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1.Labor-Related Matters

Quality of workers:

Filipino workers are as equally skillful and diligent as Thai workers. In terms of English language proficiency, Filipino workers are generally far ahead of their Thai counterparts.

Salary and minimum wages:

Comparison of (1) starting salary, (2) wages of middle management and (3) wages of general line workers of Japanese companies is still in favor of the Philippines over Thailand based on the US dollar value.

However, the minimum wages of the Philippines, with that of the National Capital Region being the highest in the region at P325 (US$5.86) a day, are higher than those of Thailand both in terms of local currency denomination and the US dollar value. 
(Note: the exchange rates of the Philippine Peso and Thai Baht to the US dollar are: US$1.00=P55.50/BT40.375, as of the time of compiling this report)

This is an important factor for export-oriented industries, which prefer dollar-based financial statements.　However, if the Philippines' national budget is assumed to be balanced and external debt reduced toward 2009 or 2010 as projected by the Arroyo administration, the Philippine Peso will become stronger and the disparity of the US dollar values of  the two country's currencies now in favor of the Philippines will accordingly diminish.

One particular concern is the reported move to amend the law to enable the Regional Tripartite Wage and Productivity Boards (RTWPB) to increase the minimum wage more than once a year. This is a new move of the Arroyo administration after its decision to retract its earlier call for a legislated minimum wage in the face of objection of both Philippine business leaders and foreign chambers of commerce and industry in the country. The Trade Union Congress of the Philippines (TUCP) is already demanding a universal P70 increase in the minimum wage.

Should such concern become a reality, the minimum wage in the National Capital Region will push up to P395 with the P70 increase and to P450 with the legislated P125 increase respectively. The US dollar value of these new minimum wages, if implemented, would be US$7.12 and US$7.93 respectively, and beyond comparison with the minimum wage of 181BT (US$4.48) now in place in Bangkok and its vicinity. A new increase in the minimum wage will put the Philippines in jeopardy in attracting foreign investment.

Productivity and unionism:

We believe that it would be in the best long-term interest of the Philippines to shape up its competitiveness by focusing more on whether the labor cost is reasonably in tandem with the productivity of workers.

If the advantage created by the disparity of exchange rates is to diminish in the years to come, the Philippines' edge has to be found in higher labor-productivity efficiency.

The Philippines can attain higher quality of labor through upgrading the level of education which directly relates to productivity as well as through developing responsible unionism. It is noteworthy that a comparative study conducted by the Philippines' National Wage and Productivity Board on workers' productivity in the region, the country is clearly trailing Thailand. 

On the labor front, complaints of radical union activities that disrupt factory production have been almost non-existent in Thailand, while in the Philippines, radical union activities and subsequent disruption of production are constant cause of concerns and headache for Japanese locators and other foreign companies.

We understand that there is a growing recognition among senior officials of the Department of Labor and Employment of the need to nurture "responsible unionism." We welcome this recognition and are hoping that it will permeate in the country.

Political resolve and policy consistency:
Strong political resolve is the key in bringing about better education, which provides higher productivity of workers, and developing responsible unionism. Coherent and consistent policies need to be sustained across different administrations over a period of at least 10 to 15 years. Political opportunism, driven by short-term gains without coherent direction, is undeniably a major country risk when foreign investors look at possible destinations.

Welfare, benefits and work conditions:

The Philippines and Thailand almost square off with each other in terms of level of practice of welfare and benefits for employees of Japanese companies (manufacturing).

In terms of employment mode, Thailand has a simple system of  (1) regular employees, (2) contractual workers and (3) casual workers. In the Philippines, the mode is somewhat complex and diverse: (1) regular employees; (2) casual workers; (3) contractual workers; (4) project-base contract workers; and (5) seasonal workers.

The two countries are almost identical in terms of legally mandated work hours, number of days on paid leave and national holidays. However, Thailand is somewhat higher than the Philippines in terms of holiday work differentials and separation pay.

Thailand has higher regular overtime rates and holiday work overtime rates with 50% up and 200% up respectively. In the Philippines, overtime pay formula varies in many ways from regular day-off to special holiday rates. A simplified formula is desirable.

In the Philippines, non-working holidays has been frequently declared particularly since the beginning of this administration. Manufacturing companies need to make annual plans way ahead. Non-working holidays, neither pre-planned nor predicted by the government, disrupt planned production, shipment and work schedule. In terms of production, work schedule and shipment, Thailand is far more predictable and stable. 
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2: Investment Incentives:

Tax holiday:

The study found the Philippines and Thailand almost evenly attractive in terms of tax holiday, although incentives of Thailand are simpler and appear better suited to the needs of investors.

In the Philippines, the Omnibus Investments Code of 1987 and the Executive Order 226 stipulate (1) income tax holiday of either 4 years to industries with the non-pioneer status and (2) 6 years to industries with the pioneer status with possible extension to maximum 8 years. 

Other incentives include exemption from import duty of capital goods, such as tools and machinery, and raw materials for export production.

In Thailand, its BoI grants tax holiday of 3 up to 8 years, depending on the operations of registered companies regardless of domestic or foreign origin. Import duty exemption is also provided on capital goods as well as raw materials for export production. 

Thailand has an edge over the Philippines in (1) tax deduction of operational losses for as long as 5 years even after tax holiday has been expired and (2) tax deduction of investment costs, such as construction and other pre-operational costs.

Philippine issues:

The Philippines needs to carry out expeditious reforms in the following 5 issues.

1. Simplifying and harmonizing procedures of registration:

In Thailand, the BoI is the sole government body under the Office of Prime Minister authorized to approve incentives, whether applicants are domestic or foreign corporations.

On the other hand in the Philippines, there are the BoI, the Philippine Economic Zone Authority (PEZA), Cavite Export Zone Authority (CEZA), the Clark Development Corporation (CDC) and the Subic Bay Metropolitan Authority (SBMA). A new investor would find it confusing to judge which authority to approach. 


  Simplicity and speed in approval of incentives are important aspects , to 

  which foreign investors pay attention.

2. The Consolidated Investment and Incentive Code (House Bill No. 3295):

Apparently there is awareness within the Philippine government that  the mode of incentives needs to be simplified and streamlined. The House of Representatives has passed the HB3295 (The Consolidated Investment and Incentive Code). However, the Senate has yet to deal with the issue.

  It needs to be emphasized from investors' point of view that any reform in the mode of incentives should not result in curtailment or cancellation   of those that are already in place.

3. Constitutional constraints:

Elimination of 40% limit on foreign equity participation in some sectors, particularly in businesses for Philippine domestic market, will be a vitally important incentive to new foreign investments.

Prohibition of foreign ownership of land is one more issue of frustration shared by many foreign investors in the Philippines.

In contrast, Thailand does not impose limit on foreign equity participation on foreign companies approved by its BoI. Moreover, the BoI approves land ownership of 100% foreign manufacturing companies.

  Some Japanese companies point out that Thai government revised its BoI program in 1998 to allow foreign ownership of land and 100% foreign capital participation, and as a result, the country has been able to develop an attractive domestic market, including vast supporting industries. 

  An opinion has been voiced recently among some Japanese businesses that good supporting industries are drawing more Japanese investment  

  into Thailand, which has a possibility of becoming a regional R&D center. 

Elimination of foreign equity limit was an important agenda for discussion during negotiations for the Japan-Philippine Economic Partnership Agreement (JPEPA). Full elimination of foreign equity limit, if instituted, would be the most major driving force for the Philippines  to further attract foreign investments. We hope that full elimination will be achieved through continuous discussions at the High Powered Committee, upon the effectutation of JPEPA. 

With regard to the proposed amendment of the Constitution, serious and constructive debate to amend economic provisions, such as foreign ownership of land and other various conditions laid upon foreigners, should desirably proceed and should not be overshadowed by political debate on amending the form of government.

4. Industrial Policy:

The Philippines in its industrial policy has been reasonably successful in expanding Export Processing Zones through PEZA, thus foreign direct investments have flown into the country, creating job opportunity for workers and contributing much to the country's export earnings. Macro-economic conditions have improved accordingly.

When we look at domestic industries in the country, however, not many of them are successful and sustainable. We gather that this peculiar state of domestic industries not being sustainable may have to do with the government unwittingly giving more importance to export-oriented industries than to domestic industries.

It is very important for us to mention at this juncture that the Philippine BoI has been working very hard to encourage domestic investors to invest and we have seen some achievement there so far. Nevertheless, it is very unfortunate to observe very few domestic industries are successful in the Philippines unlike in Thailand.

For example, in the automotive industry in Thailand, there are numerous resources available locally to supply various materials and parts and other related materials to automotive manufacturers. This makes Thai-made automobiles more competitive in both domestic and export markets. Those local suppliers in Thailand are given almost the same level of tax incentives as those offered to export-oriented industries. Other examples may include motorcycle and electric appliance industries in Thailand.

In conclusion, the Philippines may need to undertake education, dissemination and orientation of potential domestic investors, together with encouragement of necessary tax incentives, in order to foster and grow more reliable domestic supporting industries that can provide full logistics backup to major industries, such as automotive, motorcycle and electric appliance. By doing do, we can envision more investment flowing into the country.

It is noteworthy to mention in this respect that some quiet, but steady efforts are being made by the Employers Confederation of the Philippines (ECOP) to conduct training programs partly funded by the DTI for local parts and materials suppliers to improve their productivity to service major industries. This ECOP - DTI program has to be highlighted more across the industries in the Philippines, so that the country's supporting industries attain satisfactory level of quality in their products and services. 

5. Japanese-Language Proficiency of key investment officers:

  Eight of 12 staff 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;



 --------------------------



   3: Tax system:

Tax system is a major point of country review in planning investment in overseas.

Highest corporate tax:

Philippines' corporate tax rate, already the highest in the ASEAN region at 32% before tax reforms, further went up to 35% on November 01, 2005, against 30% of Thailand. It is normally the corporate tax the government tampers with when it wants to increase its revenue. However, since the Philippines does not have significantly competitive local industries and depends on foreign investment for industrial development, the government should be fully aware of the risk of being perceived to be "business UN - friendly" by foreign investors. Under the current plan, the Philippine corporate tax rate will go down to 30% in 2009, but it will take more time to reverse the negative perception it has created.

VAT - 70% cap:
The value added tax (VAT) rate of the Philippines is now at 10%, against 7% of Thailand, and is likely to go up to 12% beginning February 01, 2006. 

As international financial institutions have pressed for VAT Law reforms, foreign corporations have generally accepted VAT increase on ground that there is no better alternative to balance the country's national budget.

However, the 70-percent cap on output VAT is the most business-unfriendly attachment to VAT law reform. 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.

VAT refund:

VAT refund is another area of striking difference between the Philippines and Thailand.

VAT refund is also a major issue for the Japanese Chamber of Commerce, Bangkok. Its members say they are complaining that VAT refund takes as long as one (1) year. 

In contrast, in the Philippines, some applications filed by Japanese companies in late 1990s for VAT refund remain pending even today. This presents a picture of stark contrast between the two countries in terms of unsettled balance of VAT paid and VAT refunded. The JCCIPI came to know of this contrasting situation when its delegation met with its counterparts in Bangkok.

Delay in VAT refund to export-oriented companies is a clear disincentive against foreign direct investment and should be corrected expeditiously.

Tax administration:

One more issue that shows the contrasting difference between the two countries is the perception among Japanese companies on fairness and transparency in tax administration.

Representatives of Japanese companies operating in Thailand complain very little about revenue collection practice on the part of the government except some procedures on customs clearance that may need more transparency. In the Philippines, many foreign companies perceive lack of transparency and unfairness in tax collection. While foreign companies, including Japanese companies, pay correct amount of their corporate tax, it is a general perception among them that tax evasion cases of Filipino companies have  never ceased to exist, causing insufficient revenues and national budget deficit. Transparency and fairness in tax administration are the issues to be addressed urgently.
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4. Infrastructure:

Infrastructure is the most important factor when foreign companies operating in Southeast Asia evaluate a country's environment of investment. A recent survey of Japanese companies in the region showed a general evaluation that Thailand is well ahead of the Philippines in the development of electric power, water and sewage system, telecommunications, roads and ports. In our comparative study, too, the Philippines is way behind Thailand in almost all vital infrastructures such as roads, ports, airports and electricity, which are indispensable to production and transportation operations of foreign investors.

The following examples may highlight difference in infrastructure development of the two countries:

1. Share of investment in infrastructure in GDP:

Thailand has been spending 5~6% of its GDP to develop infrastructure, while in the Philippines, investment in infrastructure has been 2~3% of its GDP.

2. Development of tollways and pavement of national roads:

In Thailand, tollways extend as long as 333 km. In the Philippines, toll-way extension is only 146 km. Ninety eight percent (98%) of national roads are being paved in Thailand, while in the Philippines, 70% of its national roads are paved.

3. Railway transport:

Thailand reports transportation of 54.13 million passengers by its railway system in a year. The Philippines' National Railway (PNR) carries only 3.88 million passengers a year.

In Thailand, freight trains carry a total load of 11.40 million tons of cargo in a year. In the Philippines, the PNR's cargo load is zero (0) since it has stopped freight service.    


In terms of mass transit in national capital region, 700,000 people use the system in Bangkok daily while in Metro Manila, authorities report 800,000 passengers a day. In Bangkok, projects to extend its subway and sky train systems are clearly moving and the daily load of passengers of its mass transit system will likely surpass that of Metro Manila as projects to extend mass transit system here are barely moving.

4. Handling of export- and import-container cargo at ports:

In Thailand, the only two major ports, Crontoy Port and Leam-Chabang Port handle 4.6 million TEU while in the Philippines, container cargo handling in all ports totals only 2.06 million TEU.

5. Airport of the Capital Region:

In the capital area of Thailand, Don Muang airport handles 30 million passengers a year, the second largest capacity in Asia next to Haneda Airport of Japan, and development of a second airport to raise the capital's capacity to handle 45 million passengers a year is now at its final stage. 

In the Philippines, it is only the Ninoy Aquino International Airport (NAIA) that handles 13 million passengers a year. 

6. Electricity:

Electric power generation in Thailand totals 24,805 MW, while in the Philippines, its total electric power generation is 15,548 MW. Per capita power generation is 394W in Thailand and 194W in the Philippines, or less than half of Thailand.

Electrification is 84% in Thailand. It is 79% in the Philippines. Loss in transmission is 7.6% in Thailand. It is 12.4% in the Philippines.

As shown in the list of examples above, it may be difficult to expect the Philippines to catch up with Thailand in infrastructure development in a short time span. Nevertheless, there are some areas of infrastructure development the Philippines can expeditiously implement. The JCCIPI would like to recommend following areas for expeditious implementation in the Philippines. We would also like to emphasize that local and foreign business communities, including JCCIPI, continue to watch if the government of the Philippines commits itself to infrastructure development and to the speed of its implementation.

JCCIPI's recommendations:

1. Early infrastructure development in priority areas:

In Thailand, the Eastern Seaboard development was a major drive for economic growth, attracting massive influx of foreign direct investments. With concentration of automotive industries, the country is aiming to making the Eastern Seaboard "The Detroit of Asia." 

Like Thailand, the Philippines needs to concentrate its resources on the early development of infrastructure along the Subic - Manila - Batangas Main Logistic Corridor.

In particular, the government needs to oversee the early completion of:

(1) Full highway link of the South Luzon Expressway and Southern Tagalog Arterial Road (STAR) connecting Manila and Batangas City (Calamba - Sto. Tomas and Lipa - Batangas City); 

(2) Improvement of Alabang Viaduct;

(3) Construction of the Subic-Clark-Tarlac highway corridor;

(4) Development of Subic Bay port facilities; and

(5) Second Phase of the Batangas Port Development project.

It is very important that the government should publicly commit itself on the operational time table of these infrastructure programs.

2. Prevention of delay in infrastructure projects:

A large number of government projects of important infrastructure development, including ODA projects assisted by international organizations and bilateral aid agencies, is considerably delayed. Delays in government projects, closely monitored by international organizations and aid agencies of donor countries, indicate that private-funded projects may well be easily delayed or even abandoned in the country. The government should be aware that the enthusiasm of the private sector to invest is very much dependent on the government's strong determination to implement the basic infrastructure projects without delay.

Lack of national budget and coordination among government agencies  are the major causes of delay. Based on selection and concentration for 　the most efficient use of government fund, there should be 100% budget allocation to priority projects. We would like to see more aggressive presidential leadership in coordination among government agencies.

We understand that in Thailand, there has never been a case where a priority project, once decided by the government, has been delayed due to lack of budget and that the office of prime minister undertakes strong  leadership in coordinating with government agencies..

3. NAIA 3:

The problem of NAIA-3 is more than a simple failure of a privatization project. The issue has become the symbolic failure of the Philippine government in developing the private infrastructure projects in the country. Because of its location being at the front gate of the country, its failure has been successful to attract foreign media. 

  The government should recognize strong voices among private sector that　without solution to the NAIA-3 problem, private investment in future infrastructure projects in the Philippines is highly unlikely. With highly possible adverse psychological impact on foreign investors in mind, the government should seek expeditious and appropriate solution of problems related to the NAIA-3 concessionaire and early opening of the terminal. 

Inability of the government to publicly announce the time table for its opening is simply too serious to be overlooked.

4. Development of industrial waste treatment facility:

Lack of industrial waste treatment facility in the Philippines is creating a  problem for private businesses which are ready to comply with environment laws and regulations. This is the issue foreign businesses in the country have repeatedly requested the government to address for 

years. The JCCIPI has appealed for development of such facility to two successive Secretaries of Environment and Natural Resources before the 

incumbent DENR Secretary Michael Defensor gave his nod in general.

Thailand already has a world-class industrial waste treatment facility since early 1990s. A company to treat hazardous waste was established under the Thai government initiative and partially with the government investment. It is now operating smoothly. The Philippines should develop a reliable industrial waste treatment facility, like the one we saw in Thailand, through government funding at the soonest possible time.


5. Electric power sector:

Thailand has never experienced electric power shortage. There has been no warning of the power shortage in Thailand either. The Philippines has been warned of looming shortage of electricity in 2008 to 2009. The warning itself drives away foreign investment. The government needs to lay down its plans of power generation and transmission and officially assure that there will be no resurgence of electric power crisis by speedy implementation of the plans.

In addition to unstable power supply, one of the most serious issues is extremely high level of electricity rates, which are almost double the rates in Thailand. In Thailand, electricity rates are 6 cent/kwh for both industrial and non-industrial consumers. In the Philippines, they are 10 cents/kwh for industrial consumers and 11 cents/kwh for non-industrial consumers. This issue may not be solved soon, but on the long-term, the country needs to realize a more competitive electricity rate system not only to attract foreign investments but also to give better life to Filipinos.

The government says it is committed to privatizing the National Power Corporation as a central feature of the power sector reform. But the NPC privatization is considerably delayed and as a result, the "Open Access" that would be triggered when 70% of NPC's generation assets are privatized now becomes a future dream.  

The 70-percent target needs to be reviewed and the government should accelerate the NPC privatization in order to implement the open access, preferably setting a fixed date.

As many potential investors have pointed, power off-taker risk remains to be one of the fundamental problems before they make an investment decision to acquire NPC assets. In this respect, present EPIRA is the law that does not attract investors' interest. Thus, EPIRA may as well be revisited for amendment to reflect some of the points raised in Senate Bill No. 1929. 

6. Environment Issues in the National Capital Region:

  Traffic congestion, air pollution and garbage of Metro Manila are   already beyond tolerable limit and are now a major discouragement to foreign direct investment and country's tourism. 

  Cost of doing business is increased by slow movement of people and goods due to heavy reliance on road traffic as a result of insufficient mass transit system in Metro Manila.

  Congested traffic causes air pollution, which deteriorates residential environment of people, including expatriates of foreign companies. About 

  6,000 tons of garbage are being discharged daily in Metro Manila, but only 4,500 tons are being collected and the rest are dumped into rivers. 

  Pasig River has virtually become a garbage dump site.

Traffic congestion, air pollution and garbage problem are projecting a   hopelessly negative image of the country to foreign investors and  　tourists. These problems undoubtedly push up the cost of investment in 

the country and further erodes its status as a destination of investment.

  Bangkok, Thailand, had a similar negative situation 10 years ago. Today, 

  however, mass transit system, including subway systems, and a garbage 

  treatment facility are in place somehow.

In the Philippines as well, development of mass transit system in Metro 

Manila will be possible not by whole privatization but by split of work between the government and private sector, where the government plays a more dominant role.  

  On the garbage problem, the government should expeditiously develop 

  an environment-friendly facility equipped with appropriate incinerator.

7. Issues related to private investment in infrastructure projects:

There are two characteristics related to private investment in infrastructure projects in the Philippines. One is the mere fact that a number of cases is delayed in project implementation, such as NAIA-3, MRT-7, LRT Extension, expansion and connection of SLEX and STAR to   name a few. The other issue is the government's failure to comply with its　own agreement with private investors in the framework of privatization.

When any private infrastructure development project becomes difficult to implement due to the reason attributable to private proponent of the project, the government should take firmer position and should not delay 

the project, but cancel its concessions with such private investors and undertake the project itself. 

The government, therefore, must work out some mechanism that would allow it to take over the project immediately in case of delay caused by private proponents of the projects.

In the absence of this mechanism, indecision or hesitation on the part of 

the government on this problem most likely ends up with private investors selling out their concession rights to some other private proponent in total disregard of the progress of the projects. 
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5. Foreign Exchange Control: 

How liberalized or controlled in trade and foreign exchange is another area of serious concern for foreign investors. An investor normally wants to know (1) whether holding or possession of foreign currencies is freely allowed, (2) whether trade settlement through foreign currencies is approved or permitted through simple procedures, (3) whether dividends can be remitted to home country and (4) whether foreign money initially used in investment can be later brought home.

Our comparative study in the Philippines and Thailand shows following features of the two countries:

1. In spite of some differences in system and practice, sense of burden in compliance is almost equally shared among Japanese businessmen operating in the two countries;

2. Foreign currency-based business transactions appear to be more liberalized in the Philippines than in Thailand. Unlike in Thailand, the Philippines does not imposes strict regulations on foreign currency deposit as well as compulsory conversion to local currency, and this is a merit for export-oriented industries in the Philippines;

3. For domestic market-oriented foreign companies, it is a cumbersome toil to obtain approval of Bangko Sentral Ng Pilipinas (BSP) for each purchase of foreign currencies with the Philippine Peso. While in Thailand, this procedure is similar but less troublesome, this regulation needs to be liberalized in order to facilitate business.

4. The BSP has gone through a series of addition, amendment and supplement of its rulings in relation to foreign currency control. Numerous rulings and amendments are prone to vagueness and ambiguity that cause confusion and misunderstanding.

Based on these findings, it is advisable that the Philippines maintain its current principle of liberalized foreign currency-based business transactions and that the Central Bank conduct review and item-by-item reconstruction of current rulings in a simple language to avoid misunderstanding. 
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