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Competition against others naturally requires berarking, and in a race of countries for
recognition, it is to benchmark oneself againsséhaith comparable attributes in the context of the
relevant community.Competitiveness implies elements of productivificiency, and profitability.

But it is not an end in itself or a target. It igpawerful means to achieve rising living standaads
increasing social welfare — a tool for achievinggets.” This is the definition put forward by the
Competitiveness Advisory Council to the Europeam@ussion in its 1995 report, and which the
AIM Policy Center believes is a good definition base it goes to the positive fundamental reason
for competing — to improve the human condition.isTik the reason the AIM Policy Center
continues engaging in competitiveness studiessiot to rank or study the ranking of countries or
cities for the sake of ranking, it is to spur aities that will lead to economic growth and thus
contribute to the public good. The WCY rankings,dt the criticisms hurled by those who cannot
believe the sad news they portend, provide evidendle most critical areas that require
government intervention, and is especially necgsshere intervention must be laser-focused
because resource are extremely tight. This isdhee that the AIM Policy Center sees in the

World Competitiveness Yearbook (WCY). The Polign@r understands that even while the areas
of greatest uncompetitiveness that the WCY wilhtifg might actually be improving on an

absolute basis, it also means that the rate ofawgment is not good enough, and that this slow rate
of improvement means a country is relatively beiragged downward.

The World Competitiveness Yearbook, the produdhefinternational Institute for Management
and Development of Lausanne, Switzerland ranke®®Hikppines 4% out of the 57 countries it
studied. Essentially, the study concluded thataimk of the Philippines remained unchanged from
last year when viewed in the context of a poolatfans that the IMD studies over the year.
However, when viewed in the context of the rankeathA nations, the Philippines made a
significant slip — from second to the last in AB@&cific, to rock bottom. Indonesia outranks the
Philippines, jumping 9 notches from%place out of 55 countries last year, t8%4place out of 57
this year. East Asian countries that were not metlin the study were Vietnam, Cambodia,
Myanmar, Brunei Darussalam and Papua New Guinea.

Since 1997, AIM Policy Center has contributed ®WCY as the Philippine local research partner
albeit in a limited way — it is the local reseapartner of the IMD who collects hard data for the
WCY, identifies a pool of respondents accordintheWCY qualification requirements, and sends
survey forms to these respondents. Hard data @&raat from international, national and regional
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organizations and private institutions whose dataaaceptable to the IMD. Both the Policy Center
and the IMD collect the data and in case of doitil,the IMD that has the final say on the
acceptability of the hard data. The survey is cateilamong executives in top and middle
management (CEOs, CFOs, department heads, enteepsertc), who work in a business related
environment, with international experience, anarfr@ cross-section of the business community in
each economic sector - primary, manufacturing andces. The Policy Center does not have
information on who actually sent their answersM®! It also does not participate in the
processing of the data or the determination ohtleéhodology and applicable formulas. These are
done by IMD researchers, who explain their methogipin the WCY Report and which
methodology can be read online at
http://www.imd.ch/research/publications/wcy/uplaadthodology. pdf

Succinctly, the methodology applied by the IMD ssfallows — it identified 4 competitiveness
factors affecting nations’ competitiveness: (1) E@mmic Performance, (2) Government Efficiency,
(3) Business Efficiency, and (4) Infrastructuree$a factors have 5 sub-factors each. These 4
factors and the 20 sub-factors are then deternbged85 hard data indicators and responses in 110
survey questions, coming up with 245 criteria #r& computed for their standardized value, the
standardized values are indexed, and then the mesiare ranked. Additionally, the 84 other hard
data criteria are individually ranked to providekground information only but are not included in
the aggregated score that determines the sub-féatbor and overall rankings. At the end of the
process, there are the “Overall Scoreboard,” thavi@etitiveness Factor Rankings,” and “Sub-
Factor Rankings.”

In order to achieve the goal of identifying critieaeas for Philippine government intervention -—
the Center had to identify from the 329 criteriaandhthe Philippine government and the private
sector must focus their attention on. But analyzireg329 criteria is a long and pain-staking
process in itself, so the Center focused its atterdn the where Philippine sub-factor rankings
were very low. The Center had to have a first $@nalysis for any audience to chew on, so it
decided that it would create graphs to track Ppiifip performance vis-a-vis two countries in Asia —
China whose export and production performanceeitastout with very complicated human, social
and environmental problems, and Indonesia whorad#ibnally been considered as an inferior
economic performer vis-a-vis the Philippines andwhderwent the same kind of political turmaoil
as the Philippines. Some criteria were also chadedhck Asia-wide performance for some
criteria.

Last Monday, July 13, 2009, the AIM Policy Centezgented its first set of analysis at its annual
“State of Philippine Competitiveness National Coafeee.” The overall view was presented by
AIM President Felipe Alfonso, and the criteria autb-factor level analyses were presented by Dr.
Joseph Lim of the Ateneo de Manila University, adtant of the Policy Center for this limited
purpose and the undersigned. The full set of ptaten slides can be found at the Policy Center
website at www.policy.aim.edu. Allow me to highiigust a few to indicate areas where there
must be urgent and adequate reversal of the dowdslide to uncompetitiveness.



Labor Productivity, the Dependency Ratio
and the Youth Unemployment Problem

Philippine Labor Productivity is second to lastisia, bettering only Indonesia. The Philippines
has the worst dependency ratio in Asia, and iofalhe WCY countries has practically the worst
dependency ratio. It also has the worst youth uheyngent score in all of Asia, with the possible
exception of India who was not given a score fag thiterion. The following charts show the three
tables and graphs of the three criteria.

Table 1. Labor Productivity (PPP), 2000-2008.
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Table 2. Dependency Ratio, 1995-2007.
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Table 3. Youth Unemployment, 1998-2008.
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Figure 1. Labor Productivity (PPP), 2007-2009 UFrgg2. Youth Unemployment, 2007-2009
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During the open forum, objections were raised on laor productivity is computed. Reference
was made to the fact that our skilled workers aghlit sought abroad because of their productivity
thus their continued deployment and the feedbagdngio the PEZA Director-General that PEZA
locators continue to rate Philippine workers as rgnibe best. Unfortunately, this macro approach
of computing labor productivity by dividing GDP Kye number of the employed sector is the usual
approach to computing labor productivity. The hitgployment rate of Filipino OFWs and the
satisfaction of PEZA locators cannot of course d&ygtured by the study for the reasons that: (1)
national labor productivity is being measured g of output within the Philippines, not Filipino
labor input in foreign economies, and (2) the PEE&ferience only points to the phenomenon of an
island of labor excellence in a great mass of widesmd unemployment. Those two criticisms of the
WCY labor productivity in fact are helpful to emgee the fact that the Filipino worker,
individually, can be a very excellent and produetivorker, when placed in a foreign setting or
when working in a zone like the PEZA. It shows ti#lte structural impediments in the wider,
normal economy are therefore removed, Philippiberdgroductivity can shoot up.

The Philippine dependency ratio at 61.66% means$etware being expected to support too many.
Those considered employable (15-64) are expectedport too many infants, children and the
elderly. Consider the health care requirementb®fiependent population and one can imagine the
overwrought burdens that every employable Filigias to shoulder. Consider the level of
unemployment then this dependency ratio translatesa nightmare of a situation. This can explain
why for the ordinary Filipino, overseas employmesrthe only answer to the burdens of supporting
too many children, parents and unemployed relatives

Youth unemployment at the alarming rate of 28.2686the population between 15-25 years of
age) means that our young people, including ouwtgates are not finding enough work. This is the
population group that can be exploited by sociatalalizers in other countries such as cultural or
religious militants and hate crime groups, andnaost vulnerable to the influence of illegal drug
syndicates, prostitution rings, and petty crimes.

Enrollment Rate, Pupil-Teacher Ratio
Knowledge Transfer and Requirements
Of Competitiveness

The Philippines has the worst pupil-teacher ratitoskcondary education in Asia, and together with
Indonesia has the worst rate of secondary schaollerent also for the same region. It has the
second —worst pupil-teacher ratio for primary ediocain Asia, besting only India.



Table 4. Pupil-Teacher Ratio (secondary educati®()2-2006.
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Table 5. Pupil-Teacher Ratio (primary educatiofQ22006.
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Figure 4. Pupil-Teacher Ratio (Primary) , 2007-2068ure 5. Pupil-Teacher Ratio (Secondary),200092

When it came to respondents’ views, the Philippiiaesd dismally having almost the same score as
Indonesia and China when the proposition was stdteel educational system meets the needs of a
competitive economy.1t only shows that the content of Philippine edigial programs and the
delivery of such content do not correspond to #gpirements of fostering a competitive economy.
It signals a significant disconnect, especiallysidaring that the score of Singapore was double
that of the Philippines and India with Malaysia’asifty percent better than the Philippine score.
There is a bright spot, however, when it came $poadents’ views of company-university
collaboration. Executives in the Philippines gauseter score to the proposititiinowledge

transfer is highly developed between companiesuaincersities”than the scores that China,
Indonesia, Thailand and even Korea got. The Philggpwas outrated only by the raters in
Singapore, Malaysia, Hong Kong, Taiwan and Indlas Tmheans that on a relative basis, companies
in the Philippines see better value in universdya@tion or collaboration than companies in half of
Asian countries do.

Table 6. Educational System, 2004-20009.

The educational system meels the needs of a compelitive economy.

Values 2004 2005 2006 2007 2008 " 2009
China Mainland 4 .06 3.17 3.82 473 4.39 2.80
Hong Kong 5.14 5.79 6.52 5.96 5.88 5.83
India 6.74 6.20 6.52 5.73 5.38 6.07
Indonesia 3.17 3.00 3.29 3.76 4.00 3.76
Koreca 3.92 4,00 147 4.22 .08 4.38
Malaysia 075 . 6.28 6.29 0.42 06.24
Philippines 4.42 4,56 4.28 3.43 4.45 4.03
Singapore 176 1.37 804 84 823 8.20
Taiwan 5.98 5.68 5.49 545 5.42 .30
Thailand 4.45 4.609 4.60 3.82 4.83 4.58
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Table 7. Knowledge Transfer, 2004-20009.
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Figure 6. Educational System, 2004-2009 Figure 7. Knowledge Transfer, 2004-2009

Least Competitive Basic Infrastructure: Distribution
Infrastructure, Water Transportation, Energy Infras tructure

To the propositiofiThe distribution of goods and services is gensralfficient,” respondents in

the Philippines gave the worst score in all of Agid0 out of 10). Compare this to Indonesia’s
4.47, China’s 6.76 and the leader Singapore’s 8[®ithe propositiofiWater transportation

(harbors, canals, etc.) meets business requirenfietite Philippines, together with India and
Indonesia got practically the same bottom-cellatindction. India, while still a cellar-dweller, has
improving scores over time, while Indonesia andRhéippines are not getting improved scores.

To the propositionEnergy infrastructure is adequate and efficjethie Philippines got the lowest
score together with India and Indonesia and whidtigpine score had not been improving over
time. These very low rankings, together with thet that the Philippines has the lowest rank (57 out



of 57) for expenditure for basic infrastructureagsercentage of GDP explains why we are lowest in
the sub-factor basic infrastructure (also 57 ot

Table 8. Distribution Infrastructure, 1996-2009.
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Table 9. Water Transportation, 1997-2009.
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Table 10. Energy Infrastructure, 2002-2009.

) 1 149/4 <4/ 9/

IM D WCY Executive Opinion Survey based on an indexfrom O to 10

# P WS &ININH) &+H(+H) , - ]

Source: Copyright © 1989 — 2009, IMD Internation&lorld Competitiveness Center, www.imd.ch/wcc

Figure 8. Distribution Infrastructure, 2004-2009 Figure 9. Water Transportation, 2004-2009
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Bad Scientific Infrastructure

The Philippines got the lowest score (4.13) in oese to the proposition thécience in schools is
sufficiently emphasizedar lower than China’s (6.11), Indonesia’s (5.44)l Thailand’s (4.61),
and half of the score of leader Singapore (8.3@)YHhE propositioriBasic research does enhance
long-term economic developmenttie Philippines got the second lowest score imA&i38), just a
little better than Indonesia (4.00). The Philipgineext to India also got the lowest percentage of
internet users using as source the Computer IndAstranac. The scores in this last criterion is
ironic, considering that India and the Philippiaes the global leaders in business process
outsourcing. It only highlights that connectivifgy both countries, are in locations specifically
serving the needs of the global community and destnating high levels of connectivity, without
relation to the poor level of internet connectivatiythe rest of the population. As with the scigati
infrastructure, the Philippines ranks'56n R&D expenditure (as percentage of GDP), next to
Indonesia, addressing that the government musigeawore efficient budget for S&T and R&D.

Table 11. Science in Schools, 1995-2009
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Table 12. Basic Research, 1995-2009
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Figure 11. Science in Schools, 2004-2009 Figure 12. Basic Research, 2004-2009

Outperformed by Indonesia; Getting Left Behind by Improving China

Country Credit Rating, Foreign Investment
Inflows, Image Abroad

The Philippines had the worst country credit
rating and investment risk scores in 2008, with
Indonesia getting ahead of us in the same year.
For 2009, the Philippine image abroad also
garnered the worst score, with Indonesia aga
overtaking us. The proposition wéakhe
image abroad of your country encourages
business developmentThe scores (0-10)
were for the Philippines a “3.12” (down from
4.09 in 2008), for Indonesia a “4.65” (up from

n

3.56 in 2008).
Figure 13. Image Abroad, 2007-2009

Table 13. Image Abroad, 1997-2009.
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Institutional Framework

The Philippines since 2004 has not crawled ouheflow percentile ranks (45 below) of the WCY
countries in the area of institutional frameworkddnesia on the other hand, has started to show
dramatic improvements. The Philippines is at th@&2entile rank foadaptability of government
policy to changes in econorfor 2009 (from a peak of 48 in 2006 and a 7 peileedrop from
2008, while Indonesia is at its peak at the 65¢mile rank, jumping 43 percentile ranks in two
years. For theffective implementation of government decisaitsrion, it is at the dismal 7
percentile rank, while Indonesia is at its peak®fpercentile rank, jumping 39 percentile ranks in
two years. For the criterion @fhether the bureaucracy is a hindrance to busieessity, the
Philippines remain at the low 12 percentile rardt, much changed from before, while Indonesia is
at 37 percentile rank having improved dramaticsaihce its 2005 low score of 15 which rank
peaked at 56 in 2008. On tagistence of bribing and corruptipthe Philipines has declined from
its already low percentile rank of 7 in 2007 an@&@ a percentile rank of 4 in 2009, while
Indonesia, which had a lower percentile rank ttenRhilippines in 2007, shot up to 16 percentile
rank in 2008 and saw a slight decline to 14 in 2008hould be noted here that Indonesia has
outperformed even China in the criteria of the bumacy’s role in business activity and the
existence of bribery and corruption.
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Health

Together with Indonesia, the Philippines is spegdiery poorly for health, and is not doing well in
the area of infant mortality. Indonesia is the Ietvgpender on health per capita (at the lowest
percentile rank) while the Philippines is just d t@provement (at 4 percentile rank). The raw data
for both criteria shows improvements in absolutsbers. However, Indonesia seems to be making
headway and may catch up with us soon, as it isngethe Philippine score in 2009, improving its
percentile rank by nearly 2. The rate of improvetregrindonesian raw data numbers show an
annual average growth rate from 2003 to 2006 of id&%ealth expenditures vs. the Philippines’
10.4% and a faster rate of decline in infant ma#b.4% vs. the Philippines’ 3%.) A
disaggregation of the Philippine national healtboamts shows increasing reliance on out-of-pocket
payments which means that the poor who comprisajarity of the population are being left to
answer for the larger share of their medical expgnand of course, in absolute numbers, these
figures would be very dismal (bottom 30% of houdétspent a meager PhP 2,600 per year for
health in 2006).
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Common Denominator and Numerator in Sub-Factors shaing
Uncompetitiveness: (1) Unmanaged Population Growth
and (2) Poor Expenditure Levels.

In the analysis of the criteria and the sub-facstiewing greatest weaknesses in Philippine
competitiveness, one common denominator/factordsta: the Philippines’ high population level
and the proportion of dependents vis-a-vis the eggtile population. As earlier discussed, a
specific population level was the denominator (wagkpopulation) for labor productivity, for
youth unemployment, and for the dependency ratits ®f course is also the denominator for the
rate of enrolment (for secondary age population)the pupil-teacher ratios. This also is a factor
for the poor Philippine infant mortality rate. Besa the denominator is so large to begin with, of
course, the computational outcome would be dismal.

On the other hand, the very small numerator of edjteres (over GDP) for the following: (1)
health, (2) basic infrastructure, (3) and R & Damiethat our sub-factor rankings in those areas



would also be pulled down, in addition to the vpopr ratings given by Philippine-located
executives to the relevant survey questions.

The Porter Diamond Model and
What Could Have Happened Right in Indonesia

The philosophy behind the Porter Diamond Model afibhal Competitivenedsissumes

intelligence and strategic thinking by key actershe economy: firms, cluster of related and
supporting industries, and a pro-active governméeassumes dynamism, that things are never
constant, and that traditional factor conditior@d, labor, natural resources, location, popul&tion
do not constitute the real factor conditions; thatbetter approach to understand competitiversess i
to distinguish general factors (which can be sadjré®m key factors and focusing on the latter in
order to sustain competitiveness. He also emphasitated and supporting industries’ connectivity
in information and support for each others’ golls.also emphasizes the importance of vibrant
demand conditions requiring constant competitiom@gncompanies who have the same markets.
All of these can be encouraged by government wagtright mix of policies actually implemented.
However, government can also hinder them. Thesssite thought in Porter's model were picked
out to drive home the central message for Govertintigat if Indonesia could jump as much as 40
percentile ranks in terms of some competitivenegsrian in a matter of 3 or 5 years, and shoot up
to number 41 from number 52 in a year, it is beeamnething very dynamic, something akin to a
“tipping point” has happened in Indonesia. It can dsing the work of Porter, that the Indonesian
government acted “as a catalyst and challengehipgsnd encouraging companies to raise
aspirations and move on to higher levels of conipetiess” (paraphrased). From the evidence in
the institutional framework indicators, it appetrat it was able to do this because it demonstrated
to the Indonesian public that it was willing toaeh and hold itself accountable to the people. And
the business executives responded, by showingnaatically increased level of confidence in the
Indonesian government’s role in fostering business.

To be a catalyst, the government must inspire tamaspire, the government must be credible. |
think this is what happened in Indonesia.

Recommendations and Conclusions

Dr. Joseph Lim and the undersigned, drew manyaglednclusions and recommendations in the
discussion of the various indicators in the presto last July 13 at the SMX Convention Center.
Symbolically, the conference venue was a compliméttie SM Investments Group who, if the list
of largest malls in the world were to be a guidehe “Most Competitive Mall Developer in the
World.” This article will be our first opportunittp integrate our recommendations delivered that
day in addition to further insights we have inclddle this article. Allow us to note that the
Philippines fared relatively well in the aspecboiiness efficiency, except for “labor productivity
and efficiency” (5% rank). Again, another bright ray of hope. Perhig@overnment were to
communicate by concrete actions that it is readctas a catalyst to spur business activity, and
that it will be an effective implementer of socistygecisions, business will respond, as long as the
costs and burdens that impede the latter’s aldigompete (poor infrastructure, bureaucratic

| ®_Michael E. Porter (1990T;he Competitive Advantage of Nations, New YBr&e Press




bureaucracy, bribery and corruption, and governrmaargsponsiveness to the changing economic
landscape) were to be removed.

These are some of our key suggestions:

(1) Address urgently high and unmanaged population troate;

(2) Investin backward regions to generate GDP growthiaprove income levels across all
areas and to encourage out-migration from over@tedIcities, ensure GDP growth in all
regions is higher than growth in work force;

(3) Link economic development plans more closely wittal development plans to
encourage synergy of efforts and multiply impact;

(4) Invest more significantly in basic infrastructuimprove distribution network, improve
water transportation modes for goods, on the ledsadong-term and fully-implementable
infrastructure development plan with bias for tle@mpand the poor regions;

(5) Prioritize availability, reliability and reducingst of energy;

(6) Reuvisit industry development planning and emphasieating sideways linkages and
backward integration among related and supportsins;

(7) Invest more significantly in basic education, réing more competent teachers,
emphasizing the sciences, and examining the coatehtlelivery of the educational
system for compatibility with needs of a compeg&teconomy, create incentives to
encourage enrolment and retain students, and es$tabbre quality schools in poorer and
more backward areas;

(8) Inventory the state of R & D by government andgheate sector, update the data on the
same, rationalize R & D plans so that basic re$edirectly supports economic
development;

(9) Improve quality of scientific and technical knowtgd including computerization of
schools, and encourage application of scienceestthblogy by all sectors, including by
NGOs;

(10) Emphasize jobs-creation and reverse the witheriniggomanufacturing sector from the
flood of tariff-free, near tariff-free and smuggledports;

(11) Spur robust domestic demand for investors, whdtrergn or local and stabilize factors
that led to investment decisions to locate in théifpines in the first place;

(12) Enhance education and skills training programsg@afly among youths, and match these
programs with actual employer and business needs;

(13) Improve market access for Philippine exports ofdgoand services (not people);

(14) Harness foreign exchange inflows, including from\V@&; to support investment
requirements;

(15) Accelerate technology transfer to Philippine-bafsexals;

(16) Improve political stability, minimize conflicts amg actors in the economy (including
from government), encourage transparent publicapeipartnership, play no political
favoritism among business personalities;

(17) Remove corruption, improve government efficienayd ancrease transparency, improve
government procurement processes;

(18) Improve fiscal management, including revenue rgigrograms through improved tax and
customs collection and implement sound expendfitmgrams;

(19) Ensure consistent high growth.

The above is indeed a long list but Indonesia @vimg that even in as little as 3 to 5 years, an
economy can see signs of significant improvemegbmpetitiveness. What is needed is a



leadership that is credible, that can inspire, kizet laser-like focus on removing development
roadblocks such as inefficiency, corruption andtjpal favoritism among businesses, while
tenaciously implementing sound fiscal and develaprpelicies.

-End -



