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The ASEAN-Japan Centre (AJC) held a seminar entitled “Changing Trade and Investment Landscape in ASEAN and the
Philippines” on September 29, 2017 at the Makati Diamond Residences in Manila, in association with the Department
of Trade and Industry (DTI) of the Philippines. The seminar consisted of two (2) parts; Part I focused on Non-Equity
Mode (NEM) of international trade, while the Global Value Chains (GVCs) in ASEAN was covered as the topic for Part II.
The seminar was organized following the recent issuance of the papers on NEM of trade in the Philippines, and GVCs
in the Philippines and in the ASEAN as a whole. The AJC invited Philippine policymakers as well as private sector to the
seminar; and policy recommendations were discussed considering how NEM of trade and GVCs could contribute to the
Philippines economy and how the country can maximize the benefit of NEM and GVCs.

Is it time to rethink
PH views on trade
and investment?

What are GVCs and NEMs ?
Global value chains (GVCs) are states of international production where the different
stages of the production process are located across different countries.
Non-equity modes (NEMs) of international production are forms of production not
through parent-subsidiary transactions, but through contract manufacturing, services
outsourcing, contract farming, franchising, licensing and management contracts.
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ASATAKA Fujita has been around. He is a 31-year veteran of the
United Nations, with stints as economist and then head of the
Investment Trends and Issues Branch of the UN Conference on
Trade and Development (Unctad). Since 2015, Fujita has been serving
as secretary-general of the ASEAN-Japan Centre (AJC). He says he will
bank on his experience at the UN to offer “a more relevant, impactful,
efficient, high-quality AJC.”
When he speaks, it is with a quiet confidence that
can’t help but command attention. After all, his
worldview is just that—an enviable vista of the macro
environment, afforded by years of literally taking in a
global perspective.
On a recent trip to Manila, he pitched the related concepts of Global Value Chains (GVCs), and Non-Equity
Modes (NEMs) of production.
The pitch certainly begs the question: is it time for the
Philippines to rethink how we view trade and investment?
AJC makes a compelling case—at the very least—to
stop and reflect.
What is the AJC?
The ASEAN-Japan Centre was established in 1981,
following an agreement establishing the ASEAN Promotion Centre on Trade, Investment and Tourism between
ASEAN members and Japan. It has a four-fold mandate:
1) promote exports from ASEAN to Japan,
2) accelerate investment flows between Japan and
ASEAN,
3) vitalize tourist traffic between Japan and ASEAN, and
4) expand exchanges of persons between Japan and
ASEAN.
AJC has been described as being founded to realize the
Fukuda Doctrine, in reference to former Japanese Prime
Minister Takeo Fukuda, who in a 1977 visit to Manila,
famously pledged that his country would build a relationship of “heart-to-heart understanding” with Southeast
Asia, and that they would deal with ASEAN memberstates as an “equal partner.” The Fukuda Doctrine is the
principle of Japan-Southeast Asian diplomatic relations.
As part of its activities, AJC conducts research and policy analysis. A focus for the Centre has been the relevance,
impact and patterns of value-added trade and global
value chains (GVCs) in select industries across ASEAN.
Last July, AJC released the paper Global Value Chains
in ASEAN: The Philippines, focusing on the country; in

September, it published Global Value Chains in ASEAN:
A Regional Perspective.
The Unique ASEAN Flavor
to Bloc-Building
In an interview prior to AJC’s presentation of its papers
and findings, Fujita noted that the ASEAN experience in
building its regional grouping was “quite unique. ”
According to him, ASEAN “evolved with the active participation of the private sector,” prompting government
to institutionalize Southeast Asian cooperation; in other
blocs, it was government taking the lead.
Changing dynamics
Fujita reflects that when AJC started, the relationship
between ASEAN and Japan was “not necessarily good,”
with the latter’s dominance in business sparking fears of
“economic occupation.”
These days though, the dynamic of the relationship
has changed.
Simply put, the region has grown. He figures that
ASEAN and Japan will become equals in terms to gross
domestic product (GDP) in the next six to seven years.
“This calls for a new relationship with ASEAN,” he says.
A call for increased Philippine participation
in global value chains
According to Duke University, a value chain “describes
the full range of activities that firms and workers do to
bring a product/good or service from its conception to its
end use and beyond.” A global value chain, is described
by and being “divided among multiple firms and geographic spaces.”
Fujita cites the example of electronics, where research
and development may be done in Singapore; manufacturing, in the Philippines; and marketing, elsewhere.
Each activity is done in the location where it delivers
optimum benefit.
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Source: AJC-UNCTAD-Eora database on ASEAN GVCs.

GVCs are important, as a correlation has been
found between a country’s increased participation in them and a higher economic growth rate.
According to AJC research: “The more that
ASEAN countries have been involved in GVC
participation, the greater the real GDP per capita
attained.”
Fujita says that statistics show that the Philippines is not much involved in GVCs. While it
must be acknowledged that the country’s lack of
road and rail linkages with continental Southeast Asia is a factor, there are other ways that the
Philippines can participate in regional and global
value chains.
Fujita points out that these small and mediumsized businesses can participate—and should be
encouraged to do so.
Turning to Non-Equity
Modes (NEMs) of trade
The Philippines is doing NEM already. AJC
thinks the country should be doing it more.
NEM is jargon for what really is production
under contract; that is, independent companies
doing business, with no equity relationship between them—just contractual ones.
The NEM nomenclature may be new to some
but the concept is very familiar to the Philippines.
It’s what describes many outsourcing relationships, where Company A somewhere abroad asks
an unrelated Company B in the Philippines to
provide services. Yes, many call centers and other
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business process outsourcing (BPO) companies
are examples of NEMs.
How about NEMs for manufacturing? AJC
wants the Philippines to look into this as well.
According to Fujita, the recommendation to go
NEM, recognizes the capability of ASEAN companies to deliver products and services—without
necessarily requiring the investment on the part
of a transnational company. He thinks it’s a winwin situation.
(Not convinced? Think of erstwhile suppliers
of global phone manufacturers, who now are
established brands themselves.)
Risk – and the role of government
Of course, participation in GVCs and getting
into NEMs has its own set of risks. Companies
may be tempted to participate in a “race to the
bottom,” and stay there—keeping their workers
in compromised conditions at the workplace, just
to win contracts.
AJC says government must assert itself with
appropriate regulations, and establish measures such as “model contracts” that must be
adhered to.
In making a pitch for GVCs and NEMs, AJC
seeks to further provide the Philippine government with evidence of its benefits and hopes that
this will lead to policies, as well as their inclusion
in our national development strategies.
“We want ASEAN to grow in sustainable manner,” Fujita concludes.
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Non-equity modes of businesses in the Philippines
By Corazon de Amor

I

N global trade, there is this thing called non-equity mode
(NEM) of trade or production, which does not involve any
equity infusion between participating companies.

NEM is an emerging business arrangement between
firms across the globe, and which has also reached the
Philippines in a big way.
For the Philippines, such international business deals
take various forms. Specifically, these are subcontracting
in manufacturing industries like automobiles, electronics, garments, and designer furniture; outsourcing of
services like in the case of the booming business process
outsourcing (BPO) industry; contract farming like in
banana plantations and food processing; international
franchising in fast food and retail chains; variations of
build-own-operate-transfer schemes in infrastructure
projects; and management contracts, such as in international hotel chains.
Economic boost
A recent study done by the ASEAN-Japan Centre (AJC)
has shown that the Philippines’ NEM of production and
exports have been increasing in the past years, contributing significantly to the country’s economic development.
The AJC says the Philippines’ production under NEM
reached $40 billion in 2016, while the country’s exports
under this modality were pegged at $32 billion, accounting
for 42 percent of the total national exports for the year.
Booming IT-BPO sector
The AJC pointed to the BPO sector, including Information Technology, as “a good example” of NEM activity that
has boosted employment in the Philippines, to the extent
of even potentially outperforming overseas remittance
soon in terms of dollar earnings for the country.
The AJC noted that the IT-BPO sector has employed
1.15 million people nationwide, accounting for 5 percent
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Source: ASEAN - Japan Centre,“ Global Value Chains in ASEAN: A Regional Perspective”.
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Win-win situation
AJC Secretary General Masataka Fujita is pushing Asean
countries like the Philippines to go NEM, thinking it is a
win-win situation.
“Cross-border NEM activity worldwide is significant and
particularly important in developing countries, including
the Asean,” Fujita says. “NEM can yield significant development benefits in terms of employment, value-added,
export generation, and technology transfer, among others.
NEMs can also build on these benefits to support long-term
industrial capacity building in Asean.”
Averting risks of NEM
However, there are downside effects of NEM. “In order
to avoid a similar incident to the Rana Plaza collapse

in Bangladesh in 2013 where more than 1,000 NEM
workers were perished, the governments should place
specific policies for NEM operation before it is too late”,
Fujita says.
The AJC also says one risk in NEM activities is the
seasonality of market demand. It says as TNCs can easily
terminate a contract, long-term business relationship is
forgone, especially when the quality of goods and services
from the local contracting party does not meet the TNCs’
standards or when placing the contract from other countries would be more competitive.
The AJC suggests that NEMs be considered as an
important element of the country’s industrial development policies. One way is by building domestic
productive capacities for NEMs by assisting start-ups
and promoting business networks among local players. Another is by embedding entrepreneurship in
education systems and promoting vocational training
and specialized skills.  
Enhancing technological capacities through research
and development, technology dissemination, protection of
intellectual property rights, and improved access to finance
for NEM firms are also recommended.

Figure 2. Estimated volume of NEM in 2016

Source: ASEAN - Japan Centre, “ Non-Equity Modes of Trade in ASEAN: The Philippines”.

Making global value chains work for Asean’s sustainable growth

Figure 3. Value -added exports from ASEAN, 2013
(Billions of dollars)

62 %

of total employment in the entire services sector and 2.8
percent of total national employment in 2016. As for sales
revenue, the IT-BPO industry raked in $25 billion in 2016,
or 14 percent of the services sector’s gross domestic product
(GDP) and 8 percent of the country’s GDP.
The AJC said the IT-BPO industry had posted a growth rate
of 37 percent from 2005 to 2013, more than double that of
the whole services sector’s 15 percent during the same period.
The AJC has also noted that more and more foreign customers have been placing orders for services from IT-BPO
businesses in the Philippines. It said the country has been
attracting not only foreign direct investments (FDI) from
transnational companies (TNCs) for the establishments of
call centers here, but also NEM services for international
production of companies abroad.

Global hotels
In the Philippines, international hotels are operated
through management contracts, franchise agreements, or
long-term lease on land, where the hotels are built with
foreign equity investments, as Philippine law does not
allow foreigners to own land in the country. Management
contracts and franchise deals are NEM activities.

THE ASEAN-Japan Centre (AJC) issued last
September 1 a study on global value chains
(GVCs) in the ASEAN. The study provides an
in-depth analysis on ASEAN GVCs and practical
advice for ASEAN government policymakers on
how to maximize the benefits and minimize
the risks associated with GVCs in a more
sustainable way.
The study, which is entitled Global Value
Chains in ASEAN: A Regional Perspective, is
one of a 16-paper series on ASEAN GVCs. The
AJC already issued the paper on the Philippines
in July 2017, and 14 other papers would be

produced next. These papers are based on
data on value-added trade that AJC has
been creating in cooperation with Eora and
the United Nations Conference on Trade and
Development (UNCTAD).
Major findings of the study include the
following:
ASEAN GVCs can contribute significantly to the region’s economic development. ASEAN value-added in exports created
in a country (domestic value-added – DVA)
contributed nearly 35 percent to the region’s
GDP in 2013 (figure 4). DVA is the part of

exports that contributes to own GDP.
GVCparticipationbyASEANisthesecond
largest in the world, only next to EU.Valueadded exports from ASEAN amounted to $1,418
billion in 2013, 38 percent or $532 billion of which
contained imports from other countries, leaving
62 percent or $886 billion for the value created
domestically (figure 3). The value of imports
integrated into a country’s own exports is called
foreign value-added (FVA), corresponding to
the upward part of value chains. Among those
foreign inputs used for ASEAN exports, the most
important source country until the beginning of

the2000shadlongbeenJapan,followedby
the United States. However, both countries
have lost importance in contributing to
ASEANexportssincethemid-2000s.Instead,
the shares of ASEAN and Chinese inputs
used in their exports have been increasing.
Exports from ASEAN can also be
used as intermediate products in other
countries’ exports. This downward part
of value chains is also an important
indicator of GVCs. Combining the upstream part and the downstream part
(domestic value-added integrated into

Value -added

Source: ASEAN - Japan Centre,“ Global Value Chains in ASEAN: A Regional Perspective”.

Source: ASEAN - Japan Centre,“ Global Value Chains in ASEAN: A Regional Perspective”.

PH urged to raise GVC participation
THE ASEAN-Japan Centre (AJC) has found the Philippines’ participation in
global value chains (GVCs) dismal, thus, it recommends increasing it for a
more balanced economic development.
In a new study, the AJC said the country’s buoyant economy is being
sustained by a mix of production, consumption, and infrastructure booms,
made possible by massive foreign direct investments (FDIs).
But the AJC said the FDIs would have redounded to more economic
benefits for the country if the local manufacturing sector—which
includes the electric and electronic industry—had even more global
value-added.
“The Philippines’ largest exporting industry—the electrical and electronics
equipment industry—has missed an opportunity to forge GVCs, as foreign
investment has been used instead for the purpose of import-substitution,”
the AJC study said. “Even if it substituted imports for direct production by
foreign firms, it would have been possible to source parts and components
not only from foreign markets but also domestic markets, even though
for the latter, the country would have needed a strong base of supplier
networks—which it lacks.”
Production growth potential
The study cited automobiles for example. It says the number of vehicles
produced in the country is some 100,000, “a number dwarfed by those of
Thailand and Indonesia, which produce two million and more than one
million automobiles, respectively.”
The study pointed out that the large difference was due to several
factors, including networks of suppliers of parts and components. The
AJC says that while Thailand already has more than 2,400 suppliers,
the Philippines has not established much yet. It says, however, the
government’s Comprehensive Resurgence Strategy (CARS) Program
could help make the Philippines a major destination for car production and sale.

Value-added exports
The Philippines’ value-added exports in 2013, including domestic purchases
of foreigners, were $130 billion (figure 6). One-third of this, the AJC pointed out,
was foreign import content, a figure lower than the average share in the ASEAN.
Unlike the reported export figures ($70 billion), value-added figures take
due consideration of services sector’s contribution to exports which seem to
be large in the case of the Philippines, reflecting the country’s recent serviceoriented economy. Therefore, value-added exports are much larger than the
reported export figures.
Under the manufacturing sector, the electric and electronic equipment industry enjoys the highest foreign value-added, unlike the automotive industry.
Strengthening GVCs
According to AJC, the Philippines’ industrialization strategy played a role in
lowering the use of GVCs, particularly in the upstream part of the production
supply chain. Raw materials and production phase are the upstream parts of
the supply chain. Downstream means closer to the end-user of the product.
The AJC study says the Philippines has the potential to strengthen GVCs
with both the ASEAN and non-ASEAN economies, given its strong relations
with the US, Japan, the ASEAN countries, and, increasingly, China.
Striking a balance
The study says policies striking a balance between manufacturing and
services development are needed to form production chains that impact
economic growth.
The AJC says there is a need for a shift towards more manufacturing activities that can also corporate high-technology and IT-related services products

other countries’ exports – DVX) gives
the total participation in GVCs. This
participation level of 65 percent is
the second largest among regional
groups in the world (figure 5). Twothirds of ASEAN exports are associated
with GVCs.
Participation in GVCs involves
costs. The contribution of GVCs to
sustainable development may be limited
if the GDP contribution is small because
of large FVA and if the countries are
locked into low value-added activities.
Based on the findings, AJC proposes
a general policy framework with the
following elements for promoting
ASEAN GVCs:
-- Embedding GVCs in overall development strategies and industrial
development policies;
-- Enabling GVC growth by maintaining a conducive trade and investment
environment and by putting in place
infrastructural prerequisites;
--Building productive capacities
in local firms;
--Mitigating the risks involved in GVC
participation, which requires a strong
environmental, social and governance
framework; and
--Aligning trade and investment policies, which implies the identification of
synergies between the two policy areas
and in relevant institutions.
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developed in the Philippines.
It says the government can create and increase benefits from GVCs by attracting investments, particularly in automobiles and electronics.
It pointed out, though, that opportunities also abound in raw materialsbased industries, such as food processing, which have strong GVC linkages.
Empowering small businesses
As described by Duke University, a global value chain can be “divided
among multiple firms and geographic spaces.”
In order to strengthen the relationship between GVCs and economic
growth, Fujita says the country should tap, encourage, and empower its
small and medium-sized enterprises to take advantage of GVCs. All this,
he adds, can be incorporated in the country’s economic development
path. 				
CORAZON DE AMOR

To download the NEM and GVC research papers and other publications issued by the AJC,
please visit the website at http://www.asean.or.jp/en/ajc/about/publications.html.

