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Executive Summary: 


In the early 1970s, the Philippines was a leading economic power of Southeast Asia with its growth overshadowing that of its counterparts in the region. One example of its economic predominance was its successful bid to bring in the Asian Development Bank, outplaying a competing bidder, Japan. Other international organizations followed suit by placing their Southeast Asian or Western Pacific regional headquarters in the country. In those days, with Thailand still dismal in its growth, the two countries projected a clear contrast in the state of their economies.


Who ever imagined in those days that positions of the two countries in this contrast would fully reverse in over 30 years?

In 2005, the Japanese Chamber of Commerce and Industry of the Philippines, Inc.(JCCIPI), driven by its own attention to the widening gap in economic growth of the two countries, initiated a comparative study on the current state of investment environment of the two countries. The study did not include analysis of what brought this dramatic reversal since we believe that this sort of analysis should be undertaken by the Philippine government itself.

Common factors contributing to economic growth of the two countries are those that maximize the effect of foreign direct investment. Economy of a country cannot be evaluated only by the scale of foreign direct investment since development and protection of local industries and various domestic political and social issues are also major integral parts determining in the size of a national economy. Nevertheless, it also holds true that in today's globalized competition where individual companies across sectors need to keep up their edge in global standards, there is little valid and persuasive ground to rebuff a decision of an individual corporation to place its investment in a country it finds more investor friendly than other countries.

In terms of political stability and peace and order situation, we take note that in our interviews, those managing Japanese corporations in both countries voiced their general evaluation that Thailand is solidly ahead of the Philippines. Political stability and secure peace and order situation are vitally important and integral part of an overall evaluation whether a country is investor friendly or not.

We have seen in the Philippines that political instability has been a major obstacle in implementing consistent industrial development policy over a long period of time. This has been particularly true in the development of local supporting industries, which are very important for foreign direct investment in the manufacturing sector.

Failure in the development of supporting industries in the Philippines also has to do with investment incentives. This is being dealt with in our report on Investment incentives.

Aside politics and peace and order situation, we selected the following specific five areas in our comparative study. They are:

1. Labor-related matters;

2. Investment incentives;

3. Tax system;

4. Infrastructure;

5. Foreign currency control

Key findings in the study and our recommendations for each of the five are 

contained in this report. Our study found the Philippines still sufficiently competitive in labor cost, but behind Thailand in terms of general climate of investment. 

We sincerely hope that this report would help the Philippine government sustain its effort to improve the country's climate of investment.

Findings and Recommendations
I Labor-Related Matters:

Labor cost of the Philippines is equally competitive with that of Thailand, and Japanese companies generally view that Filipino and Thai workers are also equally competitive in qualification and work attitude. In English-language proficiency, which all foreign investors look for in a country where they go, Filipino workers today maintain a clear and apparent edge over Thai workers. 

However, the Philippines needs to effectively address the following points in order to maintain and improve present level of competitiveness:

1. The minimum wage being prone to increase every year;

2. Presence of radical unionism;

3. Unpredictable and rather abrupt declaration by the Office of the President of non-working holidays; and

4. The need to raise the level of education in order to upgrade workers'  

       productivity.

II Investment Incentives:

1. The Philippines has a set of different government bodies, which offer varying incentives, causing confusion among new investors. On the other hand, the Thai Board of Investment (BoI) is the sole government office under the Office of Prime Minister with authority to approve and grant incentives to investors. This virtually makes Thai BoI the "One Stop Shop" ;

2. The Philippines has constitutional constraints that prohibit foreign ownership of land and limit foreign equity participation. Thailand has neither such legal prohibition nor limitation being imposed on foreign-capital projects approved by its BoI. This is being considered a "good offer" by Thailand to Japanese investors.

3. It is a general perception that the Philippines, while being successful in attracting foreign investments in export-oriented industries, has not been successful in developing a sustainable domestic industrial policy. In Thailand, domestic industries thrive under Thai government's considerable support and careful planning and provide ample and increasing backup to major export industries. The Philippines can learn from examples of Thailand and promote domestic industries by giving necessary incentives and support.

4. Eight of 12 staffs in the Japan/Republic of Korea Department of the BoI of Thailand are Japanese-language proficient, in addition to a Japanese-

national investment adviser. This is apparently attractive to Japanese 

investors; 

III Tax System:

1. Corporate tax of the Philippines, the highest among major ASEAN nations, has put the Philippines at risk of being considered an "investor unfriendly" country. 

2. Thailand is way ahead of the Philippines in terms of VAT refund. VAT refund is approved and settled in one (1) year at the longest in Thailand. Moreover, the 70-percent cap on VAT is the most business-unfriendly attachment to VAT law reform of the Philippines. Most businessmen, including foreign investors, are unhappy about this cap and want it eliminated. It is another disincentive to foreign direct investment in the country. 

3. It is a general perception among Japanese companies that Thailand is ahead of the Philippines in terms of transparency and fairness in tax administration.

IV Infrastructure:

1. Development of infrastructure puts Thailand much ahead of the Philippines in almost all areas, including (1) roads, (2) ports, (3) airports and (4) electric power.

2. We recommend the following infrastructure issues as the major subject areas where the Philippine government needs to address as soon as possible:

(1) Soonest infrastructure development in priority areas:

The Philippine government needs to concentrate its infrastructure funding on the development of the Main Logistic Corridor which connects Subic Bay and Batangas areas through Manila. The government particularly needs to address the following projects with promise of specific time table.

(a) Completion and opening of highway link between Manila and Batangas Port;

(b) Improvement of Alabang Viaduct;

(c) Construction of the Subic Bay-Clark-Tarlac Highway Corridor;

(d) Subic Bay Port construction;

(e) Phase 2 of the Batangas Port development project.

(2) Prevention of delay in vital projects:

Many of government projects on infrastructure development are delayed, mostly due to shortage of budget and insufficient coordination among government agencies involved. The government should commit full budget allocation to vital projects and coordination among government agencies involved should be dealt with through presidential leadership.

(3) NAIA 3:

NAIA 3 has become a symbolic failure of private investment in infrastructure projects in the Philippines and the government should be aware of opinion among private businesses that they would not invest in major infrastructure projects in the country unless the NAIA 3 issues are solved. The government should open NAIA 3 at the soonest possible time by expeditiously working to solve all issues with private contractors. Inability of the government to publicly commit itself to the timing of the opening of NAIA 3 is a very serious problem.

(4) Development of Industrial Waste Treatment facility:

For years, a number of foreign companies operating in the country have asked the government to develop a hazardous industrial waste treatment facility. The facility, such as the one that exists in Thailand today, should be built through 100% funding by the government at the soonest possible time.

(5) Electric Power Sector:

The government should publicly assure that there will be no resurgence of electric power shortage. Most serious problems of the electric sector of the country include unstable supply and extremely high rates. The power sector reform needs review and improvement as it is bogged down by several serious factors, such as restriction of open access that it will not be launched until 70% of NPC's generation asset is privatized.

(6) Garbage, air pollution and Traffic in Metro Manila:

As Pasig River has become a garbage dump site, the garbage problem and air pollution of Metro Manila present a hopelessly negative image of the country to foreign investors and tourists. As part of measures to address environmental and traffic issues of Metro Manila, there needs to be a strong drive to develop mass transit system and an environment-friendly garbage treatment facility.

(7) Problem of private investment in infrastructure:

Many infrastructure development projects under private funding are delayed. The government should declare a policy that once a project under private funding is delayed, it would invalidate concession agreement with private investors and take over as a government project.

 V Foreign Exchange Control:

1. Foreign currency-based business transactions are generally more liberalized in the Philippines than in Thailand

2. The Central Bank should conduct review and item-by-item reconstruction of its current rulings in simple language to avoid confusion and misunderstanding.
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