outlets indicated as second pfev

3/

ference, it obtained the highsst relative— prefernece

3/

='In the respective subproup of the outlet which did not indicate
the outlet as first preference.
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of 27.77%, as compared to 5,.5% for "other retailers’ and
10% for "wholgsalers”., This may simply suggest en in-
hirent cesirz of footwear manufacturers to manage retail
distribution themselves.

Seasonality

There are seasonal swings in sales of footwear manu-
facturers (Table TIII, 21)., The peak period appears to
start in June, reach its peak in August and extend to
SePtembér. The seasonal prak is attributed by almost
all respondents to ths Chriétmas seagon and similar
holidays/occasions. It is noteworthy that the October-
December is reported as a seasonal low by respondents.
This ie of course not surprising, considering our res-
pondents are footwear manufacturers. As is sugpested
by the praceding section, the bulk of their sales will
be for inventory of the subszquent layers in the distri-
bution sﬁream. Thus it would seem that the manufacturers’
peak period precede the retail peak by 2~-3 months., Com-
parison of reported peak and low months sugpests that the
January-February period is not considered either a peak
or low period.

One significant factor msntioned as contributing to
the seasonal low is the rainy season, particularly for
leather footwear. Many respondents noted that retail
sales fall off during this pericd.

Footwear manufacturers report that there aré geney -

2lly no significant price adjustments in response to
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TABLE III.21 SEASONALITY OF SALES OF FOOTWEAR MANUFACTURERS

Report.d as Seascnal Peak E3ported as Seasconal Low
Montch Frequency % to Total Frequency ~ % to Total
Respondents Respondents
January _ 23 12,67 3 4,5%
February 19 1w 11 6.1
March - 9 5.0 35 19,6
April 7 | 3.9 | 40 22,3
May 15 8.4 ~ 33 18,4
June 36 20.1 39 21,6
July 68 38,0 9 5.0
August 83 46,4 3 1.7
September 45 25,1 20 11,2
 October 12 6.7 . , 77 . 43.0
Novenber 3 1.7 145 81,0 4
December 4 2.2 ‘149 83.2
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seasonal swings. This would mean that the industry is
generallj able to adjust and smooth out supply-demand
imbalances due to seasoual factors. The likely reasons
for these are the fairly long shelf life of the product,
the short production cycle, and also a high degree of
predictability about the timing of th2 seasonal swings.
Credit Sales

It is a predominant practice among footwear manufac-
turers to gell on credit terms. About 847% of respondents
report selling on credit. As is zxpectad, practically
all buyers classified as "other retailers”, e.g., depart-
meént stores, and €57 of wholesalers buy on cradit. Only
16% of those who sell directly on a retail basis sell on
credit to such types of buyers.

The maximum credit period cited is 91-180 days, i.e,
3-6 months, and this occurred in both "wholesale" and
"other retailer" buyers. However, in 5.6% of cases, the-

credit period had no definite limit and again, these are

. for the above type of buyers.

The distribution of credit periods is difficult to
gauge in terms of volume of credit sales., However, in-~

formation can b2 summarized in terms of credit period

for each type of buyer. Qverall, about 13% of buyer

types are extended i~15 days, and about 277 get up to
30~day credit terms. Up to 57% get credit of up to 60

days, and up to 84% get credit of up to 90 days.



I11~37

Again, these practices are indicative of the disad-
vantage of manufacturers ?is—awvis their buyefs. Buyers
are able to extract fairly long credit terms from these
generally small manufacturers.

As expected, own retail sales have the shortest
credit period, with the maximum reported at 61-75 davs.
In addition, it may be pointed out that the volume of
credit sales is likely of a lesser magnitude for own
retail sales. The data indicate that "other retailers",
e.g., department stores, afe glower in payments‘than |
"wholesalers”. The two types of buyers account for all
credit sales with the lonQEBt credit period, i.e., over
75 days.

One positive aspect is the fact that some footwear
manufacturers are able to request a down payment from
customers. This is reported by 31.8% of thé sample.
However it appears these are mostly on retail éales.
About 85% of those who pet a down. payment report a per-
centage down payment of 26_502_ |

A manufacturer who extends credit may receive a
post dated check. The footwear firm is frequently able
to use such checks by discoumting it with moneylenders
or suppliérs. Thus, the firm is ablé to generate zome
form of financing of the spontaneous type, but as will
be'discussed in the following sections, thesa credits

charge very high rates.
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4.0 Pricing Practices
Some 54% of respondents report that prices are nego-
tiated with buyers and/or based on generally variable
mark-ups (Table III. 22 ). Almost half (45.6%) of the
group also concede that variations are in part dependent
on the tpye of buyers., |
On the other hand, about 367 of the sample indicate
that they basically apply a fixed mark-up over product
costs. |
Another 2.87% report that prices are set by the buyer.
A principalvissue is whether there exist undue advan-
tage by buyers in terms of pricing. The dependence of
footwear manufacturers on middlemen suggests this is a
strong possibility. The type of daté available however
are unable to confirm or negate this preposition, What
is widely accepted though is the wide spread between
retail prices and ex-plant priceé;,
5,0 Modes of Transport
Table III.é3 indicates the various modes of trans-
port far delivery of final goods to the buyer. ‘About
18% of respoﬁdents indicate that goods are piéked up by
the customer; this will include many retail sales. A
- fairly high percentage (43.6%) réport»owning their own
transport vehicie.
The low volume of some orders are reflects in the
report that about 7.8% of respondents have resorted to

using public transport. 1In the town of Marikina, where
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TASLE III.22  PRICING PRACTICES, FOOTWEAR INDUSIRY

Pricing Practice ‘ Frequeancy A

1, Veariable mark-up over production .
costs/negotiated prices 97 54,27

2. WYade equal to prevailing market
prics 9 5.0

3. Price set by Buyer 5 2.8

4, Fixed mark-up over production

costs 65 36,3
5. Others 3 1.7
Total 179 100.0%

TABLE I1I.23 MODES OF TRANSPORT/DELIVERY TO MARKET OUTLET,
FOOTWEAR INDUSTRY

7% to To%al

Mode of Transport Frequency Respondents
1. Own truck/vehicle 78 43.6%
2. Hira truck/vehicle ' 76 42.5
3. Picked up by customer- | 32 : 17.9
4. Use public transport - 14 . 7.8

5. Pay for pick-up service , 10 2.6



III-40

density of footwear manufacturers is highest, pick-up

services can sometimes be arranged. In this scheme, a

6.0 Export Market
6.1 Volume and Composition of Exports

In 1960, the Philippines was still importing
more footwear than she was exporting. The value
of imports for tha: year was $76,000 compared to
footwear exports of $15,000. Exports first ex-
ceeded imports in 1967, and in 1970 hit the million
dollar mark (Tablé IT1T. 24).

The country is dependent primérily on local
production of footwear; in 1980, totél imports of
footwear was a mere lGB,ODOIpairs with a value of
$186,000., However, imports of aquipment and raw
materials reached at least $8.3 mi;lion.ﬁ/

In contrast, exports in 1980 tqtalled some 25
million pairs valued at $67 million.v The absolute
volume of Philippine footwear exports is still a
ﬁety modest level, constituting a mere 1.27 of
total Philippine @XpOrts. Howeyer, growth has been
very encouraging in recent periods, albeit from a
very émall base. Over the period 1976-1980, foot-
wear exports grew at an average apnual growth rate

of 78% in volume, and 100% in value.

4 A .. . L. - .

“/Thls 18 a minimum estimate since it is not possible to quantify
the share of footwear in other .imported inputs such as leather,
adhesives, etc, .



TABLE IIT.24 EXPORTS AND IMPORTS OF THE PHILIPPINE FOOTWEAR INDUSTRY

EXPORTS

IMPORTS

1978

8,533 5,553 25,326 7,946 32,356

Quantity Quantity
(1,000 pairs) FOB Value ($1,000) (1,000 pairs) FOB Value ($1,000)
Total Total
Other . Other Export Other | Other. Com~ 2/ Import Trade
Year Shoes Footwear— Shoes Footwear Value Shoes Footwear Shoes Footwear ponents— Value Balanuce
1560 2 17 $ 5 % 10 3 15 8 22- $28 $ 48 $ 527 $ 603 $ (588)
1961 - 5 1 7 B 1 74 1 245 i81 - 427 (419)
1962 0 . 333 0 69 69 o 50 0 170 251 421 {352)
1963 5 37 5 32 38 20 -24 48 39 340 427 (389}
1964 20 615 25 51 80 42 23 102 43 254 398 (318)
1965 2 39 5 47 52 22 20 36 38 301 375 (323)
. 1966 18 30 16 35 51 19 17 33 48 374 455 {404)
. 1967 82 157 ) 146 217 20 11 47 28 240 315 ( 98)
1968 212 234 204 171 375 21 107 30 38 323 391 ( 16)
1969 500 314 385 202 587 19 59 27 53 155 235 1352
1870 1,227 - 136 1,019 ' 658 1,085 4 14 32 39 307 378 707
1871 831 209 747 11¢ 863 3 9 8 33 151 182 671
1972 992 126 -1,083 169 1,253 1 6 8 - 26 2,622 2,656  (1,403)
1973 1,232 583 1,814 316 2,130 1 4 4 30 368 402 1,728
1974 1,769 1,148 3,008 715 3,723 2 3 14 20 44 78 3,645
1975 1,418 523 2,483 522 3,005 1 1 4 12 3 19 2,986
1976 2,720 251 4,812 342 5,154 2 3 12 34 790 836 4,318
1977 4,518 T 791 . 9,469 781 10,250 6 3 48 34 6,064 6,146 4,104
3 28 18 49 3,046 3,113 29,243

T~111



1979 9,714 10,575 35,121 15,476 50,500 44 65 32 107 4,548 4,687 45,813
’ )

1960 10,396 14,675  $39,720 $27,356 $67,077 14 94 $ 3 $155 $8,338  $8.524 $58,553

et A———

-1/

~ Other footwea; include rubber shoes, slippers and house footwear, gaiters, spats, leggings, and putteas.

Y] . : X : . .

~ Components include footwear machine, rubber sheeting and soling, heels, soles, shoe lasts, shoe laces,
straps, cork fillers, etc., or materials exclusively traceable to footwear manufacturing., Hence,
includzs imports of such materials as leather, canvass, adhesives, nails, etc,

Sources: Jourual of Philippine Statistics, January-March 1978.

TrI11
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The greater bulk of total footwear'eiports con-
tinue to be rubber, plastics and rubber/textile foot-
wear. This group accounted for at least 72.4% of the
more than 20 million pairs exportad in 1979, and 567
of the value of exports (Table III.25). Leather foot~
wear oﬁ the other hand, accounted for 4.6% of pairs
exported, and 14.8%Z of é;port value. There is however
another groﬁp which may also be ciassified as primarily
of leather, i;e., footwear with uppers Of, leather and
outer soles of rubber or plastic; This sector accoun-
ted for another 10.1% of volume and 19.6% of value of
exports,

Wo'odeﬁ footwear, and footwear with outer soles
such as straw, rushes and palm leaf acgounted for
8.3% of volume and 6.5% of value of exports.

TABLE III., 25 COMPOSITION OF FOOTWEAR

EXPORTS, 1979
% Distribution

Product Growp . Quantity . Value - Quantity Value
(in 1,00 pairs)($1,000 FOBR)

Footwear with uppers
of textile/rubber
and outer solesg of ' : ,
rubber/plastic 15,006 $28,271 72.4% 56.0%

Footwear wholly or

mainly of leathex/

composition leather 948 7,469 4,6 14.8

Footwear with uppers
of leather and outer : oo
soles of rubber/plastic 2,101 9,915 10.1 19.6

Footwear with outer

solzs of wood or cork, ,

palm, ete, 1,711 3,287 8.3 6.5
Other footwear _ 970 1,558 4.7 3.1

Total 20,736 $50,500 . 100.1%  100.0%
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6.2 Rubbér Fbotwear-Sector

It is important to consider subsectors in the
industry, particularly when spéaking of exports,

Ag has bean pointed out, the rubber footwaar sector
has been the pfincipal export product., However,
rubber footwear firms are relatively few (2.8% of
sample respondents and only one out of 12 respon— 
&ents who have exported). Furthermore, it is
believed (neither our primary or published data can
verify this) that the sector is dominated by one
large firm, and its subsidiaries/affiliates. As
previously pointed out, the firm has a labor force
of more than 7,000. The dominance of the firm is
not only felt in the export market, but in the
domestic mérket for rubber footwear as well.

It would seem useful to classify rubber foot~
wear as a separate area for investigation. As a
previous study has shown (Bautista, 1), this sector
is heavily protected. Using 1374 data’, . the étudy
notes that the effective protection rate to the
sector is 454%, as compared to leather footwear of
18%, and an overall average ofAthe sectors under.
study of 36%. The domestic resource cost tended
to be high at 20.36, aé compared to a weighted
average of 8.88 for all sectors and 6.47 for the
1eather-footwear industry. This suggests some

cost inefficiency, and potential difficulties in
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competing in the world Market.

However, it is quite clear that the rubber
footwear sector does compete in the world market,
and in fact is performing better than the other
sectors in the footwear industry. It is possibie
that the rubber footwear sector has grown more
efficient since the last period of study. It is
also possible that other policies, particularly
BOI incentives, have been effectively utilized by
the sector., The abpve factors may in fact be
exerting-Simulataneous influences, particularly
since the sector seems so dominated by juat one
fim., At an§arate; the sector should perhaps merit
special attention which unfortunately, dur data is
unable to support. |
Problems in NonanbSer Footwear Sector

In the case of leather footwear, mcuh of the
data gathered by the survey are rélevant. As has
been pointed out, thig sector is a low protection,
low domestic resource cost sector. It should there-
fore offer much potential for exports. Excluding
rubber footwear, some 6,3% of respondents have ex-
ported within the five-year period 1976-1980.

One-foufth of these firms (3 out of 12) are
small firms, exported only onée in the past 5 years
in véry limited volume, and only indirectly through‘

exporting firms. The consistent exporters are all
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large firms. In the footwear industry, export
vplumes per order tend to be large, this is not
necessarily a stumbling block for small firms, if
one understands “small" primarily in terms of size
of the labor force. The key elements for the
"small" firms are the degree of mechanization and
the productivity of labor. A small firm can, on
its cwn, penetrate the.export market if output per
head is high, As our survey suggests however, this
does not appear to be the case for the footweszr
industry, Thus, it is not surprising that export-
ing firms tend to be large firms, Volume is
achieved by sheer number of the labor force and/or
some fair degree of mechanization.

It is noteworthy that among the frequently
cited suggestions. for penetrating the export market
is through "joint marketing efforts’, i.e., pooling
resources of several footwear manufacturers. This
in fact is a major premise of the Marikina Shoe
Marketing Coxporation estsblished in 1968. A re-
lated concept is "cooperative production”,

Though such suggestions may prove eflective
in generating the necessary volume, it must be
complemented by efforts to resolve another major
factor in the export sector: that of quality.

It is acknowledged, and rhis is shown in survey

results, that a major problem of lecal firm is
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meeting quaiity requirements of the expﬁrt market.
In the case of leather footwear, quality of the
principal import, leather is cften considered of
poor quality, Though the local leather tamning
industry may be able to produce quality leather,

it has.been noted that the high cost of such leather
renders the footwear exporter uncompetitive in the
foreign market. Seven of the nine large exporters
in our sample export leather footwear,.ammng others,
Of the seven, five or 71% cited quality as their
biggest problem. |

The problém of gquality of raw materials of
course affect all size groups in the leather foot-
wear sector, However, in the case of small firms
pursuing a cooperative production effort, an addi-
tional dimension is added to the problem of quality
that of consistent quality in workmanéhip,‘ This is
a wajor stumbling block of such efforts., Cooperat-
ing firms who are able to produce quality products
have become wary of this meehanism since they take
~the risk of a shipment rejected because of failure
.of other firms in the ventura to conform to quaiity
standards. Meeting the volume requirements for
exports is obviously nct a simple matter of aggre-
gating the output of a nurber of small firms.
Another oft-mentioned problem in export market:

ing is the presence of middlemén. Most of the



8.4

S IT1T-48

consistent exports in the sample tramsacted through
"exporting firms'". No doubt these agents serve as
useful purpose in relieving footwear manufacturers
of the burden and costs of export marketing where
costs are probably high, e.g., in market information,
promotion, transactions cost, shipment, etc. An
issue to resolve is whether these agents exercise
monopsonistictendencies and whether the footwear
manufacturing sector can-develop suffieient capabi-
lities to compete against such influences,
Principal Markets for Footwear Exports

Philippine footwéar exports have the U.S8. as
the principal market. Over thez 5-year pericd 1976~
1980, the U.S. market accounted for 62.7% of total
exports., The second largest market'ié Austfalia,
which accounted for 8.5% of exporfs over the same
period (Table III. 26). |

Exports to these two countries have been grow-
ing at a steady rate. Other countries that have
been tapped include Canada and the Furopean coun-
tries. In the Asian region, only Japan and
Hongkong have hac significant shares.

Outside of tha U.8. and Australia, the coun-
tries which have riecently expanded their share of
Philippine footwear exports are West Germany, UK

and North Ireland, and Canada.
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TABLE III.26 TOP TEN COUNTRIES OF DESTINATION FOR PHILIPPINE
FOOTWEAR EXPORTS, 1976-1980

1980 1879 © 1978 1977 1676

Country Rank Share Rank Share Rank Share Rank Share Rauk Share
Unitad

States 1 56.57% i 06,%% 1 78.5% 1 48.97% 1 34.0%
West Germany 2 8.0 5 5.1 & 0.6 5 3.4
United

Kingdom and

North

Ireland 3 7.2 3 6.2 4 2.0 6 2.8 6 6.0
Canada 4 6,9 4 3.5 3 4,9 9 2.0 8 2,9
Australia 5 €.5 2 7.0 2 8.1 2 22,9 2 22,5
Hong Kong 6 i A 1.8 5 2.0 3 6.6 5 7.4
Japan 7 3.8 f 1.4 7 0.6 10 1.3 7 3.2
Netherlands 8 2,9 ] 1.2
Ireland

(EIRE) 9 1.2 10 G.6 .
Austria 10 0,4 6 0.6 7 2.1
Guam 9 1.8
Thailand . 9 0.5 4 3.6 4 7.4
Puerto Rico 10 0.4 3 8.4
Belgium 5 0.7
France 8 2.0

Total Footwear
Exports 567,077 350,500 $32,356 $10,250 £5,154

FOB ($1,000)
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primiry problems of the industry in the marketing

-Dependence of footwear manufacturers on "whole-

selere"” /middlemen in the distribution process.
Survey data is inadequate in verifying monopso-

uistic pricing tendencies, but it seems accepted

that there exists a wide spread between retail

-prices and ex-plant prices. The data does con-

fivm that non-retail buyers extract very favor-

able credit terms from footwear manufacturers.

Previous studies and intgrviews with industry
representatives confirm that similar problems
are faced in the export marketing process.
Export capability is clearly present in the
rubber footwesr sector. Cutside of this product
group howewver, the “ovrwear industry is saddled
by problems of limited capacity, low gquality
materials and wmrelisbility of supply, and as

in many nqn;tra&itiwnallaxpart products, by |
problems of liri:ied market information about

the export markst.
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General Management Practices

As previously mentioned, about 96% of footwear firms are

single proprietorships and most firms are small establishments.

One would expect that managerial responsibility is primarily
lodged in the aner,. This is verified in Table I1I1.27 and
III. 28. The owner in general runs zll aspects of the bugi-
ness. His managerial role is most frequently cited in the
management of production operations,lfollowed by administra-
tion_of persomel. His presence ig lésgst likely in the area
of finznee, followed by marketing. It appears that the dis-
tinct competence or expurience of the owner/manager is in the
area of production. This is indicated by his managerial
responsibilities, and the primary dependence of thé firm on
the owner in the various areas of technological application.
There is little planning undertaken by individual firms.
Only 10.7% conducted studiws prior to establishing their
business. Over 85% of firms do nct undertake any form of
financial or production planning (Tabies ITII.29 and 1IT.30).
While various forms of operating and fipancial reports are
prepared, there are typically not for evaluation and deéisiqn~
making. At most, 80% prepare standard financial statements
such as tha income statement and balance sheet; and of those
who do prerare, a mere 7.7% and 6.9%, respectively, utilize
the reports for evaluating performance. More than 90% say
these reports are prepared for submission to government

agencies. About 97 use these to apply for loams.
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TABLE T1IT.27 NUMBER OF PEOPLE PRIMARILY RESPONSIBLE FOR MAJOR
MANAGERTAL FUNCTIONS, FOOTWEAR INDUSTRY

Number of People with Primary Responsibility

Frequaucy A 7

2 or mee 2 or more
Functional Ar#a 1 Person Peygscus Jotal 1 Parson Persons  Total

1. Production 141 38 i79 78. 8% 21.2% 100.0%
2, Finance 115 64 179 64.2 35.8 100.0
3. Purchasing 139 40 179 77.7 22,3 100.0
. 4, Marketing 135 44 178 75.4 - 24,6 100.0
5. Administra-
tion/

Porsonnel 131 48 179 73,2 26,8 100.0

TABLE II1.28 EXTEWT OF OWTER RESPONSIRILITY IN MAJOR MANAGERIAL
FUNCTIONS, FOOTWEAR INDUSTRY

Extent of Owner  Responsibility

Frequency % to Total Respomsibility
Not - Not
Sole Directliy Sole Directly
Functional Respon- Co-Res- Regw Respen~  Co~Res- Reg-

Arsa sibility ponsible poasible Total sibiiiiy ponsible pomsible Total
Production 125 36 18 179 63,42 20.1 0.1 100.C
Finance 85 56 38 178 47,5 3.2 21,2 100.C
Purchasing 112 38 29 179 62.6 . 21,2 16.2 100.C
Marketing 106 x3 34 179 59.2_ 21.8 19.0 100.C
Administrea

tion/Per~ :
sonnel 118 42 19 179 65.9 23.5 10.6 100.C
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TABLE 111,29 EXTENT OF PREPARATION OF BUSINESS REPORTS,

FOOTWEAR INDUSTRY

Extent of Preparation

Frequaency 7%
Dou® @ Don't
Type cf Revort frepars Prepare Total Prepare Prepare Total
1, Production & Inventory 73 10% 178 40.87% 59.2 100.0%
2, Sales & Collectioms 94 £5 179 52.5 47.5  100.0
3. Purchages C 74 R 179 41.3 58.7 100.0
4, Statement of Income
and Expenss 143 36 178 79.9 20.1 100,0
5. Statement of Assets ‘ ‘
and Liabilities 131 48 179 73.2 26,8 100.0
TABLE 117,30 REASCHS FOR PREPARATION DF BUSINESS REPORTS,

FOOTWEAR INDUSTRY

Reasgons

Frequencyl/ % to Firms Preparing Report
Eva~ Sub~ Eva~ Sub-
For luation/ mission For luation/ Tmission
Type of Record- Decision to Cov't. Secure Record- Decision to Gov't., Secure
Report Keeping Making Agencies Loans  Xsuping Making Agencies Loans
1. Productim & . .
Inventory 57 18 53 4 78.1% 25,2% 6,8% 5,5%°
2. Sales and ‘ ‘ '
Collections 80 14 11 3 85.1 14,9 11.7 3.2
3. Purchases 66 12 ? 0 89.2 16.2 9.5 -
4, Statement
of Income :
& Expenses 49 11 131 13 34,3 7.7 91.6 2.1
of Assets & ,
Liabilities 54 9 118 12 41,2 6.9 50.1 5.2

E/A firm may have more than oune reasen for preparing report.
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Preparation of reports on prodﬁétien and inventory, sales
and collection, and purchases, are undertaken by 41%-53% of
respondent firms. Of those who prepare, at most 25% utilize
thesa for decision-making.

The absence of plsnning and evaluation activities reflect
a low level of managevial ¢z “iivy. It might be argued that
small firms have lesser demands in terms of such capabilities,
Secondly, it may be that the envirconment particularly of the
small industry sector is so unﬁredictable as to forestall any
reasonable attempt at planning.

These may be valid arzuments, but it .is clear that for-
malized practices are mcrc often than not, absent among
sample firms. Managzrial puidsnce reste primarily on the
OWRer.

It is therefore not clear whether footwear manufacturers
will be in a position to fespond in terms of managefial capa~
bilities as the firms grow in gize.

Sources of and Neads for Financing

1.0 Sources of Financing and Working Capital

Table IIL.3l ghows the sources of external financing
of footwear firms., Only 23% of total respondents borrowed
from formal sources of credit, almost all of which were
banks.

About 197 of respondents did not have any source of
credit, depending exclusively on owners’ capital., While
it is possiktle that some footwear firms prefer, and are

able to operate on an all-equity base, the extent of



TABLE I1I.31. SOURCES OF FINANCING, FOOTWEAR INDUSTRY

Source Frequency
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% to Total Respondents

1. Suﬁplier%/trade credit
2. Banks

3. Private moneylender

4. Relatives/Friends

3. Others-%-/

6. No borrowings

1/

111
3¢
20

12

6 3 . 8%"‘"‘

21.8
112
6.7
1.1

19.3

1/

3/

-~ Number of valid cases is 174, due to 5 respondents who gave a

"Don’t Know'' raspomse.

2/

— NACIDA, local credit union, customer

3/

— Total valid cases (borrowers and nop~borrowers) is 176.

TABLE TI1.32 SIZE DISTRIBUTION OF BORROWINGS, FOUTWEAR INDUSTRY

Supplier's Credit

- Formal Sources

Other Informal

Amount (in ¥1,000) Frequency % Frequency % Frequency %
P 1-10 74 69.8% 17 44,77 23 79.3%
11-20 12 11.3 4 10.5 2 6.9
2130 6 5.7 () 15.8 0

31-40 3 2.8 2 5.3 1 3.4
41-50 2 ' 1.9 3 7.9 1 3.4
Over P50 9 8.5 6 15.8 | 2 6.9
Total 106 100.0% 38 160. 0% 29 99,9%

Average Borrowings: P19,200 45,500 P21,200

17

~ Due to rouwnding-off erser.
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non~borrowers suggest a sigﬁificant inability, to acquire
debt financing,

Footwear firms are primarily dependent on suppliers'
credit, as may be expectaed. About 64% of all respondents
use this spontaneous source of credit, or about 78% of
the borrowers group. It is noteworthy that 52% of the
borrbwers group depend solely on supplier’s credit to
supplement éwnar's capital,

It is clear from the size distribution and mean

/

1evels§- of bcrrowings, that éupplier's credit, while
the mest popular source of credit, allow for relatively
smaller loan values. The average level of bank borrow-
ings are approximately twice that of supplier's credit,
though 45% <f bLank borrowings ar: still below fl0,000.

Bank izaus tend to have lsnger maturities as well,
In fact, the survey resulté-show that bank loans are
largely medium- and long-term credits. About 67.6% of
bank borrowings have maturities between 2-10 years, with
at least 35% with maturities-of 5 years or more.

In contrast, 80% of financing sources, mot counting
supplier's credit, were short-term loans (maturity of
less than one year), Supplier's credit in particular,
ie 100% short~te.m. (Table II1I.33). About half (52% of

respondents using supplier's credit report credit periods

of up to 30 days, and 88% report credit of up to 90 days.

5/

='Mean levels tended to be brougit up by several very high amounts,
relative to the size distribution,
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TABLE IT1I.33 MATURITY OF SUPPLIER'S CREDIT

Credit Period/Maturity Frequency | 4 Cumulative
{in Days) %
1 - 30 48 52,2% 52.2%
31 - 60 17 18.5 | 70.7
61 - 90 16 17.4 88.1
91 - 180 4 4.3 92.4
180G - 365 : :7 7.6 100,0%
Ovar one year 20 0.0 .
Total 92 100.0%

As a source of working capital, are such terns
reagonable? Since credit in this particular case is
directly linked to the acquisition of raw materials,
the value of crodit received cannot exceed the value
of inventory acquived, i.e., there camnot be “excess"
fipancing, i.e., for labor and overhead, but then again
it is 100% financing of the vaw materials thus obtained.

_However, we must consider the possibility that if the
stocks can be produced and4501d well within the credit
period, then in fact supplier's cradit can be made to
finance receivables and even perhaps amother production
cycle. The turnower »f inventory should be quite fast
given the typical production cycleéfbut insofar as re~

ceivables are concerned, 27% of those who extend credit

6 . . . i
—jInterVLEWS with industry members suggest that the production
cycle is fairly short, generally &« saximum of one week,
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terms on sales report up to 30~day terms, and 84.47
'report selling up to ©(~day terrs. Thus, it seems -
likely that supplier's credit allow for some financing
of receivables, in addition to inventory, but perhaps
not as much as manufacturers would want to. Note that
it seems reasonable to expect tha: iaventories are more
within the controllof th: firm that receivables, and
therevcre inventories will tend to be sacrificed with
limited working capital, The limited evidence avail-
able suggest that this may in fact be the case, Only
43% cof all respondents generally stock up cin inventories,
and of these, more than half (55%) stoék up only if
there are job orders. On the orher hand, about 84% of
all respondents reply that they :»ell on cradit‘terms;
More to the point, 63% of respondents report 1éck of
financing as the primary p;ublemz/ in maintaining ade-~
quate levels of inventories. Finally, it may be pointed
out that‘inventoriee topped the list (34%) when respon~
dents were asked to rank the possible uses of any
additional financing that may be wade available. Thus,
the evidance svggescs that financing for working capital
are among the i nilicant problems of footwear manufac-

turers in bo:t. receivables and invenitsry financing.

-

77 5 . iys .
~ Another 26,57 report unpredictability of orders, while 7.3%
complain about non-availability ~f raw materials.
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Financing of Equipment

As pointed out in a precadions sectiom, a signifiéant
portion (28,5%) of respondents feel their machinerieé are
inadequate. To scme extent, this again may be traced to
inadequate financing, Of those whe srpressed insufficiency
" of equipment, 72.5% believe tﬁey would be'unable_to finance
additional acquiéitions‘ In response to a question oun how
they would use any additional fipancing, equipment pur-
chases was the second most frequently cited priority
(next to inventory), with 23,5% of respondents citing
this use,

-As previously discussed, about 547 of rtotal respon-
dents acquired additional équipment in the last 5 years,
Of these, only 12.6% reported having,usgd bank financing.
Another 9.57 borrowed from relatives and friends. Fully
67.4% had to depend soleliy vhzair own saving: and/or earns=
ings generated by the businesg. About 7.4% used some
combination of internal and external sources,

Leasge finanding is apparently minimally used in the
industry with only 37 reporting having lzased equipment.
Cther Probiems in.ﬂinancing

Respondeuis ware asked to identify their nroblems
in obtainiv credit, in the order of priority. The
problem ¢i cullateral requirements and the high iﬁterest
‘rates emerged as the dﬁminant problems, with 28.2% and

23.6% of respondents citing theeefactors, respectively,
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(Table IT1.34)2/,

Table II71.35 showrs the extent of.collateral require~
ments for each source of financing. As may be expected,
banks in general have the most stringent collateral re-
quirements. About 95% of bank loans reported were col-
lateralized, 1In 817% of such cases, real estate was the
collateral. 1In another 14% of these cases, chattel
mortgare was resorted to.

In contrast, supplier's credit is generally uncolf
lateralized. At most, suppliers require postdated checks.
Among others, the uncollateralized nature ¢f supplier's
credit explain the pervasive use of this scurce of finan-
cing., In general, informal.sour;es of cradit do not
require collareral, The most liberal, as may be expected,
are loans from relatives zud/or friemds, wherzin none of
the creditors required collstfwural,

Tablé IIT, 36 shows the amnual interest rate of bor~

‘rowings of respondents, for cach type of financing source.
It shows that a sipnificant proportion (43.4%) of all
credit transacticns carried interest rates in excess of
247 p.a., and tha* about 377 of loans carry rates in
excess of 36%, Thags mr@Aunéeubtedly very high rates
affecting a larp sector of the industry. Only 22% of
credits carry inzsrest rates of 127% and below, and these
are largely vank loans, and practically all of the loans

reported as cowing from telative/friends.

8 o n e . .
*/41.44 and 3%.17% respectively, cited these two aspects as prob-

lems either ranked first, second, or third.
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TABLE I1I.34 PROBLEMS Ix BORROWING, FOOTWEAR INDUSTRY

Frequency % to Total RespondEnts%/
1/ Ranked Ranked Ranked  Ranked Ranked Ranked
Problem~ ' First Second Third First  Second Third
1. Inadequate/lack ' . _
collateral 43 14 9 28.2% 8,07 5.2%
2, High interest rztes 41 21 6 23,5 12.1 3.4
3. Financial condition/
performance of '
business ‘ i2 9 2 6.9 5.2 1.1
4. Documents required :
for loan 5 10 5 2.4 . 5.7 2.9
5, HMaturity 2 & 4 I.1 2.3 2,3

6. Delay in processing 3 1 1 1.7 0.6 0.6

llOther problems mentioned include perceived problem in repaying

debt, need for guarantors and/or personal trust in tne cases of
moneylenders.

g/Numbers of valid cases for this table is 174,



TABLE 13IT.35

Source
Supplieris/trade credit
Ranks
Frivate Moneylenders
Relatives/Friends

Othaotrs

FOOTWEAR INDUSTRY

Frequency -
With Withgut

Collateral Follaberal._ Total
62/ 85 91
36§! 2 38

3 17 20

0 12 1z

3 ’ G 3

USE OF CALLATERAL BY SOURCE OF FINANCING

!

With Without -
€ollateral Collateral Total
6.6 93.4 100%
94.7 5.3 , 160%
15.0 85.0 - 100%
0 100 - 100%
100 0 100%

}/Z applies to row total, i.e., total raspondents using each source.

EICollateral used were in ° casts post-dated checks, aad in one case, the pdrchase order.

o ‘
ifln 80.6% of cases, real esiate was used; in another 13.9% chattel mortgage was used,
Cthers mentioned include one case of bank deposit.

€111
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TABLE ITI, 36

INTEREST RATES ON BORROWINGS, BY SOURCE OF FINANCING
FOOTWEAR INDUSTRY

Fregquency

. Source 0% 1-6 7-12 1318 16-24 25-30 31-36 37 & over Total
1. Supplier's/tradel/
credit 1 1 2 5 4 29 42
2. Banks ' 10 13 10 1 6 40
3. Private :
moneylender 2 11 7 _ 2 7 20
4, Relatives/
friends 10 1 ‘ 11
12 1 12 16 23 1 6 42 113
Source ' 0% 16 7-12 13-18 19-25 25-30 31-36 37 & over  Total
1. Supplier's/trade
credit 9 2.4 4.8 11.9 0 9.5 69.0 100.0Z
2. Banks 0 . 0 25.0 32,5 25.0 2.5 0 15.0 100.0%

3. Private ‘
moneylender 10.0% 0 5.9 5.0 35.0 0 10.0 35.0 100.0%

4. Relatives/
- friendsg 90.9 0 0 9.1 ) 0 0 100.0%

10.6 0.9 10.6 14.2 20.4 0.9 5.3 37.2 100.1%

)

Cumulativel?

Source __0z 1-6 7-12 13~18 19~24 25-30 31-36 37 & over Total
1. Supplier's/trade _ h

credit 0 2.4 4.8 9.6 21.5 21.5 31.0 100,0%
2. Banks 0 0 25.02 57,5 82.5 85,0 85.0 .100.0%

3. Private i :
moneylender 10.0 10.0 13.0 20.0 35,0 55,0 65,0 100,07

4. Relatives/ .
friends 0 .20.9  83.9 50.9 90.9 100.7%

13.6  11.5 22.1 36.3 56.7 57.6 62,9 100.1%

éjln 41 cases, the explicit cost could not be computed due to lack of

cash discount rate and/or specific credit period.
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It is noteworthy that supplier's credit account for
- 69% of borrowing which carry interest rates in excess of
36% p.a., with banks and private moneylepders accounting,
in roughly equal propbrtions, for the balance. Note that
suppliews' credit may in fact account for a high propor-
tion, since in 41 caseés (36% of loan sample with interest
rate data) no explicit cost_could be computedcgf
4.0 Summary
The principal problems in financing are:
1. Limited access to sources of financing. This
apparently stems from the small-scalé nature
of footwear operations and collateral require-
nents.

2, The high cost of available financing, e.g.,

supplier's credix.

3. Significant rejuiremeunte for working capital,

as evidenced by the requirements for receivables
financing. It is  quite likely that desired
levels of inventory are not maintained because
of inadequate financing.

The survey solicited information on indicators of
operating performance (paias, profit margins, cost
breakdown, etc.) but the data gencrated tended to be
spotty and was subsequently szt aside.

2-Explicit interest cost on suppliers’' credit is the equivalent

cost of cash discounts foregone on delayed payments. Where no
cash discount is offered, it may be presumed that the supplier
has tacked on the selling price the cost of financing.



G.

ITI-65

Conclusion and Recommendations

The study has relied for the most part on a cross~sectional
view of the industry. Notwithstanding its long history, the
footwear industry, as revealed in the survey, continues to be
primarily a small~-scale sector. It is labor-intensive and
characterized by a low degree of mechanization. It is also
an industry which exploits the indigenous resources of the
country.

As such, the industry reflaects nany typical attributes
of small-scale industries: backyard type of operations
using for the most part traditional manual methods, inadequate
financing, liﬁited and owuer—depeﬁdent management, and limited
capabilities to market its products in the face of a well-
developed marketing infrastrﬁcture for consumer products.

On the other hand, there are now a significant number
of large firms in the industry, scre of which have éuccessfully
penetrated the export market, A vary notcble example of this
is the rubber footwear sector.

The heterogeneity of the industry is such that it would
appear much more meaningful to viaw it, in terms of specific
problems and policies, using finar sub-classifications. A more
useful approach, for ome, is to consider separately the rubber,
wood-based, and leather footwear sectoré. The former in parti-
cular, is dominated by large firvms, and footwear exports is
dominated by rubber footwear products. It would sppear in fact,
that footwear exports will continue to depend on the rubber foot-

wear sector in the immediate future. The survey results suggestﬂ
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that the number of footwear firms is a fairly small proportion
of total footwaar firms, Thus, daﬁa is very limited to investi-
gate in greater detajl the rubber footwear sector.

Survey data is mostly descriptive of the non-rubber foot-
wear sector, Oﬁr subsequent discussion primarily applies to
this sector.

Major issues that need to be addressed are: the manner
by which the industry (in the limited sense suggested) will
develop, and how the constraints will be met,

It is clear that the constraints are somewhat difficult.
In the past, many manufacturing industries, particularly those
in the consumer industries, grew rapidlv through the policy
of import substitution. Such a growth process is not relevant
to the footwear industry., For a2 long time now, the country
has been dependent on local producticn. The industry must
therefore 1ok for the impetus for growth elsewhere - in the

growth of domestic demand, and —o the export market.

1.0 The Domestic Markeé
In the domestic market, the nature.of the product

provides shelter to small firms. Footwear products
trace much of theit appeal to differentiation and constantly evolv-
ing fashions, This aspect encoﬁrages orders of small lot gizes:_

a distinct design, fast moving, and posing little risk
of market obsolescence. In a limited but design conscious
domestic market, footwear manufacturers in such product lines
must be preparzd to re;eive relatively small order quantities,

and product features which change at frequent‘intervalaQ
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With their long tradition of craftmasnship and labor
intensive operations that have a minimum of overhead costs

(through hiring on a piece-rate basis and limited mecha-

nization), small firms are well-positioned to meet domestie

requirements. Large orders are tackled by hiring more
workers ~nd/or subcontracting (ths latter being a less
dominant practice). Manual-type of operatiohs are viable
in part because quality requirements are less demanding
in the domestic market.

A principal problem of firms gervicing the domestic
market, particularly small establishments, is the domi-
nant position of "wholesalers" (i.e. middlemen) and
large retailers, e.g. department stores. There appears
a need to examine closely whether more efficient distri-
bution systems can he develope&. The current practice
of "shoe houses" should be studisd closely to evaluate
possibilities of expansion and further replication im
major urban centers. Thie will necessitate detailed
studies on a product by product level, of the size and
location of consumer markets, the various distribution
processes and practices, and thé cost structﬁre of dis-
tribution. The key objectives of developing a domestic
marketing pregram should“be to:

1. reduce distribution costs;

2. substantially reduce if not eliminate any monopso-

nistic profits that current wholesale/trading operations

may be enjoying;
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3. provide a more efficient mechanism by which manu-
facturers obtain market information on the domestic
market; and

4, bring efficient footwear wanufacturers under the
umbrella of such a distribution system.

Export Market

As previous studies have s:.own, the leather footwear
sector is cosi competitive and therefore offers much
potential as an export industry. A major problem faced
by leather footwear expcrts however is the Quality and
cost of locally produced lestier. The chapter on the
leather industry addresses itsel{ to this problem,

Suffice it to say at this point that not much progress

can take place in exporting leather foctwear unless a

rationalization of the supply sector takes place.

Apart from this problem however, and if exports on

non-leather footwear are considered, thare is also the

problem of limited capacitiesAof individual firms.
"Joint production” efforts is c¢ue scheme to meet the
volume requirements of the export sector. But if simply
addressed to the capacity problem, such efforts tend Eo be
short-lived. Such ventures must be capable of managing
consortia ty»e of operations, and achieving wniformity in
design and quality is the first major stumbling block.

The practical pr.ilems of tapping the export market
go beyond considerations of cost effzctiveness, While the

Philippines has a long history of exports, these were pri-
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mary products. Export marketing of manufactured products

pose more difficulties and in a sense demand more skills

- something that even large firms are probably only begin-

ning to develop. Marketing skills are required in obtain-

ing and evaluating market information, design, standardi-
zation, quality control, penetrating the foreign market,
setting up channels of dicrribution and a foreign sales
organization, providing cradit arrangements, etc.

Clzarly, some form of government assistance is needed
here:

1. Perhaps under thz wrbrella of existing exports
promotions program, further studies should be
undertaken to davelop export market information
in the =forementioned arzas. Such studies should
Proceed on a country by countr&, and product by
product analysis, Part of this investigation should
be to develor én information seairoring system and
product promotions scheme.

2. The tasks that will need to be undertaken are:

a. Identification of gpecifia products with
export potential:;

b, Market studies by product and by potential country
of destination, with particular emphasis of the

above mentioned areas «f export marketing;
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¢c. Development of institutional mechanisms by which
such information is periodically monitored and
evaluated, and disseminated to the industry§

d, Development of specific promotiens programs.

3.0 Additional Considivations for Growth

Whether for the domestic or Fforeign markets, what

is desired i¢ an environmer: whereby efficient firms

are rewarded. Individeal firms must be permitted to

grow (and this is pzrticulariy crucial to export-oriented

firms) but what needs to be amphasized is that the growth

process should not lead tn : loia of efficiency.

The following approaches are suggested:

Small~srale labor intencive firms play a useful role,
Nonetheiegs, they should also be encouraged to‘increase
productivity through technical assiétance, e,g. train-
ing. The fact tlmt money wapes are low is no assurance
of low costs if output peir labor is correspondingly low.
Mechanization is perhaps necessary to increase producti-
vity but in the form of manually operated machines, e.g.
hand cranked splitting machine. Apart from servicing
domestic requirements for low cost footwear, the
potential of small-scel= Vfirms tc produce hand-crafted
(highly labor 'ntensive), hich-quality and premium
priced footwear should be pursued, particularly for

the export market. The latter strategy has been
suggested before {REDC, 7). Perhaps what is needed

is a more concrete acticm plan.
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The expancion of firms will likely require tapping
the lahor pool in the unorganizad and small-scale
sectors, With the currvent wage policies sand structure
in the organized secter, e.g. s8ocial security con-
tributions, iarge firms rust realize increased labor
productivity in order o méintain cost efficiency.
This is no doubt the product of various factors:
tfaining of workers, appropriate work attitudes and
diséiplinﬁ, improved managerial capabilities, and
the appropriate choice of technology for medium -
and large-scale operations.

I¢ is noteworthy thst there are already on-going
zfforts in training ¢f footwear workers, Such efforts
should be sustained. it should also be emphasized
that training in management, particularly production
management and quality cenirol, is likewise essential.
Mechanization should be viewed as one alternative,
to be subjected to evaluztiorn in terms of economic
benefits and costs., Firms should be encouraged to
adopt machine~labor combinations that complement, rather
than displace, lahor. Equipmernt cnd process technology
should be chosen vhat tend to increase output per head.
Technical assistance should perhaps Be extended in this
area. Studies should be undertaken to identify the
appropriate process technoicgy at various scales of

operation and the corresponding machine requirements,
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Such studies should already begin to consider
the pogsibilities of large-scale specialization and
the Javelooment of footwear components manufacturers.,
It is mot just footwear firms who stand to benefit
from such information. Fipancial institutions no
doubt will find some reassurance in the technical
and correspondingly, market feasibility of projects
proposed for financing,

The problem ¢f firancing is nct unicue to the foot-

wear industrv. Any finegncing program for the in-

dustry must be viewsd in a wider context relativa

to on-poing reforms in the Philippine finanecial

systEm.' The financial problems cited appear to

stem in part from the high risk, high transaction

cost of dasiingy with smelil-scale establishments,

Measurzs may b2 explored to reduce actual or
perceived risks. Jome of these measures may include:

Az previously sﬁggested,

a. feasibility studies of appropriate levels of
output. This should perhaps be undertaken by
industry associations, for access by lending
institﬁtians and footwrar firms:

b.  Other forme of informa%ion sharing with lending
institutions, cuch data as industry performance,
evajuation of industry prospects, some form of
credit information on beth footwear manufacturers

ad buyers.
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Tialogue with lending institutions to explors

cuch pusnibilities as use of purchass ordars

in lieu of traditional types of coilateral;

and

Studies of possible export financing schemes,
espacieliy for budding exporters such as guarantee

schenas.
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THE LEATHER INDUSTRY

A,

Overview of the Industry

This study is directed at presemting the current state of
business for the leathur tanning industry in the Fhilippines.
The industry has been criticized as une of the more inefficient
Philippine industries, surviving only because of high rates of
effective protection and in quite of poor and inadequate raw
materials, under utilization of capacity and dependence on
lmports. (Bautista / 1 /, Jamaluddin / 7 /, World Bank / 8 /
In fact, user industries tfoofwear znd lesther products industry)
have criticized the high cost, poor quality and unreliable
supply of leather from domestic tanneries.

1.0 Origing and Structure
The leather tanuning industry in the Philippine began
in 1903 in Meycauayan, Bulacan when Chinese craftsmen
started making low quality leather. By 1918 there were
about 50 such wits making leathcr. The industry flou-
rished so that at one time there were nearly 150 small
ﬁanufacturer. But gradually these gave way to bigger
establishments and presently there are ouly 13 or so big,
vrganized tanneries and an maccounted number of small
' backyard.type taaner:ies (known in the industry by the
vernacular tern “sipa-sipa”). (Jamzluddin / 5 /) The
relationship SetWEen the lerge scale operatoxs and the

swall cnes is ome of the issues in the leather industry.
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2.0 Economic Significance - Value Added, Exports and Imﬁorts

Table IV-ii/shUws the gross value added in the leather
and leather products in&ustry. In nominal terms the
increase in gross value addeﬁ between 1981 and 1970 is
tremendous, but in real terms it has increased by only 80%
compared to the increased in value added for the whole manu-
facturing sector of 111%. As a result its shére in the
gross valuve added by the mamuf.acturing sector has dropped
over the decade,

Table IV.2 shows exports of leather and leather
products. Export of leather products have been more con-
tinuous and are clearl& more significant. Export of leather
have been very erratic. Table IV.? shows imports of hider
and skins, leather and leather products. Imports of hideé'
and skins have been increasing beuause of the domestic
shortage of the material, Bautista attributes the shortage
of hides ani skins to the disincentive effect of the tariff
Structure on domestic hideS and skius., Hides and skins
could be imported with a duty of onl§ 10% whereas leather
had a duty of 100%Z. The table showé a marked decrease in

leatier imports over time.

1/
—'Some caution should be exercised in interpreting the published
statistics as they lLump together the leather and leather products
industry. But if there ie ope conclusion to be drawn from this study
it is that the characteristics of the iesther tanning firm are very
different from that of the leather products firr whether this be in
size, production process, or problems.
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TABLE IV.1
GROSS VALUE ADDED IN THE LEATHER

AND LEATHER PRODUCTS INDUSTRY, 1970-1981
(in million pesos)

Constant Prices

Year _ Current Prices in 1972
1970 17 30
1971 20 24
1972 _ 22 22
1973 ' 26 25
1974 36 26
1975 42 30
1976 50 31
1877 61 34
1978 51 26
1979 108 48
1580 130 . 51
1981° 157 54

P Preliminary estimates as of January 1983

SOURCE: Philippine Yearbook 1982 and 1974, NEDA




- IV-4
TABLE 1V.2

FOB § VALUES OF PHILIPPINE EXPORTATION OF LEATHER AND LEATHER PRODUCTS

Total Leather
Philippines Leather Products
Exports Exports Exports
(4) {B) ()

1960 $535,437, 477 - 280,946
1961 540, 748, 369 - 214,267
1962 582,933,024 1,261 154,860
1963 770,570,492 , - 803
1964 779,375,569 : - 3,998
1965 795,734,890 - 5,608
1966 877,405,702 3,685 1,500
1967 891,502,116 - -
1968 962,114,110 | - -
1969 983,172,917 - 2,199
1970 1,142,191,237 . - 6,819
1971 1,189,247,194 - 5,931
1972 1;1689£33,138 22,184 15,515
1973 1,837,188,097 . 136,156 38,654
1974 2,724,909,237 - 31,202 219,001
1975 2,294,47C, 333 600 157,073
1976 2,573,675,684 : 38,685 436,277
1977 3,150, 856,989 - | 624,587
1978 3,424,876,025 7,378 1,698,418
1979 4,601,189,916 235,683 1,862,693
1980 5,487, 787,554 304,883 2,967,757

SOURCE: Foreign Trade Statistics, NCSO
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TABLE IV.3
PHILIPPINE IMPORTS OF LEATHER AND LEATHER

GOODS  1950-1976
(f.0.b. value in thousand U.S5. dollars)

Hider Leather Leather
Year and Skins Leather Footweat Products
1550 n.a. 4070,7 721.7 | 60,4
1951 n.a, 4530,7 433, 1114,7
1952 35 2670. 1 524.9 120,6
1953 22 5140.0 268.5 80.0
1954 113 5049.1 297.7 56.1
1955 398 4142, % ' 301.5 44,0
1956 357 3428.6 | 156,2 17.4
1957 576 2534,5 ' 137.5 12,8
1958 206 2933.0 242,86 53.6
1959 526 2620, 8 33,6 48,6
1960 334 2190.3 - 25,2 16,4
1961 | 186 1664, 3 0.7 23,9
1962 104 59,9 71.8 14,3
1963 135 IR ' 34,3 101.1
1964 463 485,5 73.9 84.8
1965 436 298.8 24,8 12.1
1966 610 | 282.0 27.8 10.7
1967 652 312.3 32.3 6.9
1963 663 | 306.7 211 16.7
1969 - 634 256.1 © 22,1 6.2
1970 : 600 ' 137.9 0.8 5,0
1971 3711 177.9 29 1.9
1972 | 123 1i1.2 4.8 2.8
1973 426 127,35 4.2 5.7
1974 538 276.0 8.9 10.3
1975 2001 ~ 26L.0 .5 69.8
1976 2049 96,6 3.6 128.4

. SOURCE: Bautista /1]
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3.0 Some Industry Statistics
Table IV.4 shows some silected characteristics éf leather

and leather products manufacturing'establishments with 5 or
more workers. Uver the period 1956 to 1971 there is no

clear trend in the increase in the number of establish-
ments.  In fact in the latter part of the 1960's the number
tended to drop and with ity the level of employment. The
large numbur of small firms is highlighted by the fact that
while there were 219 firms ~ith 5 or more workers in 1977;

there were only 29 employing 20 or more. (NEDA /5 /)

The data presented by the WEDA Philippine Yearbook 1983

for the leather and leather products industry for 1978 is
a little questionable owing to rather shérp increases in
levels of employment, compamsation value of output, etc.

The data is reproduced below:

S S

SELECTED INDUSTRY STATISTICS, LEATHER AND LEATHER
PRODUCTS INDUSTRY

1975 1977 1978
Number of Establishments 240 219 284
Total Employment (Average for
the year 2979 © 2939 8744
Total Compensation (0090) P 2302 PlL794 P37175
Total Receipts {000) | YE2334  PILTI8  P455485
Capital Expendizures (000) P 1602 P 2294 P 46045

SOURCE: Philippine Yearbook, NEDA
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TABLE IV.4
SELECTED CHARACTERISTICS OF LEATHER AND LEATHER PRODUCTS

ESTABLISHMENTS WITH FIVE OR MORE WORKERS
(Selected years for which data is available)

Number of Value of Expenditure on

Year Establishments Emp loyment Shipments (000's) New Fixed Assets (000's
1956 29 714 P 7,199 ¥609
1957 48 1061 8,014 421
1958 40 1006 8,924 403
1959 35 1069 10,189 | 720
1960 48 1512 18,511 774
1961~ -~ - L - -
1962 59 1559 15,853 476
1963 67 1740 17,213 584
1964 101 2343 21,905 553
1965 71 2206 21,594 797
1966 70 2214 21,663 283
1967- - - - -
1968 56 2274 26,161 473
1969 65 2523 28,653 324
1970 68 1760 32,813 418
1971 85 1300 30,169 970
1972 - - - - -
1973 101 262 57,788 539
1974 - - l -
1975 - - -
1976 - - |
1977 219 2939 90, 304 2.279
1978 284 8744 | 37,175 g

o

R SOURCE: Philippine Yearbook, NEDA
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4,0 Investments in the Indﬁstry

Expenditures on new fixed assets in the industry are
insignificagt when compared to other manufacturing indus-
tries. The aggregate expenditure over the period 1956~71
(excluding 1961 and 1967 for which data is not availablé
amount to only P7.8 million or an average of P538,000 per
year. Data subsequent to 1971 is spotty but there seems
to be evidence of an increase in the number of establish-
ments and employment. The study cannot offer a firm
explamation for these but one possj.bility is that the
”increase is taking place in the leather éroducts industry
rather then the leather tanning industry. Another pbssi—
bility is an increase in the number of small scale tanne-
ries mentioned previously.

B. General Characteristics of the Sample

1.0 Capacity

To gain a better understanding of the leather tamning
industry, pafticularly from the perspective of the indi-
vidual firm, ten tanneries were interviewed. The total
output of the ten firms in 1980 was around 5.5 million
square feet par year. Given the estimated tbtal indpstry
out':put of 30 million square feet per year and capacity
utilization of 40% to 60%, the output of these respondent
firms would represent between 307 and 467 of total industry
output. Given full utilization of capacity, the firms are
capable of potential output of 16.2 million square feet per
year of leather or half of total industry capacity. Gross
sales as reported by the ten firms amounted to around ¥26

million for 1980,



2'0

3.0

Iv-9

Years in Operation

Half-of the respondents have been in operation for at
least 16 years and nine out of ten are at least six years
old. It would seem that the industry is nof attracting
new entrants. One study (Malinis / 41_/ ) has mentioned
several barriers to entry. These are: héavy working
capital requirements to finance inventories and receivables,
domestic shortage of raw hide and high cost of chemicals
and imported raw hide, réquired investments in machinery
and equipment. The interviews confirm the impression
that the industry is beset by problems that deter entry.
Exit from the industry may also be difficult cspecially
for the large firms that have substantial investments
in fixed assets. Families operating tannerics may also
be r2luctant to move away from the business they have
been in for a long tinme.
Organization and Location

Seven of tﬁe firms are single proprietorships and
the rest are corporations., Most of the firms are owned
and controlled by a famiiy group and could serve ag an
example of the dominance of family owned or controlled
firms in Philippine industries. All the firms are located
in Meycauayan, Bulacan which is the acknowledged seat of
the tanning industry in the Philippines. The town is close
enough to its sourcé of raw materials (hideg and skins from
slaughterhouses and abbatoirs in the Metro Manila area)
and to the market (the footwear and leather products indus-

tries in Metro Manila, especially Merikina.)
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4.0 Employment
| The ten firms employed a total of 512 employees. Three
fimeg had less than 29 workers (but all had 10 or more), while
 the sevenvother firms had more than 20, Only 1 firm employed
more than 100 workers, - Five of the ten firms employed house-
hold lebor in production but in most of them this was not

quantitatively significant.

C. Marketing - Supply and Demand, Distribution énd Pricing Practices
1.0 Supply and Demand for Léather |
The principal markef for leather produced by local
tanneries are the footwear and_le#ther products industries.
 Leather that is exported are of the kind made of reptile
skins. Leather from cattle énd carabao arg poor in quality
to bg exported, Inthe domestic market, leather, which is
'relatively more expensive, is facing competition froﬂ
synthetic materials, Relatively poor economic conditions
heighten the shift to substitute materials.
The Board of Investments projected an apparent
demand for leather in 1980 of approximately 32.6 million
square feet which is roughly equivalent to its own estimate
b
of total industry outputiﬁj.l*vz;/ The BOI projection
would seem to overstate the size of the market. In one
estimate it assumed tﬁat each person weuld have a pair of
shoes, (A related point: The World Bank study estimated

that the only 20% of the population had leather shoes.) In

73 _ |
-~/Jamaluddin mentions an estimated leather requirement of
87.7 million square feet but does not mention his source,
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snother estimate it extrapolated demand on the basis of
past consumption trends., This may be invalid as market
condition have changed, e.g. the presence cf cheaper
leather substitutes."iﬁ any case,it would appear that
growth in the leather industry will not be comstrained
by capacity or by demand but rather by shortage »f raw
material, inadequacy 6f finéncing, inefficiency and high
cost. This statement is based on the indusiry studies are
footwear and leather products. These industries often
complained of inadequate supply, poor quality and high
cost of leather,
Distribution

The leather market has been described as one with a
high seller concentration and a 16w buyer concentration.
(Malinis /4 /). Approximately 59% of the ten firm's
tofai output of 5.509 million square feet was coursed
through wholesalers whila the balance was sold directly
to the users (manufactureré). One firm was apparéntly
into footwear or leather products manufacture and utilized
a small portion of its output. These does not seem to be
any major bottleneck in marketing or distribution as the
market is concentrated in the Metro Manila area, especially
Marikina,
Pricing and Credit Practices

Suven of the ten firms price their products with
a variable mark up on cost while the three others have fixed
mark ups. Gross profits for most firms are.in the range of

15%-25% except for two firms reporting a gross margin of 6%
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and 6Z. These figures compare well with some of the
published statistics for the leather and leather products

iadustry. The table below shows some of these statistics.

TABLE IV.5

SELECTED RATIOS FOP THE LEATHER AND LEATHER
PRODUCTS IWDUSTRIES =

1974 1973 1976
Total Cost per Gross Cutput 70.2% 36.6% 81.4%
Payroll (labor) cost per Gross Output 10.5% 15,3% 1G.2%
Census Value Addedg/ per Gross OQutput 29.8% 24,9% 18.6%

1/

=~ 1974 and 1975 ratios are for establishments with 5 or more
workers; 1977 are from all establishments.

E/Census value added is a measure representing the difference
between the value of gross output and the total cost of materials,
containers and fuel consumed, purchased electricity, contract work
done by others and cost of resales.

SOURCE: Philippine Yearbook 1983, NEDA

It has been pointed out that a higher seller concen-
tration coupled with a low buyer comcentration would
imply that prices ars wet by sellers. (Malinis / 4 /)

A large proportion of séles are done on credit-reaulting
in high'average receivables for most firms - PLl48,000 over
nine firms thst reported the figures. Eight of the ten
firms reporfed that at least half of their sales were om

credit. This, as well be noted later on poses a problem

to many firms,
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towards producing ordinary types cf leather as it consti-
tﬁtes the bulk of local demand. .High quality leather can
be obtained cnly from quality hider and thru specialization
in the manufacturing process. Specializatian_and efficiency
go hand in hand but this calls for capacity utilization
which imply an adequate supply of raw materials. (Jaméluddin
L3/
Capacity and Utilizatiom

Annual capacity of the larger tammeries is estimated
at between 22 and 25 million square feet. Together with
the small scale tanneries, total industry output is esti-
mated at between 30 to 33 million squsre feet, (Jamaluddin
/L 3_/) Most of the tamnneries interviewed operate on one
shift of eight hours, six days a week. Capacity utilization
has been estimatead at between 40% and 60%.‘ In our sample
of ten firms where capacities range from 100,000 square
feet to > million square feet the weighted capacity utili-
zation is estimated at 60%, with utilization ranging from
a low of 40% to a high of 80%.;! This estimate ie based on
existing facilities and the 1980 labor complement., Under

these agsumptions the capacity of the ten firms is 9.08

' million square feet. With additional labor but the same

facilities the reported capacity would be 16.2 million square
feet in 1980. Based on this measure, capacity utilization
for the ten firms is 34%.

It seems that firm having lower level of capacity
were able to utilize more fully with a 69,5% capacity uti-

lization as against 57.2% for larger firms, (Small firms
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are those with capacities of lese than 1 million square feet
per annum. There were si# firms classified as such, The
four others comprised the 1argé firms)

The above findings are interesting in the light of
what has been said aBout capacity or scale in leather
tanning. According to a study undertaken in the United
Kingdom economies of scale are not of major importance in
the leather tamning industry, and where there are economies,
there result from long production runs rather than size.
(Jamaluddin / 3 /) Therefore while it is zenerally trﬁe that
small weconomical holdings do not survive or have to merge
into bigger economic wnits, organized units in the small
scale sector do thriwve.

Large Tanneries and the "Sipa-Sipa”

' This raises the issua of the 'sipa-sipa" operators
often complained of by the large tanmneries., These small
operators (whose number is largely unknown) provida
competition to the large tsnneries but without making
substential investments in'fixed assets that the tannefies
make. They generally employ a small floating labor force
for tamning operations that they are capable of‘doing.
(Laatherl tanning is still largely a lebor intensive
operation). They then subcontract to large tanncries
the processes which need equipment and which they cannot
do. Inspite of the-compétition they pose, large tanne-
ries with subgstantial excess capacities have no choice

but to accept them.
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Large tannerdies feel that thess operators are able to
compete effectively because they are mot burdened with the
heavy investments that the large tanners have to make, they
are able to determire their costs fairly accurastely (since
the raw material, labor and subcontracting fee are easy to
determine) and therefore set theix prices accordingly. They
have more flexibility given the wncertaia supply situation
of hidé;-and skins.

Large tanners however cowplain that "sipa-sipa" ope-
ratyrs do not maintain quality standards, color uniformity'
and they even use good hides indiscriminately - thus tar-
nishing the good name of the entire industry. (Jamaluddin
LA |

4.0 Expamsion Possibilities
The productioq,capacity of the tanning process being
- labor intensivegj could easily be increased with an increase

in the labor complement and/or adjustment in working hours
and use of machines. { 3) (In fact if the capacity uti-
lization were to be computed using what the owners think
is the maximum output with an ideal‘level of labor the rate
would go down to only 34% utilization. This is much lower
than the 60% computed on the basis of sttainable output
with the 1930 labor complement). This points to a
substantial capacity to increase production.

This capacity to expand production by the employment

-gflt would appear from Teble that labor costs account for
only 10-15% of the gross value of output but if one relates this
to the census value added per gross output the lzbor intensity of
ieather and leather preducts manufacture cen be discerned.
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of more labor and fuller utilizatiom of equipment has the

effect of raiging potential capacity of the ten firms from

9,08 million square feet per year tc 16.2 million square
feet per year without substantial investments in equipment.
Nine of the ten firms are presently operating on one shift
of eight hours, six days a week. Only one firm reported
working two shifts of eight hours, six days a week. Omne
firm reported rotating employment among its labor force

as they could not all be employed'simultaneously.

However increased productionkis impeded not by
technical knowghiow, labor or equipment but by insufficient
supplies of local raw hide; and high costs of imported
materials such as tamning chemicals and raw hideg; Local
production of hideé is low ;éﬁégﬁ;ef;f a small livestock
population and a low rate of slaughter.

Paw Material Supply and Quality

Qualit§ of leather produced to a large extent depends
on the quality of hides'and skins used as raw material.
The type of hideéfthat are produced domestically are rela-
tively thin. The problem of low availability of hide¥
is compoundad by improper maintenance of livestock herds,
Livestock are kept out in the open air where‘thorny bushes,
barbed wire fencing, ticks and fliaé scar their hideﬁi It
is‘élmﬂst impossible to dye the affected area the same
color as the rest of the hide. (UNCTAD, {6 /)

Improper flaying (taking of the hide or skinm) of
slaughtered animals also result in substantial losses.

A skin which through bad flaying hes one or two cut or
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flay marks loses valué out of proportion to actual

damage. The improvemeat of flayiny tachniques depends on
the modernization of the slaughterhouse. An increase in
the number of abbatoirs would improve the quality of
slaughtering and fiaying. (UNCTAD,‘1=§*/)

Finally aven if raw hides-were available, tamming
chemicals will still Qave to be importedgag these are
not produced locally. Chemicals used for tanning leather
account for at at least 20% of the total manufacturing cost
and for certain types of leather, as much as 80%Z. (Jama-
luddin / 3_/). Tamners interviewed complained of the high
cost of imported raw hider and chemicals and attributed
this 'to the high fariff imposed on these goods.
Leather Using Industries

Since the developﬁent of the livestock industry will
take many years it may mean that tanners will have to
continue importing raw or semi-processed hidér and skins
and that leather users may have to continue importing
leather to supplement domestic supplier. Given the tradi-
tional structures of protection this imposes a burden of
the leather using industries, footwear primarily and to
& lesser extent leather products. The aeffective rate of
protection on leather has been estimated at 1457 and in
domestic resource cost at 9.55 (compared to a shadow
exchange rate of 9,21) (World Bank / -8/). Bautista
estimates the DRC of the tamning industry at 9.79 using
1974 input output datg, and 11.27 and 12,13 respectively,

for two firms, using 1977 establishment data. /1 /
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The strict implication of these figurés is to suggest
that it would be more economical to import 1eathér (at ¥9.21)
rather than produce it at P9.55. (World Bank,_l,s_/)

This burden is being borme by industries which have
been evaluated as efficient in generating.or saving
foreign sxchange. DRC for footwear is P6.47 (EPR is 13%)
and for leather products it is even lower P6.25 (EPR is -
272) . (World Bank 1_%£j) Bautista estimates the DRC for
the leather products industry and the leather footwear
industry at 5.43 and 6,53 respectively, -(;sing 1974 input
output data. At the firm 1eve1%DRC for two leather products
firms were computed at 9,88 and 5.73, while for two firms
in the leather footwear industry it was 5.75 and 4.18 / L/

Thege industries therefore must be relieved of the
deadweight of an inefficient tanning industry. A World

Bank mission has gome to the exteat of recommending that

" "all export firms should be permitted to import raw materials

duty free." Some of the leather producers interviewed have

‘also clamored for the same.

Prospects and Alternatives

Ingpite of the rather bleak picture in the leather
taoning industry it doesn't seem realistic to just let the
industry collapse with the entry of imports. The World
Bank recommends a long term (10 year) program for developing
a high-quality leather tanning industry which could tie in
with the governments efforts to develop the livestock
industry., Bautista / I./ says that in the long run the

tarming industry must impreve its productivity. Although
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there has been very little investments oR the leather
industry, only P25 million between 1960 and 1975, from

an individual firm standpoint these may still be sub-
stantial. The ten firms interviewed expressed an intentiom
to mpve oﬁt of the industry even if all of them acknow-
ledged the difficult problems of the industry,

An UNCTAD study has supgested that developing coun-
tries should undertake processing of hides end skims only
up to the "wet blue" stage. Up to this stage the process-
ing is highly labor intensive and does not require
exmensive machinery. Beyond the wet blue stage, chromium
salts, which are expensive and may have to be imported,
are required. Furthermoxe, while the competitive situa-
tion for finished leather internationally is very keen it
is not so for semi-processed skin and hides. (The nearer
the state of the material is to the raw skin, the less is_
the tanner limited in his choice of the kind of leather
he is to produce). This presumes that the quality of
hides is not as bad to exclude it from the export market.
(UNCTAD /E7).

A possible future scensrio may have the following
elements: |
1. Export grade hides and skin may be processed up to

the wet blue stage by both large and small tanners

until such a time that sufficient quantity of quality

hides is available ani the level of skill is such
that the finished product is of high quality. As
indicated earlier high quality leather is capable of

being produced but this implies specialization and
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adequata supply of raw materials.

Z, Low grade hides and skins may be processed into leather
for domestic consumptioﬁ. VThey may still have a market
especially in the low pricevend of the footwear end
leather products market., Liberalized imports of leather
semi processed and raw hides should bring down the price
of leather, This may force marginal producars out of
Business uniess they improve their productivity and
efficiency. This will benefit the footwear and leather
products industry and ultimately the consumer. Indus-
trial uses of leather, e.g. gaskets, may also be inves-
tigatad.

3. Taports of leather will be liberalized especially for

export oriented footwear and leather products firms,

B. CGeneral lismagement Practices

1.0 Ownership and Managemént

Most of the respondent firms are family owmed. In
seven cut of the tem firms the owner is sclely or jointly
responsible for the various managerial functioms. Even in
the critical aspects of production, such as the production
process, product quality and choice of machinery the owner
is the "source" of information in seven or eight firms.
There is little to indicate professional sources as publi~
cations, government agencies, consultants. In only two
or thre¢ are the suppliers (mostly of chemicals) pointed
to as source of information on the technical aspects of

tanning.
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2.0 Planning

In most of the respondents very little planning and
budgeting is done., Considering that some of the firm are
fairly large one would probably expect more planning and
controls, For example, large tanners complain about the
ability of small tamners to price more competitively. They
could easily overcome this if they improved the cost
accounting system. The use of standard costing and
variance analysis may be applicable to tha tanning industry.

It is disappointing tcirbte while firms prepared
income statements and balance sheeats, only one said it was
used for decision making, the rest were si%pi&\complying
with reporterial requirements of government agencies. In
only six to seven firm were there other reports on sales and
collections, production and inventory and purchases. Again
the use of this veports in decision making is very low.
Finally, while almost every firm said it had some financial
problem, generslly inadequacy of capita;, only four firms
prepared cash flow forecast.

Some of the poor managerial practices may be the result
of the problems facing the firms. Upgrading technical
competence or managerial competence may not be worth it from
the point of view of the firm when therz are so many other
constraints that need to be overcome, e.g. raw materialg
shortage, chever, it is alsoc probably true that technical
and managerial inadequacies are a cause for some of the firms
problems. Subsidized technical assistance has been reco-
mnended to improve productivity. (Baﬁtista LA

Managerials shells may also have to be upgraded.



Iv-23

¥, Fipancing - Sources and Problem

1.0

2.0

Sources of Finamcing

Inadeqdate financing is a problem cited by most
respondents. Although all of them were able to secura
financing from suppliers, only half were able to borrow
from banks., Supplier's credit terms w;re typically 30
days to 90 days but in some cases extended to 120 days.,
The amount of average suppliers credit ranged from P10,000
to as high as P120,000. Collateral was not required and
in only one case was a discount rate (10%) cited.

For the five respondents who were able to borrow
from banks, three cited credit terms of 3 years, omne said
seven years and the other had no response. The amount of
average borrcwing ranged from P50000 to P390000, In all
cases the borrowing was secured; in four instances by real
estate and in one case by trust receipt on imported chemicals.
Interest rates charged ranged from 12% to 21%. Borrowing
from other sources was not significant.
Problems in Financing

Nine out of ten respondents said they encountered some
problem in borrowing, Fifty percent mantioned‘high.interest
rates and collateral requirements. Other difficulties
mentioned were their poor financial condition, documentation
and the cost of processing. Six out of the nine respondents
who said they encountered problems also said that this
prevented them fram borrowing while the three others said

it did not.
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The character of the production process itself is such
as to require a sizeable amount of working capital to be
tied up in inventories and recsivables., It is inddspen-
sable to keep at ieast three to six months stock of chemicals
and raw materials. (Jamaluddin, l_ﬁ;j) It is not surprising
therefore that most respondents said they would use addi-
tional funds made available to them for the purchase of raw

materials. Purchase of additional machinery was also cited.

G, Summary of Findings and Recommendations

1.0 HMajor Findings
It is apparént from the foregoing analysis that £irms

in the leather industry are facing difficulties and will

likely continue to do so. Furthermore these problems spill

over into the using industries as the leather footwear and
leather products industry. Hore specificélly the major
prot:lems are:

1.1 Inadequate supply and poor quality of domestic hide®
and skins. This is the principal constraint oﬁihighef
capacity utilization and output and possibly producti-
vity and efficiency.

1.2 High import cost of imported hideg and sking and tanning
chemicals. Leather tanners have augmented domestic
supplier of hide; and skins with imports. Already
expensive, the cost is pushed higher by tariffs.
Nevertheless the industry remains heavily protected
because of the even higher tariff on finighed leather.
This shelters the demestic tanning industry from foreign

competition and encourages inefficiency.
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1.3 Inadequacy of capital and available financing. While
this is a problem common to many industxies it may be
more acute for the tanning industry. It would seem
that the industry is not a particularly "bankable”
one with its raw materisls problem and low capacity
utilization.

1.4 Inadequate technical and managerial skills to achieve e
efficient operation and quality output. Tanping is a
precise chemical operation that requires know-how and
experience. Given the circumstamce in which it is
operating in, managerial skills are also required.

2.0 Sone Recommendations

2.1 The yroblem of the leather tamning industry require
long term solutions; The problem of raw hide supply
may be solved wiih increased livestock production.
While livestock production is already receiving
government support, ti will take time before its
impact would be feiéi In the meantime however a
bcoordinated system for gathering hideé'and gkins of

_slaughtered. livestock must be devised, Many people

who slaughter livestock are unaware of the economic

value of hidéﬁ and skins. Much less are they informed

on the proper way of flaying the hide to preserve its
quality and value. Maintenance of livestock and the
proper preservation of hideévand skins are also essential
to boosting and improvipg quantity and quality of hides

and skins,
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It may still be necessary to import raw or semi-
processed hides or even finished leather, This will
alleviate problems on supply and quality for lezather
using industries, especially if they are to export their
product. Entry of such materials without substantial
tariffs being imposed will also force domestic tamners
to improve the efficiency of their operations and the
quality of their product. Duty free import especially
for those who will reexport their products might even

be considered, As the solution to the raw materials
problem is &;ﬁg term, the improvement of producti;

vity may alsc only be achieved over a long term. This
may eliminate some marginal producers.

The problem ¢f inadequate capitsl is not unique to the
leather tanning business. Almost avery Philippine
industry would probably say it needs more capital.

It would not seem fair to develop special financing
facilities for the¢ leather tamning industry. Improve-
ments in productivity and efficiency should relieve some
of the financial problem in. thea long run. Neither does
it appear that the industry will require substantial °
investments given its present underutilizatiqn of
capacity. Financing the foreign exchange requirements
of imported inputs may be a problem as the industry
itsaelf does not directly earn foreign exchange. However;
arrangehents could be made so that foreign exchange
earnings of the footwear and leather products industries

are recycled back to the tamning industry.
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Technical assistance to improve productivity,
efficiency and quality is an area where government
can help. There is no known agency that regulates,
much less assist, the tanners. While the tanners may
have their associations they have no clear coupter-
part iﬁ government, As noted by ome tannery owner,
the technology in tanning leather is a very precise
one and one that is continuously developing. Disse-
mination of proper practices beginning with the
maintenance of livestock ﬁill the final stages of
the tanning process itself can be dome through the
associations with the assistance of government.
Managerial vractices in the tauning firm may have to
inprove and again the association may provide the

vanue for this.



V. LEATHER PRODUCTS INDUSTRY

A, Overview of the Industry

This study covers the manufacture of products made prima-
tily of penuine leather but excludes footwear which is
discusséd in Chapter III. This study woﬁld cover only a %Pb-
set of PSIC 32321 and 32329 which covers the manufacture of
products made of leather and leather substitutes. Products
covered by this study inélude bags, luggages, belts, wallets,
purses and similar products.

Leather products manufacturing is a labor intensive
industry with good export potential., Moreover, it can be
organized as a small scale industry.i(UNCTAb 4295. For these reasons
leather products manufacturing may be an apprpriate industry
for developing countries. Its developument can be enhanced
if the prohlems that beset the industry can be understood and
if the correct incentives and policies are adopted. This
study is aimed at identifying suzh problems and constraints
aﬁd sﬁggesting measures for overcoming these difficulties.
While many studies have been done on the footwear industry
and the leather tannirg industrylthere is not much for
leather goods apart from footwear.

_ B, General Characteristics of the Sample

1.0 Scope
For the study twenty nine leather products manufac-
turers were interviewed. Mozt of those who are classi~
fied as leather products manufacturers actually use

leather substitutes (vinyl, plastic, ete.) and did not



2.0

3.0

4.0

fall within the scope of the study. Table W.1 ghows the
number bf respondents engaged in the production of some
types of leather products. Most of the fimms were not
able to give reliable figures on prices, quantities,
costs and other finanecial information. For small firms
this could be traced to the inadequacy of record keeping
ﬁhile for the larger firms it was their reluctance in
divulging such information. Nevertheless enough inform-
ation may have been gathered to form some impression of
industry practices and problems.
Organization and Ownership

Twenty six, or ninety percent of the tweﬁty nine

respondents are orgovised as single proprietorships and

the rest are corporations. All of the firms are being

_ operating by their original owners. In twenty five

firms, the person interviewed was the owner himself.
Years in Operation

Table Vighows the distribution of respondents by
the number of years they have been in operation., Over
one-half have been in business for five years or less
and most have been in operation for 10 years or less.
There are two firms that have been in business for over
25 years,
Location

Most of the firms intexviewed were located in the
Metro Manila srea, particularly Marikina, with some
located in Bulacan. See Table V,3Location of Respondents,

Leather Products Industry.



TABLE V.1 NUMBER OF RESPOMDENTS ENGAGED
IN MANUFACTURING AND SUB-
CONTRACTING OF LEATHER PRODUCTS,
BY PRODUCT TYPE

Number of Firm&L/ % to Total Respondents
Product Type Manufacture Sub~Contract Manufacture Sub-Contract
1. Bags 16 1 18% 3%

2. Wallets/

Purses 17 1 59 3
3. Belts 20 69
z/
4, TFootwear— 8 1 28 . 3
5. Othersgl ] 1 31 ' 3

l-’l‘c‘%n.firm can be in more than one prdduct type.

2/

£/1n most cases where footwear is reported it constitutes only a
small percentage of production.

3/

2/6ther leather products mentioned (but relatively insignificant in
volume) include holster, gloves, industrial bags, jackets.



TABLE V.2 DISTRIBUTION OF RESPONDENTS
BY YEARS T OPERATION,
LEATHER PRCCUCTS INDUSTRY

Yeérs of Operation Freguencyl/ A
1~ 5 16 ' 55%
6 - 10 8 27.5
11 - 15 3 _ 10.5

16 -~ 20 - -

21 - 25 - -
25 and over _Z ___Z__
Total gg éggé

1/ . :
=" All respondeats are original owners.



TABLE V.3 LOCATION OF RESPONDENTS,
LEATHER PRODUCIS INDUSTRY

locationof Main Qffice Frequency R .
First District, Metro Manils 5 17.3%
Second District, Metro “anila i7 58.6
Third District, Me*r. tlaaila 3 10.3
Bulacan 4 13.8

Totoal 29 100.0%




5.0 8ize by Labor Force and Sales

Fifty percent of the firms had a labor force ofvlo
workers or less and only the two largest firms had a
labor force in excess of 100. See Table V.4 Distribution
of Respondents by Size of Labor Force, Leather Products
Industry., T&ble V.5 shows the extent of employment of
household members in the production process., The figures
may appear to be low but thevfigures do not include cases
where househcld members perform proprietorship functions,
i.e., management and administration.

Table ¥.6 shows a rough idea of the distribution of
firms by their level of gross sales in 1980, TUnfortunate-
ly, seven respondents were unable to give their sales,

C. Production
1.0 Raw Material Quality and Supply

The production of leather poods is a lgbor intensive
activity that can be operated even on a small scale. (UNCTAD/7,)
s suchiitissn industry that is appropriate for countries
that want to generate employment and entrepreneurial
activity and foreign exchange earnings. For the industry
to become competitive, especially in the highly quaiity—
cénscious export market, several conditions have to be
met.

As discussed in the following section on marketing,
quality of hoth material and workmanship and on-~time
‘delivery is critical. These might be difficulty for our

leather products manufacturer to atttain because of the



TABLE V.4 DISTRIBUTION OF [ESPONDENTS BY
SIZE OF LABOR FORCE,
LEATHER PRODUCTS INDUSTRY

Size of Labor Force Frequency %
1~ 35 5 177

6 - 10 10 35

11 - 20 5 17

21 - 50 5 17

51 - 100 2 7
101 - wp 2 1
Total 29 1002

ll



TABLE V.5 EMPLOYMENT,OF HCUSEHOLD
HEMRERS IN PRODUCIION

. PROCESS
Number of Houschold
Members Employed in
Production Frequency ko
9 - 13 45%
1-2 11 38
3=4 2 7
5-6 3 0
Total é’_:)_ _]:_g_i_);fé_



V-9

TABLE V.6 DISTRIBUTION OF FIRMS BY
LEVEL OF 1930 GROSS SALES,
T.EATHER PRODUCIS INDUSTRY

Freq uency A

3 = 20,000 1 3%
20,000 - 59,000 2 B
50,000+ - 100,000 6 21
100,000+ - 500,000 ' 6 21
500,000+ - 1,000,000 2 7
1,005,000+ = 2,000,000 ‘z 7
2,000,000+ - 3,000,500 1 3
3,000,000+ 2 7
Nc answer 7 24

Total

2
s

|
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inadequate supply and poor quality of domestic leather,
Inadequacy of supplies may mean that deadlines can't be
met. (In a market where fashion and style change by the
seaéon, delays may be critical.,) Poor quality leather

or incongistency in quality may lead to a rejection of

the product.

The problem of poor leather quality goes back to the
leather tanning industry and even further back to the
livestock industry where the hides and skins originate,
Inadequate and poor quality hides and skins result in
poor leather quality. Development of adequate and quality
leather supplies may take time,&jﬁmalﬁddiﬂ[if,3UBFl&thﬁkﬁ§7§

Some respondents have turned to importad leather but
they sald that with the heavy tariff on finished leather
the cost of their products becomes incompetitive. It is
not only in leather that the manufacturer have a problem.
They also have to import the sccessories (buckles, iocks,
frames, etc.) as the locally produced ones are not of
good quality,

Craftsmanship and Quality Control

The craftsmanship that goes into the product is_
another crucial element and so is quality control. This
requires training of workers not only iﬁ the manufactur-
ing process itself but also in management. Unskilled
labor may result in inconsistent quality. Most of the
firms interviewed preferred to accept workers that were

already skilled but they also accepted trainees and
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apprentices, (This may be due to the rapid turnover of
workers which is‘another problem.) In only 2 firms was
the training done through trade or vocational schools
and only one firm dealt with goverﬁment training agencies.
In only seven out of the 29 firms was there a sepa-
rate staff to check on product quality., In most other
firms quality control was exercised by the owner and in
a few cases by the workers themselves (which could very
well be no control since most workers are paid on a
piece rate basis.) Oﬁly 15 said they were aware of
product standards but there was little evidence that
they knew the standards well enough or applied it rigo-
rously (Most statements on product standards were vague,)
Product Pesign

It has been pointed out that originality of design

T :
is not important even in the international markat;“kﬁﬁéTAQJZT-
It iscommppractice tocopy products. What is important

that the styles and design are current and up-to-date.
This meangitham producer must be very semsitive to
trends'in'the major leather goods market. This may mean
establishing a presence in these markets and this is
something that only the large producers or government
can do. It has been therefore recommended that develop-

ing countries stick to traditional designs that are not

sengitive to changes in fashion. [(UNCTAD4127}-jM,
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4.0 Mechanization

Finally even if leather product manufacture is labor
intensive éertain aspects must be modernized and this
requires investments in facilities and equipment. Sewing,
for example, must be mechanized particularly where the
product is man producedﬂ Wp}le virtually all respondents
had sewing machines and‘ﬁalfhad skiving machines only the
very large firms had wider range of equipment., Further-
more, it was not surprising that some equipment were 15
to 20 years odd. |

D. Marketing
1.0 Channels of Distribution

Although 13 of the 29 respondents have at one time
or another exported their products, the market for
Yeather products is still primarily domestic. Only
eight firme exported in 1980. One of the two largest
firme (in terms of labor force) was able to export 80%
of its output and there were two or three other companies
where the bulk of the output was exported. But for the
other firms exports were marginél or non existent.

The most preferred outlet are domesﬁic wholesalers
and a large proportion of the output is coursad thru
then especially by small scale manufacturers. (See Table
V.7.  Types of Market Outlet, Leather Products Indus-
try). The larger firms coursed the bulk of their out-
put directly to the department stores. The need for a

middleman in the case of small producers may stem from



Column

. Type cof Outlet

TABLE Vv,7 TYPES OF MARKET OUTLET, LEATHER PRODUCTS INDUSTRY

1. Own Retail

2, Other Retaily

3. wholesaleril

4, Exportiﬁg
Firms .

1/

2/

-

(1L (2) &) (4) (5) (6) @) (8)
) Number of Firms _ % to Column 1
Frequency Ranking Using t }'.s _
‘Using this 7 to Total Using this This Type as Maim— Columm Column Column

Type Respondents Type Exclusively First Cutlet 3 4 5

16 55% 3 5 7 - 19% 31% 447
12 41 4 5 8 33 42 67
13 45 1 11 8 8 85 62

8 28 - 5 4 - 63 50

A firm may use more than one type of outlet,

Other retail includes department stores, tourist shops, etc.

" 2Wholesaler inciudes agents, middlemen, etc.

i/h-ia:i.n outlet refers to outlet handling the largest percentage of sales.

€T-A
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an inability to market the product whereas larger fifms
are better organized to do their marketing. The most
important reasons for preferring wholesalers were the
greater convenience of dealing with only a few customers
and the faster turnover of the merchandise. Most how-
ever felt tﬁat wholesalers were able to bargain for
lower prices.

Another principal outlet are department stores as
they are also able to buyin bulk. In a few instances
however, respondents said they just had to leave their
goods on consignment and this resulted in a rather slow
turnover. The least preferred outlet seemed to be re-
tail selling by themselves. Respondents felt that

Ly ooy

turnovert was tmslow relative to effort and capital

involved in maintaining their own retail outlet. Al~

though many still sold on g retail basie the quantities
are marginal,

.An-important factor in preferring an outlet was the
promptness by which the buyer paid: This is understand~
able considering that most of these firms are under
capitalized. However, it does not appear that certain
outlets were quicker or slowervin paying its purchases
relative to otbers.

Pricing and Selling Terms
Forty five percent of the respondents added a vari-
able mark up over cost in pricing their product. An

2qual number tacked on a fixed mark up while the rest
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adjusted their prices to prevailing market prices or were
set by the buyer., Fze Table V. % Pricing Practices, Leather-
Products Industry. In firms where the mark up is variable,
this is usually dependent on the market outlet (retail
.sales having higher mark ups than wholesale) and on the
style, design and materials used (complicated styles and
designs and expensive materials would have higher mgrk
ups.)

A large number of firme reported selling on credit
and for most of these firms credit sales were substantial,
See Tablef% Distribution of Firms by Percentage of Credit
Sales to Total Sales. As stated earlier some manufacturers
just leave their products om consignment with retail out-
lets. 1t is clear that these practices put a heavy strain
on the finances of these firms, most of whom have limited
capital and limited access to financing. This may be
aggravated by the seasonal sales pattern (27 of the 29
responded that sales were seasonal) which create uneven
demand for working capital at different times of the year,
The heavy demand during Christﬁas time may require finanw-
cing purchases and production costs a few months before
December and financing receivables require that these be
extended a few months after December. Tﬁese iggues will
be discussed in greater detsil in the section on finan-

cing.
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TABLE V.8 PRICING PRACTICES, LEATHER PRODUCTS INDUSTRY

Varigble markup on cost

Fixed markup on cost

Adjusted to prevailing

Buyer determined

prices

Total

Freauency .

13

13

B2

-

457

45

100%

|
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TABLE V,9 DISTRIBUTLON OF FIRMS BY PERCENTAGE
OF CREDIT SALES TO TOTAL SALES,
LEATHER PRODUCTS INDUSTRY

: % to Total
Parcentage of Credit Sales Frequency Respondents

No Credit _ 3 . 10%
1l - 10% - -
11 -~ 25% 2 7
26 ~ 50% 5 17
51 - 75% 8 28
75 - 100% .11 38

Total 29 100%

|
|
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3.0 Prospects in the Export Market

The market for genuine leather articles in the
Philippines is threatened by the use of leather substi~
tutes which are often cheaper; Leather products manu-
facturers may have to turn to the export market to
gustain them. However penetrating the export market
requires that certain conditions be met. These condi-
tions are:

1. Vorkmanship ~ high quality and cﬁnsistency

2, Quality of raw materials

3. Delivery - on time delivery is a must

4, Price - competitive and reasonable (ﬁNQTAD£2E}k~5£h’l_f
The details of these have been discussed in the preced-

ing sectiom,

E. Management
1.0 Extent of Owner Participation in Management
Small scale operation of leather products mAnufac;

turer should not preclude the improvement of productivity,
product quality and competitiveness through better manage-
ment. These are essential if the industry is to grow not
only ﬁ?cal;z_but more importantly in the export market. Table
V-lolé% %;151 give an idea of the managerial practices
that obtain in the respondent firms.

Table V-ﬂ3shows the extent of owner participation in
managerial functions, In over one half of the firms the

owner participates in various managerial functions, This

again somewhat understates the picture because typically
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TLBLE Vo100 EXTENT OF CWNER PARTICIPATION
IN MAJOR MANAGERIAL FUNCTIORS,
LEATHER PRODUCTS INDUSTRY

Where OQuner Participates 2 to Total
Functional Area in ngégerial Function Respondents
Production 18 ' 62%
Finance/Accounting 20 69
Marketing 17 | | 59
Purchasing 14 48

Admninistration/
Pergonnal 18 62
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the wife or the children are also responsible for some
functions. Only in the fairly large firms were these
functions exercised by persone other than the owner or
hig family.
Table V.11' , shows thes role of the ownar in parti-

cular aspects of production indicate the dominapt role
of the owner especially in choice of machinery, production
procese and product quality. Only in product design does
the owner turn to othe: sources of information such as
trade journals and customers.
Extent of Preparation and Use of Business/Financial Reports

Table V,12and V.13 show the extent of preparation and

use of business reports, Around three fourths of the

firms interviewed prepared reports on production and in-

ventory, sales and collection, and purchases., Oanly 60
percent of them however said they utilized this for deci-
sion making. Almost all firms prepared income statements
and balance sheets but these were prepared mainly for
submission to govermment agencies. Only 20% of those
who prepared this report used it for decision making.
Only eleven cut of the 29 firms prepared caéh flow state~
ments, In the light of the financial problems cited by
most respondents, preparation and more important use of
financiél and businéss reports tecomes inoperative.
Planning

1t should be noted that very little planning is

being done by moet firms., Only eight of the twenty nine
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TABLE V.1150UKCES OF INFORMATION ON DESIGN
XD TECHNOLOGY, LEATHER PRODUCTS
INDUSTRY

Area of Application

Froduction Product Product Choice of

v-21

% to Total

Souzce Process Design Quality Machinery Respcndents
Owner 21 16 20 27 72%  55% 69% 93%
Journals/

Publications S 17 1 1 17 5% 3 3
Customers 2 14 5 - 7 48 17 -
Designers 2 6 2 - 7 21 7 -
Workers 3 4 4 2 10 14 14 7
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Type of Report

Production and Inventory
Sales and Collection
Purchases

Statement of Income and
Expense

Statemerit uf Asscts aud
Ligbilities

Cash Flow

Frequency of Firuis

% to Total

Preparing report Respondents
21 727
22 76
22 76
27 93
25 86
11 38
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6.

Tyﬁe‘of Report

Production and
inventory

Sales and
Collecticn

Purchasas
Statement of
Incone and
Expenses
Statenent of
Lssets and

Liabilities

Cash Fiow

Reasons

Submission

: to Govern-
Record~ Decision ment Borrow=- % to Firms
keeping making Agencies ing Preparing Report
13 13 3 1 627 62% 14% 5%
13 14 5 1 5 64 23 5
15 12 3 1 68 55 14 5
5 6 26 4 15 22 96 15
6 5 24 4 24 20 96 16
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firms prepared some study before going into the busiﬁess
and only nine curreﬁtly prepare Eudgets. But lack of
planning may really be more a result of rather than‘the
cause of the poor shape the businesses are in. Faced
with so0 much uncertainty (in supply of raw material for
example, or capital, i.e., they can't collect on time)
théf might thiﬁk it is futile to plan at all.
F. Finance
1.0 Financing Problems

Inadequacy of capital is one of the prevalent prob-
‘lems cited by the respondents. The data suggests that
small-scale entrepreneurs with limited capital of their
own also have limited access to borrowing. Selling on
credit, increasing cost of materials, slackening demand
worsen their financial problems. Table V.14 present prob-
lems that have been mentioned in securing additional
financing.

Collateral requirement is mentioned as a significant
problem specially by small firms who have very little
assets that can qualify as collateral. Since collateral
is often requirad by organized finaneial institutions,
banks fqr example, it could be that such small scale
operators would have very limited access to such sources,
Table 15 Source of Financing, Leather Products Industry,
seems to bear this out.

Other problems that were mentioted were documentary

reuqirements, cost of application and poor financial
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TABLE V,14 PROJLEMS IN SECURING FINANCING,
LEATHEL FTRODPUCTS INDUSTRY

Problem

Collateral requirements

Documentary requirements

Cost of Application/
processing

Poor financial ecnditicon/
verfornance

High interest ratos

Haturity

No problem

Frequency

11

V=25

% to Total
Respondents

38%

28

17

17

17

17

26



TABLE V.15 SOURCES OF FINANCING,
LEATHER PRODUCTS INDUSTRY

V~-26

Total

With Collaterel Without Collateral

4 to Total

% to Total

4 to Total

Source Frequenecy Respondents Frequency Respondents Frecueney Respondents
Supplier 7 1% 16 55% 15 62%
Bank 7 24 3 1C 19 34
Private

Money

lender 2 7 5 17 7 24
Relatives

Friends - - 3 10 3 12
Finance

Comp anies 1 3 - - 1 3
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condition. However it must be pointed out that elght
firms said they did not have any problems in flnanclng
and that three companies were able to borrow from banks
on a clean basis. This is indicative of the wide gap
that exists between small firms in the sample and large
ones.
Sources snd Terms of Financing

The principal source of credit were suppliers.
Eighteen of the twenty nine respondents availed of sup-
pliers' credit. The amount financed by suppliers credit

ranged from a low of P1, 000 to.es much ‘as $500,000. The

‘typical amownt is in the range of ?3, 000 Eo ?7,000.

Around half of those who avalled of’ suppl1er credlt said

that suppliers granted dlscounts. stcouﬁts ranged from

3% to 107 and were _typically 5%. - The typical credit tefm
is 30 to 60 days w1th 527 of the responses falling in

thls rangﬂ. it should be: noted however that the term

-could be as short as one to two weeks or could extend

( \

indefinitely 1n some rare cases. In only three cases

was a post dated check required by the seller.
Private moneylenders were another source that did

not require collateral. It is well know however that

the fmplicit rate ofﬂiqtgrest in supplier credit is very

h{gh}ahd:that for private momeylenders is also excessive.
(OQegfifm_reported borrowing ¥l million at 30% per year
and another 200,000 at 3% per month.) This means that

small operators can only raise funds at very high cost,
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Furthermore since suppliers only finance the materials
component thg entrepreneur will still be‘ﬁiéﬁs;dfor fin~
ancing of labor and overhead.

Close to one thira of.the firme reported borrowings
from banks with awowmts ranging from ¥5,00C to one
million. Interest rates ranged from 147 to 367 per year;
but most were below 207. Around half of the borrowing
were for 1 year or less while the other half had maturi-
ties from 2_t° 5 years., Virtually all were collateral-
ized bﬁ real estate.

It has been mentioned that the large proportion of
credit saies and lengthy credit terms (consignments, in
fact) have contributed to the financial problems of the
respondents. Substantial price concessions have to be

granted for prompt payment. Promptness of payment was

a reason frequenctly cited for preferring onme outlet to another.

Uses for Available Funds

The principal use for additional funds that could
be made available to the firm were purchase of machinery
and of raw materials. This is not surprising since most
of the small firms had only the most basic equipment
(sewing machines) and most of these were very old., Pur-
chase of raw materials could be motivated by a desire to
increase production otr at least stabilize their raw
material supply. Erratic availability of raw matérials

is a problem of the industry.
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G. Conclusions and Recommadations

It is recognized that leather products industry has signi-

ficant potential insofar as employment and foreign exchange

earnings are concerned., The foregoing study has indicated

some of the problems besetting the industry that may limit

their potential. Therefore future policy with request to the

industry must address the following issues

1.0

Availability of Quality Raw Materials especially leather
and accessories ~ Supplies are inadequate énd quality is
poor., This affects the efficiency and competitiveness

of the leather product manufacturer, especially in foreign
markets, They have to contemnd with high cost,ypoqr qua~
lity domestic 1e§ther and when they do import, the
imported leathe;jiﬂ slapped a high tariff. The protection
afforded the lea?her industry is a burden on the leather
product;industry.

Penetration of markets cannot be done by sﬁall sca;e
manufacturer. The market, located mainly in Europe‘and
USA, is too sophisticated for small scale manufacturers.
A credible presence in their market must be established
by Philippine producers either through an association or
thru the government., The image will have to be created
that the Philippines is an adequate and reliable supplier
of quality leather products., Assistance in design, dis-~
tribution, quality control will have to be lent to the

small manufacturers.
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3.0 Assistance in training for technical as well as manage-

4.0

rial skills. Craftsmanship is very important in the
target markets and so is cost competitiveness. The
product need not be cheap but must provide\good value,
This can be answered by good quality raw materials,
superior labor and competent management.

Assistance in financing to carry receivable, inventories
and original fixed assets. Most small scale producers
are under capitalized and have limited access to credit
and if they do it is at a high cost. Investments in
better equipment and adequate inventory are also neces-

sary.
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Major_Findings

.- The analyaiétgﬁuboth,%eagndary,and primary §ataaraanled
a number of major :_i:.és:.yie\sman:d-areas of concern among the four
industries covered by the_-Studie_s- _An appreciation of tﬁese o
problems, along with their antecedents and probable consequences,
is an egsential ingredient of the critical choices that have to
be made at both the entexprise and policy levels., Many of these
findings are common among the four ihdustriesvunder study,:éﬁch
as insufficient financing, lack of market information,‘;ﬁd‘in—
adequate managerial and technical skills.

" Among the other major problems of the wood-based furniture
industry are: inadequate or unreliable supply of raw materials;
and low, fluctuating and uncertain demand.

The footwear industry suffers from many of the problems
usually associated with small-scale, backyard operations; In
particular, producers in this industry weré found to be disad-
va;taged by the dominant position of middlemen and large
ratailers; inadequate supply of quality raw materials, especially
leather: limited production capacities of the larger number of
establishments; and inadequacy of marketing information_and
skills, especially in regard to exports.

The leather products manufacturing industry was found to be
troubled by unavailability of quality raw materials (a2gain, espe-
cially leather); and inability to penetrate foreign maxkgts owing

to the small-scale character of'production.

t



Finéiiy,*i \tiaﬁsféﬁefthat fhe leafhgffténning:iﬁdﬁstry

is beset by such major problems as inadequate supply and poor
quality of domestic hides and skins, thereby adversely ‘affecting
capacity utilization and productivity;’ and high cost of imported

hides and skins, and of tanning chemicals, -

Policy Directions

Possible_gg}icy directions were eXploredvin the studiéﬁ.
A few of thesefbrpad pclicy'recémmendations are applidé@lg.té
small-scale industries as a wh@le. For example, it was npted
that, due to risk factors associated with small enﬁexﬁriééQ; in
general, and the high transaction costs, it might be ﬁorﬁhwhile
for the government and industry associations to provide éome
assistance to enable these establishments to\find suitabié fin-
ancing, A good number of policy recommendations, ltzowcav“e‘d:",:‘‘v;z‘(:‘m.ﬁ‘l;d\~
pertain to specific industries. The more salient ones areysqﬁ—
marized below.

For the wood-based furniture industry:

o Provide assistance in the export promotion effgrt
through aﬁ adequate market ;esearéh énd inforﬁgtion
service; ' . |

o Evplve a frational” export developmegilprqgrém based
on prior market research and development efforts,
and supportgd by adequate technical advice én&:as~
sistance relative to tachnological, financiéi and
other resource requirements associated with tgpping

what would initially appear as viable export markets.



Develop a gtromg export markéting program, perhaps:

under. the umbrella of ékisting iﬁsfitutibnéi*inﬁra.

structure for export promotmn, m.r.h well-deflned

and caretully studied obJect1ves 1n terms of Spec1flc ;é; R

exportable ptoducts, target countrles oﬁ destlnation

and:corr@spondmn&-svpply-targets..ﬂ7“




8.

BIBLIOGRAPHY

Bautista, Romeo M., and John H. Power and Associates, Industrial
Promotion Policies in the Philippines, Philippine Institute for

Development Studies, 1979,

Board of Investment, "Industry Profile: Leather Tamning",
BOI Monograph, 1972

Jemaluddin, H.H., "The Philippine Leather Tanning Industry -
An Analyseis", unpublished paper.

Malinis, Ma. Calia E., "The Leather Tanning Indugtry of Meycawayan,
Bulacan", wnpublished thesis, University of the Philippines 1970,

NEDA-NCSO, Philippine Yearbook: 1983, 1982 and 1574

UNCTAD/GATT - International Trade Center, Hides, Skins and Leather -
Major Markets in Western Europe, 1971

UNCTAD/GATT - International Trade Center, The Market for Leather
Goods, 1969

World Bank, Philippines: Industrial Develcopment Stratepy and
Policies, 1980






