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Abstract

This thesis evaluates the comparison between Chimawnship and Village
Enterprises (TVES) and Philippines’ Small and Mediinterprises (SMEs). TVEs and
SMEs are considered “economic equity” programdeftivo countries that serve both as
a fiscalizer of the adverse effects of rapid urbation and as poverty alleviation industry,
more specifically in the rural areas. Both ecoromeyuities play an important role in
Gross Domestic Product (GDP) contribution and egmplkent rate. Although the two
countries differ in some aspects, the author coeth@wo regions from each country,
namely Guangxi Zhuang Autonomous Region in Chimh@®CSKSARGEN Region in
the Philippines, to situate the shared commonalgied differences that may affect their
economic performance. From the data gatheredretbearch proceeded to evaluate the
reasons for the slow growth of SMEs in the Philigs as compared with the TVEs in
Mainland China. The rural industrialization wagwed from the perspective of three
important factors: societal, economic, and govemtnp®licy support. After examining
these three factors, China’s TVEs proved to be essfal because all the three factors
have been favorable to them. On the Philippinédé,sdespite all the government
support and economic opportunities attendant tsuith as its richness in natural
resources and good trade access to major foreigketsathere seemed to be sluggish
economic growth brought about by societal factike inassive poverty in the rural areas,
lack of skills and entrepreneurial capabilitiesd ather factors such as the prevalence of

armed conflicts between the government and thewsaithreat groups in some regions.

Vii



Furthermore, this paper has driven home the pmnéxhaustively shown in the
discussions in Chapter 4 that - “the more succésShina’'s TVEs and Philippines’
SMEs are, the better for the rural developmenthefdountry”. China has proven this
after the 1978 reforms when in 1990 TVEs dramdyticalse 13 times more from its 1979
level - that is from 1.4 million to 18.5million. KIS included other factors of growth like
output value, employment and taxes remitted. Wihiefeatures of the 1978 reforms -
open door policy, decollectivization and decentation, among others, were macro
policies which fertiled the soil for rural industlization in China, its TVEs growth was
in a SULNAM (Spontaneous, Unorganized, Leaderlddsn-ideological, Apolitical
Movement) phenomenon. Thus, it was more of sdcatd economic factors with the
local government providing the policy support. ©ntbly, it is one of the strong pillars
of China’s economic growth and social-equity coasilg that 800 million of the 1.3

billion population of China is in the countryside.
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CHAPTER 1

Introduction

A. Background

Development is the most important challenge fa¢chghuman race and it could
mean differently to many people. However, for mags of this paper, development is
operationally defined as the “process of improvihg quality of human lives”. It
encompasses the three facets of the developmeregz@s follows: a). raising people’s
living levels — their incomes and consumption Ievafl food, medical services, education,
etc. through relevant economic growth processes;clgating conditions that are
conducive to the growth of people’s self-esteenough the establishment of social,
political, and economic systems and institutiorsg ffromote human dignity and respect;
and, c). increasing people’s freedom by enlargirggrange of their choice variables, as

by increasing varieties of consumer goods and cesVi

Development in a more encompassing sense goes dhelienprovision of the
minimum basic needs and also includes the strengteof institutions as well as
systems that support the transformation procéssimre challenging however in the
development sphere is the purposive focus on deatlopmerit The broad spectrum of
rural development activities include: small farmexgricultural progress; the provision

of physical and social infrastructure; the develeptrof rural nonfarm industries; and the

! Michael P. TodarcEconomic DevelopmefiiNew York: Addison Wesley Publishing Company, 6
edition, 1999), p. 685

2 Speech of President Fidel V. Ramos on Philipp@80 at the National Defense College of the
Philippines, 1998

% In some literatures and articles is synonymousigrred to as countryside development.



capacity of the rural sector to sustain and acatddhe pace of these improvements over

time?

Rural industry has been an important part of Clsimgonomy for centuries, but it
played an especially important role during the galége of TVESs, from 1978 through
1996. During this period TVEs played the catalytite in transforming the Chinese
economy from a command economy to a market econo8yringing up in the rural
areas, which were much less rigidly controlled ttiencities, the entry of TVEs provided
competition to state-run industrial enterprises anove the process of marketization
forward in the entire economy. TVEs increased Irimaomes, absorbed rural labor

released from farms, and helped narrow the urbeal-gap.

TVEs had a special distinction during this periodcduse of their unusual
ownership and corporate governance setup. Origmander the rural communes, most
TVEs were collectively owned: TVEs thus presenteel tinusual spectacle of publicly
owned enterprises growing rapidly and providing tbempetitive challenge that
dissolved the monopoly previously held by publi@is-run) enterprises. A diverse set
of TVE models adapted to a range of different cbods and ended up fundamentally

changing nearly every part of the Chinese ecorfomy

Beginning in the 1980s, China’s reform leaders pegively internationalized

the rural areas around major coastal cities, eafhgan the key delta regions. Township

* Todaro, pp. 699-700
® Barry Naughton, “Rural Industrialization: Townshipd Village Enterprises” ifthe Chinese Economy
Transitions and Growth(London, England: The MIT Press, 2007), p. 271



and village enterprises (TVEsS) penetrated globakketa. The number of these
enterprises surged, and they grew rapidly to adctunwell over half of national rural
output. They thus quickly became more importaantfarming in the rural economy,
and they facilitated the relocation of labor outagfriculture. By the early 1990s, they
accounted for over 30 percent of total nationakgnealue of output and over a quarter of
export earnings. They had thus become one of t& dynamic sectors in the Chinese
economy and a major force for structural change.addition, the fact that they were
operating outside the state plan meant that they \akso an important element in the
“privatization” of the Chinese economy. The deyah@nt of rural enterprises has thus
been one of the most distinctive features of ecoaasform and economic growth in
China over the past decade. As China’s reformdveydhey have the potential to

generate further growth and chahge

TVEs underwent a further dramatic transformatioterafl995-1996. Most
obviously, TVEs privatized. A range of differemichl approaches were used, but the
result was that by the new millennium, TVEs hadargdne a dramatic conversion to a
mostly privately run ownership structure. The owgh@ transformation is best
understood in the context of large changes in tleadl economic environment in which
TVEs operated. After the mid-1990s, TVEs were ddrcto undergo substantial
restructuring. Product market competition inteeslif and credit became scarcer and
more expensive. Newly private TVEs responded éseélpressures, but some firms went

out of business, and the collectively owned TVEa®eshrank. Overall, the ability of the

® Chen Chunlai et al., ‘Rural Enterprise Growth iRaxrtially Reformed Chinese Economy”Rural
Enterprises in ChinaiNew York: St. Martin’s Press, Inc., 1994), p. 4



sector to absorb rural labor declined. TVEs tofdae significant challenges, but TVEs
overall have continued to grow and evolve and @kenew roles in China’s economy.
Rural industries today are less tied to their lagavernment and community, and are

rapidly taking new forms and roles.

Rural household businesses were very importanthina’s traditional economy,
leading it to be called “bottom heavy” becausehaf preponderance of small, household-
based, flexible, and market-oriented productiortsunRural households spun and wove
cotton, raised silkworms, and reeled silk thredeytcured tobacco, milled grain, and
made noodles. Households made mud bricks and hembdr, carted goods to market,
and ran shops and businesses. Most of China’kargas were knit into a dense web of
markets and sideline occupations. The most impbrtanagricultural undertakings were
handicraft operations processing agricultural goadd converting them into market

goods.

The organic link between growing and processingcafjural product in the
countryside was broken under the command econovifaen the state established its
monopoly control over agricultural goods during ##50s, rural processing businesses
were inevitably cut off from their supplies. Graogotton, silk, peanuts, and soybeans —
the staple supplies of nonagricultural businessegere taken by the state immediately
after the harvest. In fact, during the 1950s thentryside became de-industrialized. As

the rural population was organized into agricultullectives, nonagricultural

" Naughton, p. 272



production declined, and the state itself took axenially all manufacturing productidn
Of course, these policies were an integral pathefcreation of the command economy

system.

The harmful effects of this policy on the rural @sewere soon evident.
Household income declined in commercialized ruralaa where a high proportion of
income previously came from sideline activitiesont® formerly prosperous, densely
populated regions found they had difficulty suppatlarge populations on the tiny
amount of agricultural land available per capitdany specialized handicrafts fell into
decay as state factories moved into mass product®ne among the many strands of
policy during the Great Leap Forward was an effiartchange the overwhelming
dependence on agriculture in rural areas by crg&@wmmunes and encouraging them to
engage in a wide range of nonagricultural undemgki Under the new Communes,
villages were encouraged to start factories andstcoction teams, as well as service
undertakings of all kinds. But the drain of manpovirom agriculture proved to be
disastrous, especially in the less developed poagn Virtually all these Commune-

sponsored enterprises shut down during the tenpibd-Leap crisis in 1961-1962.

A second attempt to develop rural industry occurdhaing the Cultural
Revolution era. After 1970, during the Maoist “nésap forward”, the government
encouraged a new wave of state-sponsored ruraktinglization under the rubric of

“commune and brigade enterprises.” This time, vaae taken to avoid the problems that

8 Fei Hsiao-t'ungRural Development in China: Prospect and Retrosp@ticago: University of Chicago
Press, 1989)



crippled the GLF. Movement of workers out of agliare was carefully controlled;
rural industries were tied to the agricultural eotlves; and rural industries were
constantly exhorted to “serve agriculture.” Thenoounes and brigades that had been
organized during the GLF served as platforms falustrial development and rural

industry began to revive rapidly during the 197fder Cultural Revolution era policies

This 1970s rural industrialization was very differefrom traditional rural
industry, which had primarily processed agriculkypeoducts. The new exhortation to
“serve agriculture” was interpreted narrowly to mesupplying producers’ goods to
agriculture. Policy during the 1970s stressed'Bmee Small Industries”, rural industries
that included iron and steel, cement, chemicalliteat, hydroelectric power, and farm
implements. Rural industries were expected toicafd the heavy-industry-based Big
Push development strategy: the factories were smlallive to urban factories but large
compared to rural workshops and factories in moantries. The Five Small Industries
were all capital-intensive industries usually thiougp be characterized by significant
economies of scalé They did not employ very many workers, relativehe expensive
investment required, and government subsidies \wepsrtant in some sectors. As a
result, through 1978, rural industries did not absa significant part of the rural labor
force, which was still overwhelmingly engaged irriagjture: 90% of the rural labor

force was engaged primarily in agriculture in 1978.

9 .

Ibid, 273
10 Christine Wong, “Rural Industrialization in thedpée’s Republic of China: Lessons from the Cultural
Revolution Decade” in Joint Economic Committee, \L8ngressChina under the Four Modernizations.
(Washington, DC: U.S. Government Printing Offic882), p. 394



Rural industries in the 1970s were a peculiar pcodfi the command economy.
If it had been feasible to integrate rural indesriat that time into the command-
economic system, they would have been, but sinc&t mdustries were low-tech firms
serving a few local customers, it was much moretmal to leave them outside the plan.
At the same time, rural enterprises were firmlycensed in the existing collective
structures in the countryside, as their very nan@mmune and brigade enterprises —
indicated. Workers in rural industry sometimes gaid in work points, and rural-
industry profits were sometimes used to raise tdaevof work points for the collective
as a whole. Revenues earned from rural enterpmsa®e regularly channeled by
community governments to public works and aid-tdedture projects’. In a sense,
rural collectives were being allowed to share imeocof the income-earning potential
created by the state’s monopoly over industry. taGhina was well-known for its
promotion of rural industry, but the type of indystostered was a curious offshoot of
the command economy. As of 1978, China still lacttee dense network of small-scale,
nonagricultural activities that characterize praspe country sides in Asia, but which

China had suppressed in the 1950s.

During 1979 the central government shifted its gotioward rural enterprises in
important respects. The general liberalizatiorthait time included a relaxation of the
state monopoly on purchase of agricultural produailewing more to remain on rural
markets and thus available to rural enterprisespfocessing. The new policy was

“Whenever it is economically rational for agricutili products to be processed in rural

1 Christine Wong, “Interpreting Rural Industrial Grih in the Post-Mao Period” iModern
China (Washington, DC: U.S. Government Printing Offit882), p. 3



areas, rural enterprises should gradually take twermprocessing work”. TVES, since
they were collective firms, were still ideologigalafe: urban firms were encouraged to
subcontract work to TVEs. Once rural industriesenallowed to perform agricultural
processing, they were essentially free to engagehiatever activity they could find a
market for. The highly restrictive Cultural Revtbdun model of rural industrialization
was relaxed, and rural industrialization was peeditin response to multiple market
opportunities. Of course, state firms and statecymement monopolies fought to
maintain their monopolies, and there were policistsvand turns and slow progress in
the sensitive areas. Nevertheless, local goverhra#fitials quickly recognized the
economic implications of TVE development, and beeawmigorous advocates and
defenders of TVEs. Indeed, for many localities EBMvere the only available path out of

poverty.

Between 1978 and the mid-1990s, TVEs were cle&dynost dynamic part of
the Chinese economy. TVE employment grew from 28am in 1978 to a peak of 135
million in 1996, a 9% annual growth rate. TVE valadded, which accounted for less
than 6% of GDP in 1978, increased to 26% of GDP986, notwithstanding the fact that
GDRP itself was growing very rapidly during this j@ek. The growth of nonagricultural
income raised rural incomes and made a contributioshrinking the urban-rural gap.
Not only has TVE growth been rapid, but that grohéls also played an important role in
the transformation of the Chinese economy, as TWiBge created competition for
existing SOEs and served as a “motor” for the entansition process. In industry TVES

presented mounting competition for SOEs throughbet1980s and early 1990s. SOE



monopoly profits were competed away as aggresswiesTdrove price relationships into
line with underlying costs. SOEs had to implemasw incentive programs and improve
efficiency in order to survive in the face of th&H competitive onslaught. In the
foreign trade area TVEs provided opportunities@biinese exporters to move into new
labor-intensive manufactures. In the end TVEsdi@ammed virtually every aspect of the

Chinese econonfs

Township and village enterprises can be likenedht® Philippines’ small and
micro enterprises. These enterprises provideratee livelihood to the millions who
otherwise would be unemploy&d The Philippine government, for some years noas, h
adopted a policy of relying on the private sect®ittee engine of growth. As such, the
government has been getting out of activities which private sector is in a better
position to undertake, and concentrating on imprgvthe business environment to
enhance the competitiveness of its industry angliGes sectors. The government is
giving special attention to the development of @mteneurs and small and medium
enterprises or SME4 SMEs in the Philippines are defined as busiretivities or
enterprises with total assets, excluding land, eclat between PhP1,500,001 to PhP15
million after financing for small enterprises andtween PhP15,000,001 and PhP100
million for medium enterprises. Micro-enterprisegganwhile, are those with total assets,

excluding land, valued at PhP1.5 million or legsrafinancing.

2 Naughton, pp. 274-275

13«Current situation of SMEs and the SME Developntelain,”
http://www.dti.gov.ph/contentment/66/69/files/SMBt faccessed November 24, 2007)

14 Brenda Mendoza and Gilberto Llanto, “SMEs in téliPpines” in Entrepreneurship and SMEs in
Southeast AsigSingapore: Institute of Southeast Asian Studié842, p. 150




In terms of number of workers, micro-enterprises those with less than 10
workers while small and medium enterprises areethegh 10 to 99 and 100 to 199
workers, respectively. Data on SMEs in the Phihpp are sadly inadequate.
Nevertheless, it is estimated that SMEs and miaterprises (excluding cooperatives,
farmers, and the informal sector) account for 9&@at of the country’s total number of
enterprises. SMEs are also estimated to accour@7f@ercent of total employment and
around 33 percent of gross domestic product. pile SMEs are typically family-
owned; domestic market oriented with multi-funcabnmanagement, workers and
equipment; innovative; and use resources more i@ftly than large enterprises.
However, these are usually characterized by lovdytvity, low level of technology
and skills, lack of records and low product qualifjhese also suffer from lack of access
to financing, markets, and information. Given ttigaracteristics and importance of
SMEs and micro-enterprises to the economy, thagpimle government has more often

than not adopted a policy of supporting and prompthe development of SMEs

Efforts to develop SMEs gained momentum in the $96@h the creation of the
University of the Philippines Institute of Small &e Industries (UP-ISSI) in 1966 to
extend assistance to small-and-medium-sized indastrin 1969, the “Magna Carta for
Social Justice and Economic Democracy” was adoptedignify the government’'s
commitment to the development of small-scale inuesst However, it was deemed to
have provided for a limited form of assistance sitcwas focused only the financial
needs of the sector. In 1970, the National CoudociEmall and Medium Industries was

created to “integrate all government agencies eenyi small-and medium-scale

*Ibid, pp. 151-153
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industries and establish guidelines for governnpiicies to ensure the stability and
continued growth” of the sector. The Council weplaced in 1974 by the Commission
on Small-and Medium-Scale Industries which was mesdh Council on Small-and
Medium-Scale Industries (CSMI). The CSMI was elsabd to coordinate and integrate
the policies and programmes of all agencies inwlvethe development of small-and
medium-sized industries to make these more respomsithe needs of said industries. It
was abolished in 1981. It was also in the 1970snndnsupervised credit programme was
implemented by the UP-ISSI and the Social Secu@iystem to provide long-term
financing to small industries and the DevelopmeamiBof the Philippines (DBP) became
the primary institution for financing small-and nm@a scale industries in the rural areas

at very attractive and liberal terms and conditions

With the change in administration in 1986, the diemeent of micro, cottage,
small and medium industries was lodged with the ddpent of Trade and Industry
(DTI), specifically with its Bureau of Small and Bliem Business Development or
BSMBD (which has been renamed to Bureau of Small &edium Enterprise
Development or BSMED) and its Micro Industries Diepenent Programme. Other
programmes and projects were also developed irunotipn with the private sector and
non-government organizations such as the Philip@Buosiness for Social Progress
(PBSP). To spur the rapid development of the rarahs, Republic Act (RA) No. 6810
or the Countryside Barangay Business Enterprisé3BE3) law, also known as the
Kalakalan 20 law, was enacted in December 14, 198% said law was patterned after

the “Law 20” of Italy. It aimed to remove bureaatt restrictions on the setting up of,
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and provide incentives to, CBBEs to encourage tliesgrow in as free an economic
environment as possible, and in the process, eageuhose in the informal sector to join

the formal sector. The Kalakalan 20 law expired.8rDecember 1994.

On 4 January 1991, RA 6977 or the “Magna CartaSorall Enterprises” was
enacted “to promote, develop, and assist smallraedium-scale enterprises through the
creation of a Small and Medium Enterprise Developm@&MED) Council, and the
rationalization of government assistance programares agencies concerned with the
development of small-and medium-enterprises, amdofber purposes.” RA 6977 as
amended by RA 8289 on 6 May 1997 requires banksnid at the minimum 6 per cent
and 2 per cent of its net lending portfolio to sraald medium-enterprises, respectively.
It also created the Small Business Guarantee andn&eé Corporation or SBGFC to
source and adopt development initiatives for gligbabmpetitive small and medium
enterprises in terms of finance, technology, prtida¢ management and business
linkages, and provide, promote, develop and widerbath scope and service reach
various alternative modes of financing for smaldl anedium enterprises, including but
not limited to, direct and indirect project lendingenture capital, financial leasing,
secondary mortgage and/ or rediscounting of loamema to small business,
secondary/regional stock markets. The SBGFC &clattd to the DTI and is under the
policy, programme and administrative supervisiorthef SMED Council. SBGFC was
merged with the Guarantee Fund for Small and Medtmerprises on 30 July 2001 with
the issuance of Executive Order No. 8 and the sumyientity (SBGFC) was renamed

SB Corporation. The merger was made to enablendve organization to be more
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responsive to the credit requirements of the SM&oseand to widen the coverage of
alternative financing instruments needed to maképpime businesses competitive in a

rapidly globalizing environment.

Under the 2001-2004 Medium-Term Philippine DeveleptPlan, the promotion
of SMEs shall be pursued to enhance the competigs® of the industry and services
sectors. In line with this strategy, the Philippi@overnment is working with the banks
to enable the latter to understand and service ngeds of SMEs, and hence be
encouraged to reduce bank requirements and lend ta@MEs. Alternative sources of
financing are being pursued, including guaranteegq@mmes and micro-financing.
Relative to micro-financing, the Bangko Sentral Rgipinas recently opened a
rediscounting facility for banks engaged in micmahce lending. The facility will be
made available to rural and co-operative banks tximize their ability to serve

enterprises that would not otherwise qualify fardit from big commercial banks.

Industry clustering which will facilitate the prewn of cluster-specialized
resources such as technology, skills or networkifrgstructure as well as marketing and
distribution support to SMEs is being promotedrioréase the pace of development of
SMEs in the rural areas. The improvement of faedi of existing provincial SME
Development Centres to enhance their capacity twige SMEs with information,
training and advisory services is being looked alting with the feasibility of putting up
a National Business Registry to track all businisas from start-up to closure and

provide an up-to-date picture of the status andtlon of business establishments at any
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time. The numerous existing training programmesSME entrepreneurs, managers and
workers are being rationalized in co-ordinationhathie private sector to improve content

and delivery as well as to ensure that these aslthesneeds of SME%S

To situate the commonalities and differences beatwtbe two economic equity
programs of China and the Philippines, the socineguc profiles of one of the major
regions of each country, namely, Guangxi Zhuang oAomous Region and
SOCSKSARGEN Region are included in the study. €laind Philippines differ in some
aspects but the two regions selected for compasghare a number of attributes that may

affect their economic performance.

B. Research Motivation

From embracing an alternative socialist systemhm 1950’s to implementing
autarky in the 1960’s until finally opening up teetrest of the world economy in 1978,
China definitely underwent various reforms and eroic policies which shaped the
modern Chinese economy we see today. To some texteforms pushing for
decentralization, marketization, and decollectita largely influence the Chinese
economy into what it looks like today — fueling itgassive economic growth of 9.5%
annually over the past 5 yedts While several studies analyzing the impact oin€se
economic growth on foreign trade relations, pditiand regional security exist, no
literature consciously integrates key elements oflenn Chinese economic reform and

analyzes it as a potential model for economic dmrekent yet. Hence, the purpose of

' Ma. Lucila A. LaparGrowth and Dynamics of Small and Microenterpris@ees Finance MatterPIDS
Working Paper no. 91-12. (Makati: Philippine Ingté of Development Studies, 1991)
"«China to pursue new growth model in years ahe@é Philippine StarSeptember 29, 2006
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this study is to analyze one of the key reformsn@hindertook over the past decades in

the light of seeking opportunities and insightg twuld apply for the Philippine context.

Mao always believed that development will have tartsfrom the farmers. A
product of decentralized economic planning, towpsind village enterprises were small
to medium scale enterprises initiated by farmerugsoto increase opportunities for
earning more income. Decentralized by nature,etreederprises were autonomous in
decision making, pricing, marketing, labor managetnand in closing or merging with
other enterprises as it deems fit. Essentiallynghip and village enterprises opened up
or even fueled development in the rural regionsgretover 800 million Chinese live by
providing an alternative source of livelihood eweithout government direct intervention.
Essentially the first ones to enter the “markett amtiate reform in a socialist economy,
these enterprises were responsible for bringingn@oic development to the bottom as
well. It accounts for 41 percent of contributiam GDP, making it the largest single
group®. No wonder, even the Chinese government admits ttownship and village
enterprises are an important force in promotingrié@ surge in the national economy.”
And even more compelling considering that 800 wmllof China’s 1.3 billion population

lives in the rural areas.

In 2001, SME accounts for 99.6 percent of the totaber of firms in the
Philippines. However, unlike the model of China endin township and village

enterprises account for the largest contributionh® GDP, the opposite is true for the

184sn't China’s Economy State-run?ittp://www.chinainsight689.com/china_economy_staia.htm
(accessed November 24, 2007)
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Philippines, wherein SME accounts for only 32 petcef the value added to GDP.
Comparing to other Asian neighbors, productivityRdfilippine SME does not fare well

at alft®,

China provided an excellent economic developmeradgigm with the TVES in
the core. Essentially, this insight is validateyl the fact that several other nations,
especially the least developing ones, are actyalghing for the development of micro-
enterprises. Development should not just come fitoentop — it should also come from
the bottom. However, this may not hold true fag Bhilippines where there exist fierce
competition and great difficulty to enter the markéolicies, therefore, must focus on
diminishing these barriers to entry in two ways aking capital and information, the two
ingredients of business success, highly availals.to how the Philippine government
will do this will be the focus of this study. Altligh the Philippine government is
exerting great effort to push for the developmerhese enterprises, the challenge is to
keep on improving, such that in the truest sensen@my can be driven from the bottom

as well.

Picking up some lessons learned from an econonaict gh the region is very
logical especially after the pronouncement of threogo Administration in 2002 to go
into deep engagement with China. This policy ptore@ment is coming from the
strategic position of China in the region. Chinal ahe Philippines are geographically

close to each other and share lots of similaritsth sides have great potential in

¥ «Current Situation of SMEs and the SME Developnfelan,”
http://www.dti.gov.ph/contentment/66/69/files/SMBtfaccessed November 24, 2007)
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cooperation in various sectors, such as agricyltiisbery, infrastructure, machinery,

tourism, et®

Figure 1 — Strategic Proximity Map — Philippines —Qina (Source: Center for
Space and Remote Sensing, National Central Univetgj 2001¥*

The configuration of the 7, 107 islands of the iPpihe archipelago is grouped
into three — Luzon, Visayas and Mindanao. The @ugnew up in the biggest island of
Mindanao which is considered to be the richeseims of natural resources. However it
is facing two conflict fronts by both the Muslimcsssionist group and the communist
insurgents. Despite its vast resources 4 outebtRegions which comprise it are ranked
among the pooredt. Hence, the result of this study could be inputthe on-going

refinements in SMEs policies of the Philippines.

2 «gpeech of H.E. Ambassador Song Tao at Guangippinies Trade and Economic Cooperation
Promotion Conferencdittp://ph2.mofcom.gov.cn/aarticle/chinanews/200820880405478128.html

(accessed July 5, 2008)
2L Center for Space and Remote Sensing, Nationat&iniversity, 2001
%2 Mindanao Development Framework, 2004
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Philippines

Figure 2 — The Philippine Map (Source: OP Home, 2@&)*

C. Research Problem and Hypothesis
Hypothesis
The more successful TVEs and SMEs are, the bétterural development of the

country.

China’s rural enterprises are economic entitieal#ished by various levels of
local government in the countryside or by the pe@sthemselves. They may be run by

towns (zhen), townships (xiang), districts (qu)d aillages (cun), or by peasants either as

2 «The Philippine Map” http://www.gov.ph/aboutphil/images/bigmap.(ccessed November 5, 2007)
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individuals, as partnerships, or in cooperationhwtteir village. Their undertakings
encompass all types of economic activity, includaggiculture, industry, construction,
transport, commerce and services. Since Chinasistits provide a breakdown based on
ownership of or responsibility for the assetssitpossible to distinguish between rural
and urban enterprises, because rural enterprigeowaned by the successors to the
commune system and by the peasants while urbarpeses are owned by the various

levels of state government and by urban residénts

It should be noted that the classification of gmtees by type of ownership and
control does not always correspond precisely tasstication by location. In the urban
economy, there are some collectively or privateMned enterprises that are outside the
plan, but their significance is small in urban emmies relative to state enterprises.

Furthermore, some rural enterprises may operate éfose to urban are&ds

Rural enterprises operate outside the state planlike urban state enterprises,
they are subject to “hard budget constraints” iat ttheir owners (the peasants or the
townships) do not have any guaranteed budget indmmeabove. They buy inputs and
sell outputs in free markets, without having tdifiublan obligations to the state. Despite
this market orientation, however, their originstihe collective system mean that they

commonly have a strong linkage with governmentsahship level and belofR

24 Chunlai et al, pp. 8-9
2 |bid, p. 9
% |bid, p. 10
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The total number of rural enterprises increasedver 20 million in 1992, more
than a threefold increase from 1984. Their to#ddor force by 1992 was over 105
million, exceeding total employment in state entisgs. While the number of township
and village enterprises has remained about the sagerethe longer term, employment in
these two sub-categories rose from 28 million i78% 51.5 million in 1992. The
increase in the average employment of townshipwaltaje enterprises from 19 in 1978

to about 34 in 1992 is a significant developriént

Even by 1987, rural enterprises were more impoitarthe rural economy than
was agriculture. Rural enterprises are spreadsaalb the sectors of the economy but, in
1990, 74.1 percent of total output value of allatuenterprises came from industrial
activities. Indeed, their industrial output valaecounted for around one-third of all
industrial output value. In terms of ownershipg #ncouragement given to private and
new types of cooperative ventures since 1978 hastesl a much more complex
economic system. The most dynamic growth has tghaoe in individually owned
enterprises, even though their labor force and tetzenue reflected their smaller size
and lower levels of capital intensity. At the esfdl991, these made up 92 percent of the
total number of rural enterprises, employed ovemp8éfrent of the total workforce, and

produced 33 percent of the gross value of oafput

The growth of township enterprises has also hadigmificant effect on

government budgets at all levels. In 1987, taxi i township and village enterprises

27 |bid, p.11
*Ibid, pp. 12-13
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amounted to 16.81 billion yuan, 7.2 percent of tibtal state budget income of 234.66
billion yuan and 12.2 percent of industrial and coencial tax revenue of 138.07 billion

yuan. By 1992, rural enterprise tax payments hsehrto 47.02 billion yuan, or 15

percent of all tax income and 11.2 percent oftallesbudget income. Taxes on township
enterprises also accounted for a considerable sii@exenue at county level. According
to information from counties in suburban Shangmai e southern Jiangshu where rural
enterprises are highly developed, industrial anchroercial taxes, product taxes and
income taxes from rural enterprises generally mau&0-80 percent of county budget

income in the late 1980s.

Furthermore, from 1980 to 1987, enterprises mytolvnships and villages spent
85.36 bhillion yuan on reinvestment, on supportingri@ltural production, and on
collective welfare activities. This was 9.8 pericerore than state budget expenditure of
77.78 billion yuan on supporting agricultural pratdan and other agricultural activities
over the same period. Apart from formal leviesar@nterprises are also called upon to
make all kinds of informal payments and transfershe local community. The wealth
generated by these enterprises is thus importanimiany aspects of the economy.
Furthermore, this feature of rural enterprises’nexoic significance has continued to

expand as their proportional share in the econoasygnown.

The development of rural enterprises also acdelérthe development of small

towns. From 1981 to 1985, the growth of townsmpegprises led to the establishment

of more than 1300 small towns annually. Once agais figure has to be treated with
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caution since many of these towns may have exigisgliously as commune
headquarters and their reclassification as townsdme extent merely reflects the
administrative reforms that have taken place. Atke rules for reclassification were
changed in 1984 to allow for a smaller proportiomen-agricultural population in towns,
and there are many perceived advantages to loGialatd in gaining the new status,
including additional budget expenditures and tlghts to establish administrative units

associated with town status.

Nevertheless, the growth of rural industries b@sn one of the factors enabling
the reclassification to take place. As a resulttiedse changes, the proportion of
population classified as urban, which had been ug@epercent for most of the period
since 1949, jumped to 32 percent in 1984 and rehaoearly 47 percent in 1987. The
demand for industrial products generated by thesvtn of towns and rural enterprises
also had a feedback effect on urban industry. Atling to one source, in 1987 township

enterprises consumed products worth 30 billion yioam state-run enterpris@s

The above brief analysis has illustrated the dtengaowth that has taken place
in recent years in China’s rural enterprises. d$ lalso demonstrated the burgeoning
significance of those enterprises (a) as an ofdlethe savings being accumulated in the
countryside following the first stages of the refst (b) for the subsequent relocation of
labor out of traditional agriculture; (c) for thendnces of local government, especially

revenues received through taxes and profits; anfb{dhe rate of urbanization.

#Ibid, pp. 10-14
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Small and medium enterprises (SMESs) play a crual@ in the development of
the Philippine economy. They represent 99.6 pérceall businesses registered in the
country and employ 69.9 percent of the total ldbore. In addition, they account for 32
percent of the country’s gross domestic product P Underscoring the importance of
SMEs in the country’s economic growth and developmBresident Gloria Macapagal-
Arroyo has included in her 10-point national depah@nt agenda the creation of 6-10
million jobs in six years, through more opportuestigiven to entrepreneurs, a tripling of
the amount of loans available to SMEs, and the ldpweent of 1-2 million hectares of

land for agri-business.

Prior to the 10-point agenda, President Arroyo ¢eltbd on her administration to
craft the SME Unified Lending Opportunities for Matal Growth (SULONG) program.
The program is geared towards expanding the emderpase by graduating micro, small
and medium enterprises to higher levels of classifon by providing them with more
access to government assistance. “Sulong” is i@ifl word which means “move
forward”, and is an appropriate rallying call by thresent administration to make SMEs

an even more productive sector.

Building on the previous administrations’ efforte develop SMEs in the
Philippines, the National SME Agenda has, as arergssd ingredient, the greater
communication and closer coordination among keyneigs mandated to support SMEs,
resulting in less duplication of efforts and in mocomplimentarily of assistance

programs offered by various government agencies.

30 Medium Term Philippine Development Plan (2006-202005
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Led by the Department of Trade and Industry (Diig program calls for the
concerted efforts of key players in its variousnetats, namely human resource
development and entrepreneurship training, markeeldpment, product development

and technology intervention, advocacy for enabéngironment, and financiry

This thesis is essentially a comparative studyhefrural development between
Mainland China and Philippines focusing on townsdmpgl village enterprises (TVES) and
small and medium enterprises (SMESs), respectivdlige author will examine some of
the factors which contributed to the accelerationthe growth of rural enterprises,
concentrating on the favorable fundamentals thato@raged local governments to
promote that development and the role of the natigovernment itself. Then analyze
these key factors China undertook over the pashdic in the light of seeking
opportunities and insights that could apply for Bialippine context. Specifically, the

research study will seek answers to the followingsgions:

1. What are the factors which contributed to the ghowt TVEs in Mainland
China and what is the current state of TVEs visis ®hina’'s overall
economic growth?

2. Given the fact that the Philippine government recogs the important role of
the SMEs in the economy by giving opportunities foese enterprises
through various support programs, what are theoreafor the slow growth of

SMEs in the Philippines?

31 Rhodora M. Leano, “SMEs in the Philippines"@ACCI Journal, Vol. 1, 2006
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3. In the light of the findings of the preceding rasda questions, what
abstractions of lessons learned for both counames policy recommendation

can be drawn as inputs to Philippine rural develepinpolicy?
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Chapter Il

Theoretical Framework

A. Theories

The Classical Theories

Among the classical political economists the thmeest original contributors to
dynamic theory were Smith, Ricardo, and Marx. Timeoretical contribution of Marx
was, however, so distinctive that it is customarysingle out Marxian theory from the

main body of classical political economy.

Prior to founding of the classical school, anottpeup of economists had, earlier
in the eighteenth century, also studied the prooéssconomic growth. In France the
physiocrats analyzed the scope for advances in totdh output and output per worker,
concluding that these could only be generated ey a@fricultural sector: only labor
employed in exploitation of the land was capablgefierating surplus output in excess
of the value of material inputs and the labor empgtb Expanded agricultural output
leads in turn to an increased supply of food and meaterials to other branches of the
economy, permitting an expansion of manufacturiagpot also; but manufacturing itself
could never generate economic growth, for artissdd to their raw materials only the

value of their own labor.

The physiocrats’ ideas represented a reactionrteagporary economic policy in
France, which discriminated against agriculture levhdeliberately promoting, and

subsidizing, the development of manufacturing. sThwlicy was geared to generating
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national self-sufficiency in manufacturers. In doing it reflected the mercantilist

philosophy of the times.

From the work of Adam Smith — the founding fatluérthe classical school —
onwards, there is a recognition that a growth dyinaran be generated in manufacturing
as well as agriculture: this sector too can geeaadtzances not only in total output but in
labor productivity. The classical, indeed, pereéithe scope for productivity advances
to be greater in manufacturing than in agricult@egd some saw in this fact reason for
considerable pessimism concerning the prospectsstistained overall advances in

productivity and mass welfare.

These developments in perception were associafédd the articulation of a
number of propositions concerning the causes ofirosome of which were completely

new, and with a new elaboration also of the coirgsao growtfi’.

Among the most notable features of classical gnatweories are the following:
1. The importance of market expansion as a stimuldls tmoexpansion of total
output and to raising labor productivity.
2. The importance of profits as the source of finafenew investment, in
contrast to the unproductive use of land rentsthadzero or minimal savings

capability of wage-earners.

%2 Diana HuntEconomic Theories of Development: An analysis oh@sing ParadigmgMaryland:
Barnes & Noble Books, 1989), pp. 9-10
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3. The potential of an agricultural sector dominatgdrénter land owners to
impose a brake on overall economic growth (Ricardo)

4. The need to liberalize trade as a means of enlgut@ market (Smith) and of
permitting the exploitation of comparative advaetggicardo).

5. The importance of technological change in raisigol productivity and in

helping to meet the food and raw material demam@srizing population.

In the early twentieth century Arthur Young tookigdn Smith’s emphasis on the
extension of the market a step further, arguing teahnical innovation can itself
generate an extension of the market through raitabgr productivity and, hence,

incomes and demand.

Turning to Marxian dynamic theory, among the baggints that Marx
emphasizes are the following:

1. The motive force of the capitalist system, and ohthe factors that differentiates
it from earlier modes of production, is the capstés drive to accumulate wealth
through productive investment.

2. Capitalism is based on the antagonistic relatignstitwo classes, capitalist and
proletarian. The former own the means of productiad use the power derived
from this ownership to extract and appropriate kisrpalue from the workers, the
surplus value being used to finance further accatrai.

3. The drive to accumulate leads the capitalist torckeaonstantly for means,

including technical innovation that will enable hita raise his rate of profit
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and/or undercut his competitors. The consequeveldpment of the productive
forces is the positive aspect of capitalism.

4. Meanwhile, capitalist competition also undercutd destroys all backward pre-
capitalist producers (artisans, peasants) as wehaless efficient capitalists.

5. As individual capitals expand, in association wigchnological advance, plant
size rises, and labor becomes more specialized ramtinized and also
increasingly interdependent.  Simultaneously wa@kdrecome increasingly
alienated from the labor process and the capitabsts.

6. The anarchic nature of capitalist competition lemdgeriodic crises caused by an
underlying tendency to a decline in the rate offipeind by recurrent phases of
overproduction and under consumption. In theségerlabor is laid off and
wages fall.

7. As the scope for further uncoordinated developnanthe productive forces
approaches exhaustion, a final crisis will leadwloeking class to appropriate the
means of production and instigate the transitiora toew, egalitarian mode of
production. Lenin, however, provided grounds fouloting whether the colonies
would experience the same pattern of capitalisteldgment as the imperial

powers.

Also in the early twentieth century, Schumpeteugét to make an analytical
break with the classical growth theorists. A cldatinction is drawn between growth
and development: for Schumpeter growth is a slo@ eather insignificant process,

resulting from investment in additional capitaldiced largely by reinvestment of profits.
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Development is an innovatory process. It is tha provides advancing economies with
their real dynamic. The key actors in developman¢ not producer capitalists
reinvesting profits, but the entrepreneurs who @&ec opportunities for using existing
resources in new ways and who organize and implertien exploitation of these
opportunities, and the banks who create the cridit enables the entrepreneurs to
finance new enterprises. In the early stages efitlkdustrial revolution capitalist and
entrepreneur were usually one and the same, bhttimie their functions have become

separated.

These were the main elements of dynamic theotywikee available in the 1940s

and 1950s for the early development economistsaw dpori>.

Leading Theories of Economic Development

Every nation strives after development. Economiogpess is an essential
component, but it is not the only component. Depeient is not purely an economic
phenomenon. In an ultimate sense, it must encenpase than the material and
financial side of people’s lives. Development ddotherefore be perceived as a
multidimensional process involving the reorganatiand reorientation of entire
economic and social systems. In addition to impnognts in incomes and output, it
typically involves radical changes in institutionabcial, and administrative structures as
well as in popular attitudes and, in many casegnemustoms and beliefs. Finally,

although development is usually defined in a nai@ontext, its widespread realization

*Hunt, pp. 34-36
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may necessitate fundamental modification of theerimdtional economic and social

system as wetf.

The post-World War 1l literature on economic deyghent has been dominated
by four major and sometimes competing strands ofight: (1) the linear-stages-of-
growth model, (2) theories and patterns of stratwhange, (3) the international
dependence revolution, and (4) the neoclassicak-fimnarket counterrevolution. In
addition, the past few years have witnessed theganee of a fifth approach that has

been called the new or endogenous theory of ecangrawth.

Theorists of the 1950s and early 1960s viewedptibeess of development as a
series of successive stages of economic growthugiwevhich all countries must pass. It
was primarily an economic theory of developmentwhich the right quantity and
mixture of saving, investment, and foreign aid waiehat was necessary to enable Third
World nations to proceed along an economic growdth ghat historically had been
followed by the more developed countries. Develepnthus became synonymous with

rapid, aggregate economic growth

The Linear-Stages Theory

When interest in the poor nations of the world Iyedlegan to materialize
following the Second World War, economists in thdustrialized nations were caught

off guard. They had no readily available concepaipparatus with which to analyze the

% Todaro, p. 69
* Ibid, p. 70
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process of economic growth in largely peasant, reagrasocieties characterized by the
virtual absence of modern economic structures. tBey did have the recent experience
of the Marshall Plan, under which massive amouritd)&. financial and technical
assistance enabled the war-torn countries of Eutopesbuild and modernize their
economies in a matter of a few years. Moreoves, #vaot true that all modern industrial
nations were once undeveloped agrarian societt&sfely their historical experience in
transforming their economies from poor agricultusalbsistence societies to modern
industrial giants had important lessons for theckveard” countries of Asia, Africa, and
Latin America. The logic and simplicity of thesgot strands of thought — the utility of
massive injections of capital and the historicatgra of the now developed countries —
was too irresistible to be refuted by scholars,itipedns, and administrators in rich
countries to whom people and ways of life in therdWorld were often no more real

than U.N. statistics or scattered chapters in apthiogy books.

A. Rostow’s Stages of Growth

Out of this somewhat sterile intellectual envir@mt) fueled by the cold war
politics of the 1950s and 1960s and the resultorgpetition for the allegiance of newly
independent nations, came the stages-of-growth Imofladevelopment. Its most
influential and outspoken advocate was the Amerieaonomic historian Walt W.
Rostow. According to the Rostow doctrine, the sfdon from underdevelopment to
development can be described in terms of a sefisteps or stages through which all
countries must proceed. As Rostow wrote in thenope chapter of hisStages of

Economic Growth:
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This book presents an economic historian’'s way of genemglitie sweep of modern
history...It is possible to identify all societies in thezonomic dimensions, as lying within one of
five categories: the traditional society, the pre-conditionddke-off into self-sustaining growth, the
take-off, the drive to maturity, and the age of high massuwoption...These stages are not merely
descriptive. They are not merely a way of generalizing certaindactbservations about the
sequence of development of modern societies. They have anlagi@rand continuity...They
constitute, in the end, both a theory about economic gramdha more general, if still highly partial,

theory about modern history as a whole.

The advanced countries, it was argued, had allgqubthe stage of “take-off into
self-sustaining growth,” and the underdevelopednuotes that were still in either the
traditional society or the “preconditions” stagelimnly to follow a certain set of rules of

development to take off in their turn into self4&uIsSing economic growth.

B. The Harrod-Domar Growth Model

One of the principal tricks of development necgsdar any takeoff was the
mobilization of domestic and foreign saving in artte generate sufficient investment to
accelerate economic growth. The economic mechabjsmhich more investment leads
to more growth can be described in terms of theddabomar growth model. Harrod
and Domar have provided a model of growth in whiarate of growth of output which
is warranted is given by the planned savings ratieledl by the planned capital: output
ratio. Since current investment plans are largetiependent of current savings and
consumption plans, there can be no certainty thépud will actually grow at the

warranted rate, for investors may be forced to ftdju unanticipated changes in demand.

33



Such adjustments entail short-run variations in ¢heital: output ratio followed by

adjustment of investment plans.

Both Harrod and Domar were concerned that thengld savings rate “s” in
Western Europe and North America was too high ier maintenance of stable growth,
for actual “s” warranted a long-run growth rateexcess of that permitted by the rate of
growth of the labor force. The physical impos#ipibf carrying out a rate of investment
at full employment sufficient to match “s” wouldrggrate periodic deflationary pressures.
According to the model there are three concepwr@ivth: (1) warranted growth, which
is the rate of output growth at which firms belig¢liey have the correct amount of capital
and therefore do not increase or decrease investngeren expectations of future
demand; (2) natural rate of growth, which is thee @ which the labor force expands, a
larger labor force generally means a larger aggeegatput; and (3) actual growth, which

is the actual aggregate output change.

Two possible problems are observed in an econocoprding to the Harrod-
Domar model. First, the relationship between tttea and natural (population) growth
rates can cause disparities between the two, #ésrdaihat determine actual growth are
separate from those that determine natural growtrctors such as birth control, culture,
and general tastes determine the natural growgh relbowever, other effects such as the
marginal propensities to save and consume influantieal output. There is no guarantee
that an economy will achieve sufficient output gtowo sustain full employment in a

context of population growth. The second problemantdied in the model is the
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relationship between actual and warranted growitli.is expected that output will grow,
investment will increase to meet the extra demarthe problem arises when actual
growth either exceeds or fails to meet warrantexvgr expectations. A vicious cycle
can be created where the difference is exaggebgtettempts to meet the actual demand,

causing economic instability.

Although the Harrod-Domar model was initially desh to help analyze the
business cycle, it was later adapted to explaim@tac growth. Its implications were
that growth depends on the quantity of labor angitak more investment leads to capital
accumulation, which generates economic growth. mMloeel also had implications for
less economically developed countries; labor iplentiful supply in these countries but
physical capital is not, slowing economic progrekess developed countries do not have
sufficient average incomes to enable high ratesaging, and therefore accumulation of
the capital stock through investment is low. Thedelamplies that economic growth
depends on policies to increase investment, byeasing saving, and using that
investment more efficiently through technologicdlvances. The model concludes that

an economy does not find full employment and stgbbevth rates naturaffy.

Structural-Change Models

Structural-change theory focuses on the mechatigmvhich underdeveloped
economies transform their domestic economic strastdrom a heavy emphasis on
traditional subsistence agriculture to a more modenore urbanized, and more

industrially diverse manufacturing and service etop. It employs the tools of

% Todaro, pp. 71-75
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neoclassical price and resource allocation theory modern econometrics to describe
how this transformation process takes place. Twd-known representative examples
of the structural-change approach are the “twoesestrplus labor” theoretical model of

W. Arthur Lewis and the “patterns of developmenthparical analysis of Hollis B.

Chenery.
A. The Lewis Theory of Development
Basic Model

One of the best-known early theoretical modelsi@felopment that focused on
the structural transformation of a primarily subsmce economy was that formulated by
Nobel laureate W. Arthur Lewis in the mid-1950s datkr modified, formalized, and
extended by John Fei and Gustav R#nisThe Lewis two-sector model became the
general theory of the development process in ss#alibor Third World nations during
most of the 1960s and early 1970s. It still hasyradherents today, especially among

American development economists.

In the Lewis model, the underdeveloped economysists of two sectors: a
traditional, overpopulated rural subsistence secharacterized by zero marginal labor
productivity — a situation that permits Lewis t@assify this as surplus labor in the sense
that it can be withdrawn from the agricultural seavithout any loss of output — and a
high productivity modern urban industrial sectotoinvhich labor from the subsistence

sector is gradually transferred. The primary footithe model is on both the process of

37 John C. H. Fei and Gustav Rarii&velopment of the Labor Surplus Economy: TheodyRuiicy.
(Homewood, Ill: Irwin, 1964)
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labor transfer and the growth of output and empleytin the modern sector. Both labor
transfer and modern-sector employment growth avadit about by output expansion in
that sector. The speed with which this expansictucs is determined by the rate of
industrial investment and capital accumulationhi@ mmodern sector. Such investment is
made possible by the excess of modern-sector profier wages on the assumption that
capitalists reinvest all their profits. Finallfhet level of wages in the urban industrial
sector is assumed to be constant and determinadji@en premium over a fixed average
subsistence level of wages in the traditional adfucal sector. At the constant urban
wage, the supply curve of rural labor to the modsator is considered to be perfectly

elastic.

B. Structural Change and Patterns of Development

Like the Lewis model, the patterns-of-developmamalysis of structural change
focuses on the sequential process through which dbenomic, industrial, and
institutional structure of an underdeveloped econ@rtransformed over time to permit
new industries to replace traditional agricultuie tae engine of economic growth.
However, in contrast to the Lewis model and thgional stages view of development,
increased savings and investment are perceivedatigrps-of-development analysts as
necessary but not sufficient conditions for ecorrgrowth. In addition to the
accumulation of capital, both physical and humasetof interrelated changes in the
economic structure of a country are required fog thansition from a traditional
economic system to a modern one. These structimahges involve virtually all

economic functions, including the transformation mbduction and changes in the
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composition of consumer demand, international tremled resource use as well as
changes in socioeconomic factors such as urbanizatid the growth and distribution of

a country’s population.

Empirical structural-change analysts emphasizé lbdoimestic and international
constraints on development. The domestic onesidececonomic constraints such as a
country’s resource endowment and its physical ayplifation size as well as institutional
constraints such as government policies and obgs:ti International constraints on
development include access to external capitabhn@ogy, and international trade.
Differences in development level among developiogntries are largely ascribed to
these domestic and international constraints. Hewaet is the international constraints
that make the transition of currently developinguroies differ from that of now
industrialized countries. To the extent that depilg countries have access to the
opportunities presented by the industrial countagsources of capital, technology, and
manufactured imports as well as markets for exptiesy can make the transition at an
even faster rate than that achieved by the indlistauntries during the early periods of
their economic development. Thus, unlike the eadtages model, the structural-change
model recognizes the fact that developing countass part of a highly integrated

international system that can promote (as welliaddn) their development.

The best-known model of structural change is the based largely on the

empirical work of Harvard economist Hollis B. Chenewho examined patterns of
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development for numerous Third World countries dgrihe postwar pericd. His

empirical studies, both cross-sectional (among t@mat a given point in time) and
time-series (over long periods of time), of cowsdriat different levels of per capita
income led to the identification of several chagastic features of the development
process. These included the shift from agriculttmaindustrial production, the steady
accumulation of physical and human capital, thengkain consumer demands from
emphasis on food and basic necessities to desirediferse manufactured goods and
services, the growth of cities and urban industaepeople migrate from farms and small
towns, and the decline in family size and overalpgation growth as children lose their

economic value and parents substitute child quédidyication) for quantity.

The International-Dependence Revolution

During the 1970s, international-dependence modalsed increasing support,
especially among Third World intellectuals, as sufeof growing disenchantment with
both the stages and structural-change models. ni&asbg international-dependence
models view Third World countries as beset by tosbnal, political, and economic
rigidities, both domestic and international, andgta up in a dependence and dominance
relationship with rich countries. Within this geakapproach are three major streams of
thought: the neocolonial dependence model, theefadsadigm, and the dualistic-

development thesis.

3 Hollis B. CheneryStructural Change and Development Polialtimore: Johns Hopkins University
Press, 1979)
% Todaro, p. 81
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A. The Neocolonial Dependence Model

The first major stream, the neocolonial dependenuadel, is an indirect
outgrowth of Marxist thinking. It attributes theistence and continuance of Third
World underdevelopment primarily to the historicafolution of a highly unequal
international capitalist system of rich country-pomuntry relationships. Whether
because rich nations are intentionally exploitatawe unintentionally neglectful, the
coexistence of rich and poor nations in an intéeonal system dominated by such
unequal power relationships between the center (eeloped countries) and the
periphery (the LDCs) renders attempts by poor natio be self-reliant and independent

difficult and sometimes even impossible.

Certain groups in the developing countries (idolg landlords, entrepreneurs,
military rulers, merchants, salaried public offlsiaand trade union leaders) who enjoy
high incomes, social status, and political powerstibute a small elite ruling class whose
principal interest, knowingly or not, is in the petuation of the international capitalist
system of inequality and conformity by which theg eewarded. Directly and indirectly,
they serve (are dominated by) and are rewardedal®y ihdependent on) international
special-interest power groups including multinagéilboorporations, national bilateral-aid
agencies, and multilateral assistance organizatilkes the World Bank or the
International Monetary Fund (IMF), which are tiegt bllegiance or funding to the
wealthy capitalist countries. The elites’ actiegtiand viewpoints often serve to inhibit
any genuine reform efforts that might benefit thielew population and in some cases

actually lead to even lower levels of living andhe perpetuation of underdevelopment.
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In short, the neo-Marxist, neocolonial view ofdendevelopment attributes a
large part of the Third World’s continuing and wemghg poverty to the existence and
policies of the industrial capitalist countries tife Northern hemisphere and their
extensions in the form of small but powerful elte comprador groups in the less
developed countries. Underdevelopment is thus saenan externally induced
phenomenon, in contrast to the linear-stages amdtstal-change theories’ stress on
internal constraints such as insufficient savingd evestment or lack of education and
skills. Revolutionary struggles or at least majestructurings of the world capitalist
system are therefore required to free dependemt Mibrld nations from the direct and

indirect economic control of their First World addmestic oppressdfs

One of the most forceful statements of the intkonal-dependence school of

thought was made by Theotonio Dos Santsterdevelopment, far from constituting a state of

backwardness prior to capitalism, is rather a consequence and eulparform of capitalist
development known as dependent capitalism...Dependence is a aunditsituation in which the
economies of one group of countries are conditioned byedhelapoment and expansion of others. A
relationship of interdependence between two or more economiEtveeen such economies and the
world trading system becomes a dependent relationship whencmmtries can expand through self-
impulsion while others, being in a dependent positicemy only expand as a reflection of the
expansion of the dominant countries, which may have positiveegative effects on their immediate
development. In either case, the basic situation of dependence taesescountries to be both
backward and exploited. Dominant countries are endowed withhdladical, commercial, capital
and socio-political predominance over dependent countries -othe this predominance varying

according to the particular historical moment — and can therefpieitethem, and extract part of the

“° Todaro, pp. 82-83
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locally produced surplus. Dependence, then, is based upmeamational division of labor which
allows industrial development to take place in some countriele restricting it in others, whose

growth is conditioned by and subjected to the power centtéine avorld'™.

B. The False-Paradigm Model

A second and a less radical international-deperelapproach to development,
which is called the false-paradigm model, attrisutdird World underdevelopment to
faulty and inappropriate advice provided by wellamieg but often uninformed, biased,
and ethnocentric international “expert” advisersnir developed-country assistance
agencies and multinational donor organizations. es€hexperts offer sophisticated
concepts, elegant theoretical structures, and cagaonometric models of development
that often lead to inappropriate or incorrect gebc Because of institutional factors such
as the central and remarkably resilient role oflitranal social structures (tribe, caste,
class, etc.), the highly unequal ownership of laamtl other property rights, the
disproportionate control by local elites over dotiweand international financial assets,
and the very unequal access to credit, these psjidbased as they often are on
mainstream, Lewis-type surplus-labor or Chenergtyiructural-change models, in
many cases merely serve the vested interests stfrexpower groups, both domestic and

international.

In addition, according to this argument, leadingvarsity intellectuals, trade
unionists, future high-level government economiatsj other civil servants all get their

training in developed-country institutions whereyttare unwittingly served an unhealthy

“1 Benjamin J. Coheri,he Question of Imperialism: The Political Econoofifpominance and Dependence.
(New York: Basic Books, 1973)
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dose of alien concepts and elegant but inapplictdderetical models. Having little or
no really useful knowledge to enable them to comngrips in an effective way with real
development problems, they often tend to becom@&awing or reluctant apologists for
the existing system of elitist policies and ingtdnal structures. In university economics
courses, for example, this typically entails theppeuation of the teaching of many
irrelevant Western concepts and models, while imegament policy discussions too
much emphasis is placed on attempts to measur@akaptput ratios, to increase savings
and investment ratios, or to maximize GNP growttega As a result, desirable

institutional and structural reforms are negleaediven only cursory attention.

C. The Dualistic-Development Thesis

Implicit in structural-change theories and explioit international-dependence
theories is the notion of a world of dual societigfsrich nations and poor nations and, in
the developing countries, pockets of wealth withinoad areas of poverty. Dualism is a
concept widely discussed in development economiltstepresents the existence and
persistence of increasing divergences betweenarnchpoor nations and poor peoples on

various levels. Specifically, the concept of dsi@iembraces four key elements:

1. Different sets of conditions, of which some are pstor” and others
“inferior,” can coexist in a given space. Exampbéghis element of dualism
include Lewis’ notion of the coexistence of modand traditional methods of
production in urban and rural sectors; the coemcteof wealthy, highly

educated elites with masses of illiterate poor peEopnd the dependence
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notion of the coexistence of powerful and wealthgustrialized nations with
weak, impoverished peasant societies in the intemsa economy.

This coexistence is chronic and not merely tramsdl. It is not due to a
temporary phenomenon, in which case time couldieéte the discrepancy
between superior and inferior elements. In otherds, the international
coexistence of wealth and poverty is not simplystonical phenomenon that
will be rectified in time. Although both the stagef-growth theory and the
structural-change models implicitly make such asuagption, the facts of
growing international inequalities seem to reftite i

Not only do the degrees of superiority or infettipfiail to show any signs of
diminishing, but they even have an inherent tengetac increase. For
example, the productivity gap between workers imettgpped countries and
their counterparts in most LDCs seems to widen e@bh passing year.

The interrelations between the superior and infexilements are such that the
existence of the superior elements does littleadhing to pull up the inferior
element, let alone “trickle down” to it. In fadt,may actually serve to push it

down — to “develop its underdevelopmeftt.”

The Neoclassical Counterrevolution

In the 1980s, the political ascendancy of conser@aovernments in the United

Canada, Britain, and West Germany brougith it a neoclassical

counterrevolution in economic theory and policyn rhore developed nations, this

counterrevolution favored supply-side macroeconoadicies, rational expectations

*2Todaro, pp. 84-85
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theories, and the privatization of public corparasi. In developing countries it called
for freer markets and the dismantling of public ewahip, statist planning, and
government regulation of economic activities. Nassicists obtained controlling votes
on the boards of the world’s two most powerful insgional financial agencies — the
World Bank and the International Monetary Fund. danjunction and with the
simultaneous erosion of influence of organizaticush as the International Labor
Organization (ILO), the United Nations Developmé&nbgram (UNDP), and the United
Nations Conference on Trade and Development (UNCJTAbich more fully represent
the views of Third World delegates, it was inevigalthat the neoconservative, free-
market challenge to the interventionist argumeritdependence theorists would gather

momentum.

The central argument of the neoclassical counteluéon is that
underdevelopment results from poor resource allmtatue to incorrect pricing policies
and too much state intervention by overly activerd WWorld governments. Rather, the
leading writers of the counterrevolution schootluding Lord Peter Bauer, Deepak Lal,
lan Little, Harry Johnson, Bela Balassa, Julian @imJagdish Bhagwati, and Anne
Krueger, argue that it is this very state interi@ntin economic activity that slows the
pace of economic growth. The neoconservativesestigat by permitting free markets to
flourish, privatizing state-owned enterprises, poting free trade and export expansion,
welcoming investors from developed countries, aronieating the plethora of
government regulations and price distortions intdgcproduct, and financial markets,

both economic efficiency and economic growth wiét btimulated. Contrary to the
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claims of the dependence theorists, the neocldscaterrevolutionaries argue that the
Third World is underdeveloped not because of tleelgtory activities of the First World
and the international agencies that it controlsrhtiter because of the heavy hand of the
state and the corruption, inefficiency, and lackeobnomic incentives that permeate the
economies of developing nations. What is needeekefore, is not a reform of the
international economic system, a restructuring oélidtic developing economies, an
increase in foreign aid, attempts to control popoiagrowth, or a more effective central
planning system. Rather, it is simply a mattepmmimoting free markets and laissez-faire
economics within the context of permissive governtaghat allow the “magic of the
marketplace” and the “invisible hand” of marketges to guide resource allocation and
stimulate economic development. They point bottheosuccess of countries like South
Korea, Taiwan, Hong Kong, and Singapore as “freeketaexamples and to the failures

of the public-interventionist economies of AfricadaLatin Americ&>.

The neoclassical challenge to the prevailing dgwalent orthodoxy can be
divided into three component approaches: the fragket approach, the public-choice
approach, and the “market-friendly” approach-ree-market analysis argues that
markets alone are efficient — product markets glethe best signals for investments in
new activities; labor markets respond to these medustries in appropriate ways;
producers know best what to produce and how toym®dt efficiently; and product and
factor prices reflect accurate scarcity valuesamdy and resources now and in the future.

Competition is effective, if not perfect; technojogs freely available and costless to

3 |an Little, Economic Development: Theories, Policies, and hational Relations(New York: Basic
Books, 1982)
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absorb; information is also perfect and costlessbtain. Under these circumstances, any
government intervention in the economy is by débni distortionary and
counterproductive. Free-market development ecostsnhave tended to assume that
Third World markets are efficient and that whateuaperfections exist are of little

consequence.

Public-choice theory,also known as theew political economy approachgoes
even further to argue that governments can do mgthght. This is because public-
choice theory assumes that politicians, bureaucc#tzens, and states act solely from a
self-interested perspective, using their power #redauthority of government for their
own selfish ends. Citizens use political influertceobtain special benefits (called
“rents”) from government policies that restrict @ss to important resources. Politicians
use government resources to consolidate and maiptasitions to extract bribes from
rent-seeking citizens and to operate protectednksases on the side. Finally, states use
their power to confiscate private property fromiunduals. The net result is not only a
misallocation of resources but also a general mgoludn individual freedoms. The

conclusion, therefore, is that minimal governmerthie best governméfit

The market-friendly approach is the most recent variant on the neoclassical
counterrevolution. It is associated principallyiwihe writings of the World Bank and its
economists, many of whom were more in the free-etadnd public-choice camps

during the 1980s. This approach recognizes treethre many imperfections in Third

** Merilee S. Grindle and John W. Thom&siblic Choices and Public Policy Change: The Pciiti
Economy of Reform in Developing Countrigaltimore: Johns Hopkins University Press, 1991)
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World product and factor markets and that goverrimeo have a key role to play in
facilitating the operation of markets through “nelestive” (market-friendly)
interventions — for example, by investing in phgsiand social infrastructure, health care
facilities, and educational institutions and by \pding a suitable climate for private
enterprise. The market-friendly approach alsoedifffrom the free-market and public-
choice schools of thought by accepting the notibat tmarket failures are more
widespread in developing countries in areas suchinesstment coordination and
environmental outcomes. Moreover, phenomena sw&hmesing and incomplete
information, externalities in skill creation andataing, and economies of scale in
production are also endemic to LDC markets. I fiats the recognition of these last
three phenomena that gives rise to the newest kohalevelopment theory, the new or

endogenous growth school of thought.

The New Growth Theory

The poor performance of neoclassical theorieBuminating the sources of long-
term economic growth has led to a general dissatisin with traditional theory. In fact,
according to traditional theory, there is no ingr characteristic of economies that
causes them to grow over extended periods of tifffee literature is instead concerned
with the dynamic process through which capital-tabratios approach long-run
equilibrium levels. In the absence of externalotdts” or technological change, all
economies will converge to zero growth. Hencengsper capita GNP is considered a
temporary phenomenon resulting from a change irhn@logy or a short-term

equilibrating process in which an economy approachis long-run equilibrium.
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Unsurprisingly, this body of theory fails to proeich satisfactory explanation for the

remarkably consistent pace of historical growtlkeéonomies around the globe.

Endogenous Growth

The new growth theory provides a theoretical framw for analyzing
endogenous growth, persistent GNP growth that teraened by the system governing
the production process rather than by forces oaitsidt system. In contrast to traditional
neoclassical theory, these models hold GNP growtieta natural consequence of long-
run equilibrium. The principal motivations of thew growth theory are to explain both

growth rate differentials across countries andeatgr proportion of the growth observed.

Models of endogenous growth bear some structueskemblance to their
neoclassical counterparts, but they differ consildigr in their underlying assumptions
and the conclusions drawn. The most significaabtétical differences stem from three
factors: models of endogenous growth discard tloelassical assumption of diminishing
marginal returns to capital investments, permireasing returns to scale in aggregate
production, and frequently focus on the role ofeexalities in determining the rate of
return on capital investments. By assuming thalipand private investments in human
capital generate external economies and produgimiprovements that offset the natural
tendency for diminishing returns, endogenous growthory seeks to explain the

existence of increasing returns to scale and thergént long-term growth patterns
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among countries. And whereas technology still plag important role in these models,

it is no longer necessary to explain long-run gt

Conceptual Framework

At the firm level, SMEs have the advantage of tdxispecialization. They are
able to react and respond swiftly to changing dedfreard supply conditions and product
differentiation. Then, a SME embodied higher iricensystem and at the same time
reduced principal-agent costs connected to mongoespecially at small or family level
enterprises. In theory, considering that SMEsesufiforn the lack of scale economies
and credit facilities, the gains from small-scaleoduction are amplified when
agglomerations of small firms are formed and whedit system is effective. As the
number of TVESs increases, spill-over effects agsifinom the creation of positive
externalities are spread throughout rural areasréulting multiplier effect having an

enhancing effect on local development.

Although clustering itself does not necessarilyngriabout large benefits to
individual firms, it is essential if the sequentiakternalities required for collective
efficiency are to be generated. A cluster candfedd as many SMEs operating in the
same type of product in the same geographical agecialization, and the division of
labor within firms results, over time, in the deyaient of a pool of semi-skilled
workers. New enterprises spring up in the fornrm@# suppliers, producers, and traders.

The interaction of these economic agents redueesadction costs thus inducing further

*> Todaro, pp. 90-92
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market entry. The ongoing proliferation of SMEsuks in the emergence of a network
of enterprises operating in a range of activitreduding the production of spare parts and
specialized equipment and the procurement of sedwrdl equipment. Over time

specialized support associations develop in suelhsaas technical skill development,
management and marketing. Indeed, competitivangriand the speed of adoption of

innovation are two of the key ingredients in thecass of SMEs.

By interacting with each other and with other emtises and economic agents,
such as suppliers, traders, and larger enterptlsese small enterprises are able to
enhance their productivity, the quality and desifitheir products and engage in minor
innovation and incremental upgrading of their pridwand processes. The adaptation of
technological products and processes to suit lomadlitions and markets has augmented
their success. In China, if many areas the TVE®Ildpment passed through a series of
phases, from the initial stage with very simple #f@m income generating activities
(connected to agriculture) to an advanced TVE sentmther areas their development is

still at the initial stage.

In SME theory the SMEs development and in parsicuhe cluster long term
socio-economic success is based on the collectiiaeacy that results from interaction
between the enterprises at both similar and diffeoduction stages. “Collective
efficiency is defined as the competitive advantdgeved from local external economies
and joint actions” (Schmitz, 1995; Becattini, 1990hderlining both the importance of

both competition and cooperation between SMEs. gatiton between firms may be
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viewed as a necessary condition for technical upgoaand productive efficiency,
whereas collaboration enables firms to pool resssighen market conditions dictate it
or when it is cost efficient to do so, for exampiethe case of sharing expensive pieces
of machinery or information. @ Competitive efficigncand cooperation, via the
exploitation of the economies of scale and scaogmylt in collective efficiency within the
agglomeration or cluster. The sustainable TVEshgment in local areas depends on
their capability to utilize the benefits of clustay, and in particular on spill-over effects
arising from the creation of positive externalitieldowever, this capability is generated
from factors which are often external to the snaaterprise such as the human and
physical infrastructure, which in turn are necegsasndition (but not sufficient) for

generating positive externalities from SMEs sedaad long term growth perspectives.

As it has been long recognized by development @oasts social overhead
capital SOC is usually defined as comprising tHessic services without which primary,
secondary, and tertiary productive activities carfmaction (Hirschman, 1958, p. 83).
SOC or human capital and physical infrastructuse,of strategic importance for
economic development both at national and locadllewhe upgrading of human capital
(from the simple worker to the managerial clasgghhology and production and
marketing skills still relies heavily on macro-pgli variables such as education,
infrastructure and industrial and trade policy.ncg on one hand the market alone will
not ensure the right provision of these goods amlg wversupply goods which have
negative externalities such as environmental patiufirms. Without the support of

government, public and private institutions, thgmagling of human and physical capital
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can only, at best, be partial, and the potentiaggnerating positive externalities (Volpi,
2000), and ultimately growth, limited. Empiricatadysis has produced some evidence
for collective TVEs. It has been estimated thatween 1986 and 1993, collective TVEs
provincial development has been affected by thedruoapital availability, infrastructure

presence and by credit policies implemented at oniewel (Biggeri, et al., 1998

The preceding readings are therefore the basish#oiconceptual framework of
the study, wherein two relevant economic factorsrwhl development — TVEs for
Mainland China and SMEs for the Philippines will #gsessed to extract the success as
well as failure factors. TVEs and SMEs are congdeéeconomic equity” programs of
the two countries that serve both as a fiscalizerthe adverse effects of rapid

urbanization and as poverty alleviation industrgrenspecifically in the rural areas.

Based on the literatures reviewdelgure 3 below is the synthesis of all the
relevant theoretical base and how it was utilizethe conceptual framework of the study.
As shown in the diagram, the focus of the study iisvisit to the experiences of China in
rural development, more specifically on TVEs. Tdrewth of TVEs which was the
engine for rural industrialization was viewed frdhe perspective of the societal factors
like how the farmers and the rural folks was aldedb it on their own after the
decollectivization, the economic opportunities arket conditions brought about by the
open door policy, and the role of the governmermrenspecifically, the local government

units were focused into in this study.

“6 Mario Biggeri,The Township and Village Enterprise: the Succe€nudll and Medium Enterprises in
Rural China.(Department of Economics, University of Florenc@Q2), pp. 17-18
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On the other hand, the Philippine experience imtgside development through
the SMEs were likewise reviewed from the modalitefs the government policy
framework and support mechanism, the economic dppities attendant to it, as well as
the societal factors like massive poverty in thealruareas, lack of skills and
entrepreneurial capabilities and other factors.sdite government support, after 1986,
the fall of the 20 years Marcos dictatorship thegems to have a sluggish growth in the

SMEs sector.

Both China’s TVEs and the Philippine SMEs are vidvas essential to rural or
countryside industrialization and economic growtkor both countries, the rural areas
constitute approximately 80% of its population. rtRar the growth of the TVEs for
China and SMEs for the Philippines is expectedota sural development and eventually,
the development of the entire country. This stw/therefore look at the commonality
as well as the diversity of the two countries’ exgrgces and abstract learning to emulate.
More so, on the Philippine context as it endeavdeednake its SMEs, the engine of
growth in this complex time of nation buildingzigure 3 is a comprehensive diagram of
the study which showed the conceptual sense aowo the research proceeded in

attaining its objectives.
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Chapter IlI
Research Method

A. Research Design

The design of the study was essentially an applipdrations research type
wherein the researcher used both descriptive awadytical approactf to rationally
compare the pattern of the rural development boetMainland China and Philippines;
identify the factors which contributed to the swsxef the TVE's and the lessons to be
applied in the Philippine context; identify the seas why SMEs only contribute a little
to the Philippines’ GDP despite the various progrdhat the government is providing;
and subsequently, come up with a package of recomatens both in policy and

programs that will optimize the Philippine develagmpolicy on SMEs.

The researcher took off from the empirical datd past studies at the National
Sun Yat-sen University library. To focus the pwlicirections, the researcher
interviewed representatives form the Departmentratle and Industry (DTI) and Small
and Medium Enterprise Development Council and peivandividuals who are
stakeholders in the Philippine SME dynamics as kdgrmants. The data for the
document analyses were built up from both the pryna&ad secondary sources. The two
data sources — document analyses and interviewegpfilkformants will be analyzed
further to validate the results and to reaffirm tnedibility of the final outcome of the

study.

“8 lluminada Espino, “Operations Research: An Intaiidn” in Manual in Research Writing, Elizabeth
Ventura ed(Quezon City: National Defense College of the Philnes, 2002), p. 37
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B. Research Instrument

Document Analyses

The researcher initially conducted an in depth aede on the past and related
studies on TVEs and SMEs in China and Philippinespectively. The data were taken
from various sources such as private and businggmizations in Manila, published
books and articles, and papers and documents @u\ig the Department of Trade and
Industry (DTI) and the Small and Medium Enterpri3evelopment (SMED) Council.
These sets of information to include existing pgligrograms and practices will ascertain

the level of performance in the past up to theqares

The data generated will be configured and disagdesl either as primary or
secondary data. The primary data are the restiltseokey informants’ interviews that
were conducted; while the secondary data are frertinent policies, memoranda, and
other official documents that were analyzed. Thecess of identifying the relevant
points in the data collection and content analgstsniche into the theoretical factors that

were initially identified in Chapter 2 of this thes

Interview of Key Informant§®

The results of the document analyses, both fronpthmeary and secondary data
will be used to formulate the interview guide faykinformants. The researcher will
conduct the interviews herself using a predeterchimgerview guide questionnaire,

except with those who are otherwise restricted enstricted by the interviewees

9 Nestor N. Pilar, “Philippine Policy Structure” Manual in Research Writing Elizabeth Ventura ed.
(Quezon City: National Defense College of the Philnes, 2002), p. 62
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schedule or availability, wherein a written respoms the interview guide were instead
made. The researcher however will make follow ulgiotelephone calls to elucidate on
certain information. Essentially, the responsesnfrthe interviews will be used to
validate the existing data for more qualitativeighss on the rural development of

Mainland China and Philippines.

This instrument enabled the researcher to spontsheelicit data, as well as
gain factual analysis and opinion from acknowledgegberts on the subject, thus
expanding the perspective of the scope of the stédgopy of the interview guide of key

informants and the list are included as attachmiernttse annexes portion of this study.

Focused Group Discussion

After the consolidation of the results and firstdeanalysis of the documentary
review, and the interviews of key informants, tlesearcher initiated a focused group
discussion (FGD) composed of the selected polickarsaand major stakeholders in the
Philippine SMEs. They were asked to sit togetbetaffocused group discussions on the
topic. The high-level assessment, which presugptiegough downstream processing of

data before it was put in the table for discussidns

This thesis as presented @hapter 1 is on a strong proposition that the more

successful TVEs and SMEs are, the better the dena¢lopment.

0 william N. Dunn,Public Policy Analysis: An IntroductiofiNew Jersey: Prentice Hall Inc., 1994), pp.
196-197
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C. Data Analysis

The qualitative data were appreciated using thdu#kxanalysis method in
assessing the expert respondents’ consensus oppeoception, knowledge, responses,
and recommendations emerging from their actual mempees and understanding, as well
as from documents gathered. The inputs of theviewws were used as comparative
bases in presenting the operational experienceshef major stakeholders in the

Philippines rural development dynamits

D. Research Analytical Paradigm

While several studies analyzing the impact of @ke economic growth on
foreign trade relations, politics, and regional &g exist, no literature consciously
integrates key elements of modern Chinese econogfmm and analyzes it as a
potential model for economic development yet. Fembracing an alternative socialist
system in the 1950s to implementing autarky in1860s until finally opening up to the
world economy in 1978, China definitely underwertrious reforms and economic
policies which shaped the modern Chinese economgegetoday — fueling its massive
economic growth of 9.5% annually over the past &$& With this backdrop, there is
indeed a need to analyze one of the key reformeaQimdertook over the past decades in
the light of seeking opportunities and insightg twuld apply for the Philippine context.

The fit of procedures and the research problemasfellows:

*1 Gloria J. MercaddPhilippine-Taiwan Relations in a One-China Poli&yn Analysis of the Changing
Relational Pattern(National Sun Yat-sen University: PhD in Mainla@Hina Studies Dissertation, 2007),
p. 170

2“China to pursue new growth model in years ahe@te Philippine StarSeptember 29, 2006
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To answer the first research problem of the studfjcial records of both
countries, past studies, researches and policgwsvirom various academic
institutions and non-government organizations werd@sited, perused and
analyzed to get a comprehensive review of the npmat development, as well
as the current state using the theories of devedopm

To respond to the second research problem of tiy sthe secondary data
that were collected were compressed into key pdiny program points and
were used as the basis of the interview of keyrmémts. The results of the
interview were used to surface the varying viewshef stakeholders and the
identification of key policy option areas and pragr strategies of Philippines
and Mainland China for rural development.

Finally, the third research problem of the studyswdrawn up from the
focused group discussion to come up with a solidnckssion,
recommendation and prioritization of options towasthe model among the
theories of development that could be used as lpesslternative for

Philippine rural development policy.
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53 This research analytical framework was taken froiGloria Jumamil -Mercado, “Integrated Developmémit
Mindanao: Its Implications to National Security”(lIP, 1993) and was publishedNiational Security Reviewo.2,
Vol. XVII, 2nd Quarter, 1996, p 80
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Chapter IV

Results and Discussions

Countries across the globe have entered into a aedv more challenging
economic environment. It is vastly more competitthan in the last few decades —
witness just China — more globalized, and more ¢daanging. It is also seeing the rapid
emergence of the knowledge-based economy. EaahAsiuntries are rethinking their
economic strategies, to stay relevant and sustawt and higher living standards in

this new environment.

Foreign multi-national companies (MNCs) should agman important source of
investments, technology and jobs for Southeast.Agtias far too early to write-off the
role of MNC-centered, export-oriented manufacturin@gimilarly, many large local
companies, operating without the shelter of mongpoivileges, will continue to play a
key role in spearheading exports and economic ¢grov@ut increasingly, countries in

Southeast Asia need to pay greater attention tdekielopment of SMEs.

First, a strong SME sector will help cluster sigpés to work. MNCs are
increasingly focusing on their core competenciad, @tsourcing non-core work to other
companies. An important consideration in theirestinent decisions is thus the
availability of competent and high quality suppdieaf components and other supporting
parts and services, who are able to adapt quickhetv demands. A nimble base of local
SMEs adds strength to such clusters. They cantbedpchor MNCs in the region, and

improve national competitiveness.
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Second, in a rapidly changing economic environméntill be much more
difficult to spot winners and pick potential champs. There is also greater churn, and
shorter company life spans, in the knowledge-bassmhomy. While Southeast Asian
economies will continue to specialize in sectors which they have competitive
advantage, it will not be possible to bet on whidmpanies will succeed. The markets
will produce the winners, oftentimes surprising mens. Having a broad and diverse
pool of companies, will improve the chances of eroit success, and provide greater

resilience to national economies.

A third reason for promoting SMEs has to do wile importance of domestic
enterprise in general, in capturing value in thewdedge based economy. Many of you
would be familiar with the “smile curve”, which utrates that most value accrues to
upstream activities like R&D or product developmesrtd downstream activities like
branding and marketing. Production, in the cerdérthe curve, is increasingly
characterized by narrow margins. This is exacerbhab industries where there is an
overcrowding of players in the production segmed, improvements in production
machinery and processes have lowered entry barri@s the other hand, ideas and

intellectual property are commanding higher remnis @ growing portion of the value pie.

While MNCs play a critical part in moving econosigp the value creation curve,

we need a complementary strategy of growing dommestiierprises that can capture more
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of the value, by developing their own products amwehing the associated intellectual

property”.

As mentioned in the first chapter, to situate tbenmonalities and differences
between the two economic equity programs of Chimal @he Philippines, the
socioeconomic profiles of one of the regions ofheacuntry, namely, Guangxi Zhuang
Autonomous Region and SOCSKSARGEN Region are irdlud the study. China and
Philippines differ in some aspects but the two oegiselected for comparison share a

number of attributes that may affect their econop@dormance.

Guangxi Zhuang Autonomous Region is a coastal poaviocated in south China.
It occupies a land area of 236,700 sg km., accogritr 2.5% of the nation’s total and
ranking ninth among all the provinces and autonmnaegions. Thickly crossed by
rivers, Guangxi is rich in water resources. Theeawakesources amounted to 174.13
billion cubic meters in 2005, with per capita shafethis resource being 3,536 cubic
meters. The average annual rainfall stood at 134dvn during the year. Because of the
abundant water resources, Guangxi is estimatechte Bnergy potential with a power

generating ability coming to 78.8 billion kw/h aradly.

Guangxi is known for having various mineral depgsand it serves as one of the
10 important production bases of nonferrous matal€hina. The number of proven

mineral resources comes to 96, including 53 of Wwhie deposits ranks 10th or above

** Denis Hew and Loi Wee NeEntrepreneurship and SMEs in Southeast ASimgapore: Institute of
Southeast Asian Studies, 2004), pp. xvii-xviii
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among provinces. The region has especially abundesgrves of manganese and tin,
which amount for one third of the national total.adddition, Guangxi takes a leading role
in having the reserves of vanadium, tungsten, awtymsilver, aluminum, talcum and so
forth. What makes the province a favorite placenfomeral development and production

is that the mineral resources are found relatiecelycentrated lying beneath the earth.

The southern section of Guangxi is ringed by sestcddne Beibu Bay, a natural
semi-enclosed bay in the northwest of the Soutm&Idea, covers an area of 129,300
square km, with the depth of water averaging 38nmsethe deepest point at 100 meters
down. Located in the tropic zone, the Beibu Bagvptes a favorable environment for
the breeding and growth of various fish speciess ltome to over 500 types of fish and
shellfish. Among them over 50 are of economic valtey include red snapper, grouper,
Spanish mackerel, butterfish and red coat. Thd fia resources amount to 750,000

tons. The Beibu Bay Fish Farm covers an area oestiyD00 square sea miles.

The picturesque scenic spots in Guangxi are famaurglwide, symbolized by
Guilin, a natural beauty produced by unique kaestggaphy. At present, the province has
established several tourist attractions includimge state-level natural scenic spots, 11
state-level forest parks, 30 regional natural scespots, 15 state-level cultural and
historical relics, 221 regional cultural and higtal relics and one state-level tourist

resort in Beihai City.
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SOCSKSARGEN or Region XIl, on the other hand, isiposed of the provinces
of South Cotabato, Sultan Kudarat, Saranggani aedefal Santos City. While
development efforts in the area may have been réetethe area is rich with natural
resources having been blessed with a vast areatdé fagricultural lands and a bountiful
line of fishing grounds along Saranggani Bay arteptoastal areas. These bodies of
water are teeming with tuna and other marine ressur Its huge land mass also boasts
of a rich reserve of minerals and gold. It is foege reasons that the area has been
identified as a growth area in the Southern portadnthe Philippine archipelago,
specifically in the realm of the Brunei-Indonesialslysia-Philippines East Asia Growth
Area (BIMP-EAGA) concept. It provides a good traateess to major foreign markets
like Brunei, Singapore, Malaysia, Indonesia, Adgrd&acific Islands, Japan, Hongkong,

Middle East, Continental Europe and the Unitede3tat

Similar to Guangxi Region, SOCSKSARGEN is rictihamatural resources, has
a vast area of fertile agricultural land, bountifimle of fishing grounds, rich reserve of
minerals and gold, and has a good trade accessdigifi markets. But SOCSKSARGEN
is lagging behind its economic performance degtstéavorable economic opportunities
because of some societal factors. Below is a &lideving the summary of the difference

in the two regions’ economic performance:

% A Sectoral Report on SOCSKSARGEN NGOs and the Ao
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Guangxi Region SOCSKSARGEN
Goss Domestic Product (GDP) 12.7% 3.38%
Agriculture, Forestry and Fishery7.3% 2.85%
Industry 18.9% 2.05%
Unemployment Rate 4.15% 8.6%

Note: The figures show the rate of increase as epatpwith the previous year except for the
unemployment rate

Table 1 — Economic Performance of Guangxi and SOCSKARGEN, 2002
(Source: Province View — China and NEDA website)

The poverty incidence of the region in 2002, aswad by province, was
estimated at 48 percent in Saranggani; 42.9 perne@btabato; 54.3 percent in Sultan
Kudarat; and 37.3 percent in South Cotabato. Mb#te poor families in the region are
located in rural areas and have low access to b=mi@al and economic services,
employment opportunities, productive assets, andemotechnology. They lack support
for inputs, such as infrastructure and capital weses and technical capability to start or
sustain income generating activities; and use igiefft/ineffective/inappropriate

technology, eté’

Another factor which seems to hinder further eeoitogrowth and development

in the region is the prevalence of armed confle®énveen government and the various

%5 An Introduction to China’s Provinces, Municipadi, and Autonomous Regions
http://www.china.org.cn/english/features/Provincewi167754.htnfaccessed June 2, 2008) ; Socio-
economic Profile Region XII, 200&tp://nedal?.neda.gov.ph/R12 SEP_Chapter3&4gmifessed June 2,
2008)

*" Socio-economic Profile Region XII website
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threat groups in the area has led to the destruciaccommunities and lives. To cite a
UNDP report made from January to August 2000, 6,06thes were destroyed, 218
soldiers were killed, 357 civilians and 456 frone fMILF. More civilians, however, died
in the evacuation centers because of unabatedsdi®eaught about by overcrowding and
the lack of resources (food, waste disposal sys&mmedicines). This massive
displacement resulted in the increase of potentialirgents with only 10% of the
evacuees willing to return to their homes for fearmilitary occupation and armed
conflicts. The social effects of this situationre/eseen in what Fr. Intengan called the
“hardening of psychological boundaries” betweenislians and Muslims, mainly in the
SOCSKSARGEN area. This promoted the increasegiawtism i.e. ambushes, coupled
with a higher number of student activists beinguged to the Communist Party of the
Philippines, National People’s Army and the Natiobemocratic Front (CPP-NPA-
NDF). According to those who actually work in theeld, much of the resources
supposedly allocated by the government for devetnn these areas do not reach the
community. This is attributed to the high level adrruption in government agencies
necessitating the intervention of a third party Wias the confidence of both government
and the community. A cursory study of the receewalopmental trends in the area
showed that participation of non-government orgatimns (NGOs) and people’s
organizations (POs) help bridge this gap between dbvernment and the under-
represented or left leaning sectors of the commiunkKore open communication lines

and better understanding of the needs of bothgsaatie brought to for&.

%8 A Sectoral Report on SOCSKSARGEN NGOs and the Aol
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Mainland China

The Growth of TVEs

At the core of China’'s “economic miracle” is a massupsurge of rural
industrialization. The decade of the 1980s sawettenomy take off in vast areas of the
Chinese countryside. By 1987 rural industry swspdsagriculture as the dominant
source of total rural income. Total output geredtaby rural enterprises rose almost
ninefold from 1980 to 1987, as output of rural gmtises grew more than 26 percent
annually from 1978 to 1990. These industries hgiedded close to one-quarter of
China’s total exports. Between 1978 and 1990,pxeentage of the rural labor force
engaged in village and township enterprises moaa ttoubled, and the 57 million new
jobs created from 1978 to 1986 alone equaled tta¢ tmmber of workers hired in all

state-owned enterprises between 1952 and 1986.

Such dramatic growth in any political system wohésignificant. What makes
China’s experience analytically noteworthy is tigadwth occurred without significant
political change. While the late 1980s and eaf90s saw all communist governments
fall from power in the Soviet Union and Eastern d&he, in China the Communist Party
was in the midst of instituting economic reformatthave resulted in rapid and sustained
growth. In contrast to its Leninist cousins, Chiedused to take bitter medicine to
transform its economic system quickly with what ltasne to be known as the “big
bang” approach. Most notably, it firmly refusedpiovatize. The private sector today is
booming, but this is a product of the 1990s. Chmahe 1980s maintained state and

collective ownership of enterprises and refusedrée prices completely or abolish
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rationing. But it also reintroduced the market antbarked on reforms around the edges
of the old system. Central planning was jettisooaty gradually, with some remnants

still evident even today.

Most unexpected was the role that local commuofigtials played in the rural
industrialization process. The rapid takeoff ofir@s rural industry was the result
primarily of local government entrepreneursfip To suggest that government
intervention leads to successful economic developni® nothing new. The many
studies of state-led development in Japan and & EBsian newly industrializing
countries (NICs) have highlighted the importancg@fernment policies and institutions.
What is new is to cast local government in the leald of the development process.
Even more surprising is that these governmentscammunist. Such systems have

generally been assumed to be incapable of reform.

At the beginning of China’s reform era, believemsa rapid market transition
assumed that local cadres would simply fade froensttene or become “regulators” in an
economy of household entrepreneurs, as the diftibwf power shifted to producers.
Those who focused on how reform would rob commuuiitials of their power, which
was rooted in the Leninist system of central plagrand control, argued that local cadres

would resent and resist the reforms.

Those who hold to the accepted wisdom about conmshusystems would

probably think China’s economy is booming becausmll officials are merely taking

%9 Jean C. OiRural China Takes offLondon, England: University of California Pressd L. 1999), pp. 1-2
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advantage of opportunities to line their own poskethis is inconsistent with numerous
stories of cadre corruption. While one cannotalisit such explanations, the spectacular
and sustained growth of China’s economy suggeatsctirruption alone is an insufficient

explanation.

Believers in the market might argue that a bgdtace to look for an explanation
of China’s rural industrial success (and the NISigcess in general) is the rapid growth
in inputs into the system, such as the huge amolusurplus labor available in China.
Some have suggested that China’s rural industryldvbe just where it is today, even
without state intervention, simply as a result @rket forces. Inputs and market demand
must be taken into account, but neither explanahdresses the timing of the take-off or

the dominance of publicly owned township and vidlamnterprises over private ones.

Others who have explicitly rejected what they seéstatist” view of China have
gone to the other extreme, attributing the succésShina’s rural reforms wholly to
“society”. Some of these observers have attributed changes to the “unorganized
power of the peasants”; others refer to a “soctatedover.” While such conclusions are
fashionable in the wake of the demise of communidgray fail to answer the crucial
guestion of where peasants obtained capital anouress to fuel China’s economic
takeoff when personal savings were meager and tagkenhin its infant stage of

development.
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Given the failures and problems associated witke statervention not only in
Leninist systems but more recently in the East A§NECs, it is not surprising that some
would resist the notion of a successful state-ledetbpment effort in post-Mao China.
But not all state intervention is the same. Ma#d@inomies also have some form of state
intervention. The experiences of Eastern Europk Russia suggest that the lack of
institutional support forced many new private firtossink before they learned to swim.
As Evans has pointed out, “The appropriate questiarot ‘how much’ but ‘what kind’

[of state intervention].”

A different explanation might posit that China jpedy laid the foundation for
reform by first ridding the bureaucracy of possibfgosition and installing a new breed
of farsighted, well-educated officials eager toveethe interests of reform. The reason
China’s local officials have responded more posltivto reform is that they are not the
same communist officials of the past. Such hymathevhile useful, can take us only so
far. China’s reformers did try to eliminate theade/ood in its bureaucracy to improve
and revitalize its cadre force, but their succeas limited and appears to have been most
evident at the higher levels of government. Mahyhe local officials who are now
leading rapid economic development are the sampl@&dio presided over a minimally

functioning economy during the Maoist period.

Alternatively, one might also argue that becausm&is a communist system, its

local officials have what Murrell and Olson call ‘@ncompassing interest” that is much

stronger than that held by officials in democraggimes to make their economy grow
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rapidly. In such situations, the person with dotel power has “a property right in his
society...Just as the owner of a firm has an incentivmake the firm as valuable and
productive as possible.” Murrell and Olson havetatorial leaders such as Stalin in
mind, but they state that “any leader with completstrol over a society has an
encompassing” interest in the productivity of tisaiciety. To the degree that such
arguments are valid, they would apply primarilyhe lowest level of the political system
(i.e., the villages) where one-person rule is commdome village leaders do seem
sincerely to believe in the superiority of colleetiownership. But villages alone are not
responsible for the rapid growth of industry. Theory does not explain the behavior of
the supporting cast — the bureaucracy at diffelevels of local government above the

village — in the growth process.

One other explanation is that China is still a Mpdition system. Rather than
taking local initiative, officials are being forcég administrative fiat to pursue growth to
meet central-level targets. The success of thechilé policy certainly suggests that
mobilization has not disappeared from the politsahse. Such an explanation, while
plausible, could never sufficiently explain the deg of enthusiasm with which local
governments have spearheaded growth. We knowldbak cadres during the Maoist
period only minimally complied with central direatis. An explanation needs to be
given for why communist officials at the local |évaleparted dramatically from their

previous patterns of behavior.
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There is no need to make assumptions about theenat communist officials —
either that they are corrupt or that they are nad&ig by lofty ideals that lead them to
want to enrich their communities. Compliance wetimtral directives in a communist
system cannot be assumed. Whether officials conspin agency problem like that in

any bureaucratic hierarchy.

For China the issue was not whether its bureayonas capable of generating
economic growth but whether it had the incentivedto sd°. Local officials in a
communist system, like officials in any politicalstem, are rational actors who respond
to incentives and existing constraints within theits of their cognitive ability to
evaluate alternatives and process information. irThesponse to reform can be
determined only by looking at the concrete circuanmses that affect their behavior as
agents: incentives, constraints, skills, and resssiravailable to those who are
responsible for implementing reform and the effemtess of monitoring by the central
state as the principal. It cannot be predictedtlom basis of past performance or
ideological orientation. Bureaucratic behavioaisonsequence of whether “net incentive

effects upon key officials are positive or negatized to what degre&”

To be sure, the reforms would not have succeeal¢let extent that they have if
China’s peasants had not enthusiastically respotal@alls to “dare to stand out” and

“get rich first.” But one cannot extrapolate frothe response of the peasants to

0 0i, pp. 3-6
®1 Ibid, pp. 7-8
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decollectivization and growth of the agriculturac®r to explain the rise of rural

industry. To understand the latter, one must erarttie role of local governments.

A local-level approach to the study of reform aedelopment recognizes the role
of the central government and its political elitethe formulation of policy — it is the
center that establishes the institutions of rilee successful economic reform process in
China began with the formulation of policies at tieional levels of government by a
fairly small political elite led by Deng XiaopingWithout the green light from above, or
at least from key elements within the central lesli@, it is unlikely reform would have
occurred. But although enlightened reform initias from the center are a prerequisite
for institutional change, well-intentioned policieslo not ensure successful

implementation, as the failures in the Soviet Uraon elsewhere sugg&st

There is no single answer as to why rural indesteble to grow so rapidly. In
Barry Naughton’s Rural Industrialization, he cidonfluence of five favorable factors
which contributed to rural industrial success: faabe fundamentals, ability to tap into
monopoly rents, favorable institutional environmerdvival of traditional locational

patterns, and organizational flexibility.

1. TVESs faced factor-price ratios that reflected @R’s true factor endowment.
China’s basic economic endowment is that it pogseabundant labor, limited
land, and scarce capital. One of the greategtanaities of the Big Push strategy was

that it gave priority to capital-intensive indus8i Urban factories faced an incentive

%2 |bid, p. 8
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environment created by planners of the Big Pusitesiy: Labor was expensive, since
total worker compensation was quite generous, wdalgtal was cheap, because it was
often allocated without charge or provided at hyghlibsidized interest rates. TVESs, by
contrast, faced factor prices much more in linehw@hina’'s real factor endowment.

Through the 1980s rural-enterprise worker salanwese less than 60% those of state
enterprise workers, and total compensation was rfegshthan half that of urban workers.
Once TVEs were cut loose from the Maoist Five Snhadlustries straitjacket, they

adapted quickly to the underlying availability afoduction factors. TVEs rarely had

access to subsidized capital. The bulk of TVE tehpivas provided at near-market
interest rates or came from internally generatetd$uwith a high opportunity cost.

Figure 5 shows that TVEs (in this case village firms) wepecialized in those sectors
with low capital-labor ratios, where the compegtiadvantage of their low wages was
biggest. Facing realistic factor-price relationshipVEs faced the right incentives to find
lines of profitable business that were most appatg@in the Chinese economy and that,
over the long run, gave them an advantageous cdmpeposition. Economic

fundamentals were on the side of the TYEs

2. TVEs were able to share in the monopoly renteated for state firms; rural
industries were extremely profitable.

Another reason that could explain the patterrapfd growth of the TVEs
is that early TVEs were in a position to benefunfr the protected market created for the

state-run factories.

% Naughton, pp. 275-276
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Figure 5 — Village Enterprise share of total outputx capital intensity, 1995 (Source:
The Chinese Economy Transitions and Growth, 2009}

By easing the state monopoly over industry, then€g government allowed TVES to
enter this previously protected market and shara portion of the monopoly profits.
First-mover advantages were large — big enougtepay early entrants with windfall
profits. In this situation continued entry onlyadually created competition. State firms
scarcely noticed the competition at first, becatly were protected by a cushion of
high profits. As long as they could gain acces$ot-price raw materials, they were
indifferent to a few TVEs producing similar prodsictBut gradually, as entry continued,
competition among TVEs and between TVEs and siatesfbegan to compete away

monopoly profits and erode profit margins.

The existence of empty niches also contributedhie pattern of high initial

profits followed by steadily declining profitabiit Empty niches existed for two reasons.

% Naughton, p. 276
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Certain commodities — particularly miscellaneousstoner goods — had simply not been
provided by the inefficient command economy, andE§\fumped in to meet needs until
then largely unmet. For example, this responséa@xgmuch of the early success of the
Wenzhou region, where small-scale rural firms sgemgd in such items as buttons,
ribbons, and elastic bands in a variety of colerd specifications; producing these items
for a market of one billion led to explosive growtin addition, a whole series of new
markets were created by the sudden growth of rocames and the relaxation of rural
economic policy. For example, rural housing camgton took off, and new rural

industries developed to supply building materialshis new market. In both situations,
early entrants could expect windfall gains, and presence of potential windfalls

naturally induced extremely rapid entry. Graduadhytrants created competition that

eroded the exceptional profits available earl§"on

3. The institutional framework surrounding TVEs wdgvorable to development.
Local governments became enthusiastic partisafid/&f development. At first,
local governments were also the de facto ownemmarfy TVEs. Although TVEs were
nominally “collectives”, it was almost never theseahat the “collective” referred to was
limited to the workers and managers in the TVHfitsRather, the TVEs were owned by
the rural collectivity as a whole, which in praetizras usually represented by the local
village or township government. Later, from the8@9 onward, the ownership of TVEs
diversified away from local government ownershipt local officials still had powerful

incentives to develop TVEs. TVEs provided emplogtend money to local economies,

% Ibid, p. 277
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and they were often the only realistic source othbo Local government support
contributed to the formation of a favorable envirant for TVES in at least three ways:
(a.) Formal taxes were low on rural industry, so monégyed local. Rural
enterprises enjoyed very low tax rates, and pdatlyulow tax rates on profit.
By contrast, state-run industrial firms benefitedni government price policy,
but they also paid the price in a very high tae rasometimes 100% - on profits.
Rural enterprises enjoyed the benefits of pricecgokithout the corresponding
high tax burden. This unbalanced treatment seesoglipr unless we recall that
during the early phase of reform China’s leadensceosed of rural enterprises
primarily as a device to increase the resourceslada to agriculture. The
average rate of profit tax collected from TVEs ramd very low: in 1978 this
was only 8%, and by 1980 it had declined to 6%théin gradually climbed to
around 20% by 1986, where it has remained sincédileWormal tax rates are
low, profits paid to local government “owners” weséten substantial. In the
early 1980s firms at the township and village leyeid about 30% of their total
profits to local governments to “support agricutuand social services, as well
as additional funds for “management fees”. Loaalegnments were especially
happy to have these funds because they were atalsas “extrabudgetary” and
therefore did not have to be shared with higheell@governments (as was the
case with budgetary revenues). In turn, most lgmalernments recycled this
money back into new and expanded TVES, since tlkegepred a high return for

their funds in these investments.
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(b.) Local governments acted as guarantors for TVEfask capital was available.
The sponsorship of China’'s TVEs by local governmeenteatly enhanced the
access to capital of these new businesses. Byastnthe experience of other
transforming socialist economies has been thatstam-up businesses proliferate,
but that such businesses have difficulty gettingeas to capital and as a result
remain small, undercapitalized, and dependent darnral capital markets.
Local government officials acted as intermedia@sl guarantors, reassuring
local agents of the banking system that their loansld ultimately be repaid.
Indeed, in some cases, local government officialvely pressured local
branches of the banking system to provide fundthéir firms. Despite local
government actions supporting and serving as gt@sato TVEs those TVEs
had mostly, but not completely, hard budget comdggsa Government
sponsorship served to spread the risks incurretidse new start-ups, essentially
by having the entire local community absorb thet adsfailure. Soft budget
constraints — implying no responsibility for faileat misguided investments —
would have been disastrous in China’s rural econorByt it is unlikely that
perfectly hard budget constraints for start-up hesses would have been optimal,
either — a certain amount of “insurance” providem dtartups by local
governments almost certainly enhanced welfare. uBgerwriting a portion of
the risk of entry, local governments enabled siartirms to enter production
with a larger size, to start with some mechaniratamd to exploit the economies
of scale that came from moving away from the srsalferm of household

production.
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(c.) Existing credit institutions were easily adaptedstgport TVEs. With local
governments facilitating the flow of capital to abenterprises, those firms were
able to take advantage of China’s relatively ababhth@usehold saving. Chinese
traditional credit clubs and other forms of infolntaedit markets were put to
good use. As Chinese rural household saving skgted during the 1980s, the
supply of funds to the local rural credit coopearasi (RCCs) expanded drastically.
The RCCs, nominally independent, locally controfie@ncial co-ops, had in fact
been used before reform primarily to transfer thedest rural savings to urban
uses. With the onset of reform the RCCs had muatermoney, and they also
were allowed to lend a much greater proportiort tdaally. The result was that
the RCCs emerged as the main source of finangalurees for the TVEs. Thus
RCC loans to TVEs increased because RCC depositsased, because they
were allowed to lend more local deposits in thealaareas, and because they
increased the share of their local loans that w@MVEs. Local money stayed
local, and so those areas that enjoyed succes¥$tdldevelopment early, when
profits were high, were able to “snowball” rapidiyto significant production

scalé®,

4, Revival of traditional economic ties meant tharoximity to urban areas
fostered rural industry growth.

The growth of China’s rural industries has occurgetarily in regions that
might more properly be termed suburban, or at |eiastareas that are part of the

immediate hinterland of cities. Rural industries also highly concentrated regionally,

% Naughton, pp. 277-279
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with coastal areas containing a disproportionateesiof rural industries. In 1988, three
coastal provinces — Jiangsu, Zhejiang, and Shandoagcounted for 17% of China’s
rural population, but 43% of total rural industgnd exactly half of all township and
village-level industrial output. Such geographicancentration is entirely natural.
These areas were better located to begin with,ngamore of the locational assets
required for city growth; in turn, because citieddideveloped, they could also provide
transport networks, communications, markets, teldgyy and other conditions that
boost productivity throughout the cities’ hinterdsn as well as in the cities themselves.
Therefore, it is not surprising to find that “rur@nterprises are more likely to thrive in

regions where they can benefit from the spilloviezats of the urban economies.

Rather, what is striking is that these organic digls between cities and
countryside had been so thoroughly cut off durimg ¢command economy. As a result,
even a modest recovery of urban-rural linkagesinogégg in the 1970s, resulted in rapid
growth of suburban industry, given the low basenfrehich it was starting. The growth
of rural enterprises in periurban areas was fatdd by direct cooperation between urban
state-run firms and rural factories, primarily lretform of subcontracting. In the three
province-level municipalities of Beijing, Shanghand Tianjin an estimated 60%-80% of
rural industrial output was produced by firms suficacting with large urban factories.
The proportions were only slightly lower in nearpsovinces: linkages with Shanghai
firms “played a decisive role in the developmenfT®Es in southern Jiangshu”. Such
arrangements were facilitated by family relationsal people who had migrated to the

cities and urban youth sent from Shanghai to thentgside during the Cultural
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Revolution helped rural firms get started. Later ral firms purchased talent from the
cities, especially by paying high salaries to teciams and retired urban workers. Urban
SOEs were willing to cooperate: as state firms g@ia greater interest in profit they
sought to reduce costs and subcontracting opegattonrural enterprises became
increasingly attractive (particularly in the garrhemdustry). Such relationships also
allowed urban firms to escape from some of thettigbnstraints of the state-run

industrial system. By entering into relations witlral firms, state firms could gain

access to the resources they needed (particukamy &nd labor) in an environment in
which accounting standards and supervision wereesdrat less strict than in the state
sector. TVEs gave state-firm managers a certamuatof flexibility to escape the rigid

controls of the state sector.

5. Organizational diversity accommodated growth.

Finally, a simple but important aspect of TVE deypshent was that there was no
single organizational model that TVEs had to follown fact, TVEs were sometimes
government run, but often and increasingly theyewmivate. Over time a group of true
worker cooperatives emerged, as well as employaedworporations. TVES were
sometimes bureaucratic, but often highly adaptable. this respect they were very
different from SOEs, which were compelled to admpiniform organizational form. As
a result of this flexibility, TVEs were able to gddo a broad range of opportunities. A
variety of different regional “models” of rural indtrialization grew up, each plausibly

suited to a different set of economic conditions.
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A steadily increasing share of TVEs was privately.r During the course of the
1980s new small-scale firms were started by ergrequrs, and many firms started under
collective auspices became de facto private firrBemetimes these firms continued to
register enterprises as collectives, because ttastipe was safe politically. Local
officials formed alliances with entrepreneurs — stimes for mutual benefit, sometimes
more predatory in nature — as rural industrial@atspread. There was a complex
mixture of costs and benefits from this interactimtween public and private. After the
late 1990s the stigma on private business disslpaied TVEs became predominantly
private. In all periods, because TVEs were notst@amed to a single organizational
form, localities were able to adapt as the advagamd disadvantages of various options

became evideht

Diverse Regional Models of TVE Development

Responding to different regional conditions, TVEveloped in different parts of
China. Each pattern or model provides informatidrout the forces shaping Chinese

rural development.

The Southern Jiangsu (Sunan) Model

Southern Jiangsu, or “Sunan” for short, is thetneddy prosperous and developed
area of the Yangtze Delta around Shanghai, an thr@ahas been among the most
economically advanced regions of China for censuridere the dominant model of TVE

development was one in which the township and gallgovernments and collective

" Naughton, pp. 279-281
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ownership maintained the leading role. This modeveloped in areas of southern
Jiangsu where TVEs flourished early, beginning e tarly 1970s. TVEs began
developing while the collective system was stilirfly in place in the countryside. As
TVEs expanded, the collectives maintained conteekn when the collective system
declined elsewhere. Because of the longer hisiod/greater capital resources in these
areas, TVEs tend to be much bigger, more capitahsive, and more technologically

sophisticated than TVEs in other parts of the agunt

Elements of the southern Jiangsu model appearedewdr TVES grew up early,
close to cities. “Suburban” areas with locatioadVantages and entrepreneurial village
leaderships developed TVEs early under the collestiand village leaders subsequently
tended to maintain control for a decade or morebcBntracting and technical assistance
ties with urban SOEs were often important. Corelgrsonce this model developed, the
collective structure remained sturdy because thdsI\generated profits that could
support local government. These villages tendedet@lop a kind of “corporate village”
in which village leaders ran an entire business mlema At the same time, such
corporate villages maintained government socialises and sometimes even provided
welfare benefits to village residents. These “ooape villages” were sometimes
suspicious of outsiders, since they wished to ptotke lucrative jobs, benefits, and
opportunities of locals. These localities were thest likely to directly subsidize

agriculture with TVE profits, so that local farmexsuld join in the general prosperity.
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The Wenzhou Model

The town of Wenzhou is only about 300 kilometernstsmf southern Jiangsu, on
the coast of the neighboring province of Zhejidmgt, it has a very different geographical
setting, and it evolved a very different model &fE development. Rugged and fairly
remote — despite its coastal location — Wenzhou squate removed from the urban
influences so important in southern Jiangsu. Rioenbeginning of its explosive growth,
Wenzhou’s economy has been based on private owperdfirms in Wenzhou were
initially tiny, based on individual households, aspkcializing in modest articles of daily
use. Wenzhou businesses first flourished sellirttpbs, ribbons, plastic ID card holders,
and other ordinary items. Wenzhou peddlers thek tbese items throughout China,
filling a market need for diverse, inexpensive itethat state firms had filled either very

poorly or not at all.

Wenzhou is a very special place, with a long calttradition of entrepreneurship
and spectacular economic growth in the past 25sye&ut elements of the Wenzhou
model appeared in any place where farmers werangilto seize entrepreneurial
opportunities but did not have advantageous subutbeations. In these areas the
collectives never successfully developed TVEs imoneymaking propositions. As a
result, the collectives were weak and often disapgsk early in the reform process.
Individually owned firms sprang up in response ppartunity, and they naturally tended
toward labor-intensive activities oriented towahe tmarket. Indeed, perhaps the most
striking feature of this model in Wenzhou itselftiee intense reliance on the market to

coordinate all aspects of production. The Wenzbotton industry, for example,
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developed around individual households that spee@lin individual stages of the

button-production process. Households that mitlledtic blocks into button rounds sold
these rounds, in a specialized marketplace, todimids that drilled holes in the rounds
and finished the buttons. In turn, a differentugroof households that specialized in
mounting buttons on button cards would purchase fihished buttons at another

specialized marketplace. Button cards would bd swmlpeddlers at still another market.
In this fashion, production chains linked by masksprang into existence. This pattern
appeared repeatedly for different commodities. Wanvate businesses — even private

banks — developed in this Wenzhou model.

The Pearl River Delta Model

In the Pearl River Delta — the region between Hngg and Guangzhou that is
the core of the Southeast Coast macroregion — Td¥@&seloped rapidly under the
stimulus of foreign investment. This model wasngiered by Hong Kong businessmen
who had grown up in the delta and returned to theme villages to start cooperative
businesses. In these transactions, village leaaletexi as managers of village assets,
leasing land, signing contracts for export progegsand coordinating labor and social
issues. As in the southern Jiangsu model, nearbgnu(Hong Kong) businesses and
local governments both played an important rolerodBction grew rapidly in large
factories. In the Pearl River Delta, however, daets were usually export-oriented

manufacturers of light, labor-intensive products.
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The big difference between the Pearl River Deltaleh and the southern Jiangsu
model is that the Pearl River Delta model is so momre open both domestically and
internationally. Of course, the prosperity of thedel depends on openness to foreign
trade and investment. The TVEs themselves wemngfiartly foreign owned (Hong
Kong owned). But these villages also tend to bigeqopen to workers from other parts
of China as well. While the southern Jiangsu cafmovillages tended to protect from
outsiders the good jobs their own locals held, Rearl River Delta needed workers for
their large labor-intensive export factories. TPearl River Delta became by far the
largest destination in China for migrant worker¥illagers in the Pearl River Delta

earned locational “rents” by being open to botteiign and domestic agefits

The Transformation of TVEs in the New Century

The entire TVE sector underwent further dramatamsformation after the mid-
1990s. First, TVEs faced a more challenging esieamvironment, and their overall
growth rate slowed significantly. Second, facedhwihis external pressure, TVEs
restructured and transformed into predominantlygtaly owned businesses. Finally,
new forms of economic cooperation and competiticmmgup as TVEs adapted to the

new challenges and opportunities.

During the mid-1990s fundamental changes occurmed the economic
environment in China. These changes were assdaomath a shift in economic reform
strategy. National government policy shifted toavdnuilding markets and regulatory

institutions. At the same time, macroeconomicgposhifted to a more restrained stance,

% Naughton, pp. 282-284
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designed to control inflation, and an emphasis prgson greater financial independence
and accountability for banks. All these changesidlated into a tougher competitive
environment for TVEs. At first many TVEs had tréeibesponding, and the very rapid
growth of TVEs came to an abrupt &hdFigure 3.2 shows employment of all TVEs. In
the 1980s and early 1990s, TVEs created millionseo¥ jobs for rural residents. As the
data presented iRigure 6 show, the pace of TVE job creation dropped ofuigty after
1996. TVE employment only significantly surpasdbd 1996 peak of 135 million
workers in 2004, when the total inched up to 13%ion. This slowdown primarily
reflects a change in macroeconomic conditions. abrbrms also had to cope with a
more competitive market economy, and they respomader by closing up shop or by
developing more effective market responses. Uffivams were forced to expand into
market niches previously left empty and to devehgtionwide marketing strategies,
putting them into head-to-head competition with BVEThe market for consumer goods
shifted from one in which shortages were predigtgdarts of daily life to one in which

virtually all goods were regularly available.

% Ibid, p. 285
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Growth, 2007)°

With increased market integration and competitibWEs lost their protected
position. There were few, if any, empty niches TofEs to exploit. Moreover, as
incomes, especially urban incomes, rose, consunmareasingly demanded higher
quality products than traditional TVEs, with themtdated technologies, could provide.
TVEs seemed to lose their special role in the eeonolt is not coincidental that overall
structural change in the economy also slowed ddter 4996. With TVES less able to
absorb workers from agriculture, the agricultutzre of total employment stagnated for

several years. It was not until well into the aexeaof the 2000s that structural

transformation resumed and TVEs resumed absorbby |

O lbid, p. 286
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In fact, TVEs continued to grow after 1996, allsitrates closer to overall GDP
growth than in the past. TVE value added as aesblaGDP increased from 26% in 1996
to 30% in 1999, and then leveled off through 200¥Es, under pressure, appear to have
raised labor efficiency, producing more output withadding workers and thereby, of
course, becoming less labor-intensive. TVEs ineganhave become less special, but

they have led the rest of the economy in becomintgrprivaté”.

TVE Restructuring: The Great Privatization

Collectively owned TVEs at one time dominated theére TVE sector. After the
1980s, even though private firms grew rapidly, ective TVE employment continued to
increase through 1995, at which time collectivel$ atcounted for almost half of TVE
employment. But the situation has changed dramilbticn the 10 years since, and
collective firms today represent less than 10%otélt TVE employment. Ownership
figures are not precise. Certainly in the pastelveere private firms that operated under
the polite fiction of being collectives. As natamolicy has accepted private business,
these firms have come out of the closet and ackedyed their true identity. On the
other hand, figures for collectively owned TVEslude only firms 100% owned by the
township or village and thus excludes firms whé Ibcal government may continue to
have a significant, or even controlling, stake.ill,.Sthore precise numbers would not
change the basic picture: TVEs began as an offsbiotite rural collectives, but today

they are predominantly private busines&es

" |bid, p.286
2 1bid, pp. 286-287
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Emergence of New Forms of Rural Industry in the Twy-First Century

The transformation of the TVE sector in the newteggnhas not been limited to a
conversion to private ownership. TVEs have adaptec&a more open, competitive
environment, and the ties that link TVEs to locavgrnments have become weaker.
TVE markets are increasingly interregional. Momounany of the seedbed areas of
TVE growth have themselves been transformed, fraral regions in proximity to cities,
to something like cities themselves, or at leastatalensely populated “urbanized

countryside” that is knit together with new highwastworks.

One of the most striking developments has been etimergence of highly
competitive “industrial clusters” in rural and suban areas. The key feature of a cluster
is the large number of firms that contribute toiagle specialized product. Typical
industrial clusters include scores — perhaps husdreof small firms that compete with
each other but cooperate to form a link in a redédyi complete industrial chain. Clusters
may have three or four large firms cooperating vatores of small firms. Typical,
though, is an exceptionally fine division of lal@nong different stages of the production
process. Small, competitive firms specialize intr&xely narrow activities.
Relationships between firms can be quite complex,they are generally mediated by
efficient markets, in which a balance is struckwmsn flexibility and long-term
cooperation. Clusters generally produce light oomsr goods. Examples include sock
industry cluster in Zhuji municipality which is @sated to produce 35% of world sock

production, Liushi Township, which produces low+tagie electrical equipment. Both of
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these are in Zhejiang Province, which can be cemnstithe center of industrial cluster

development, with at least 519 recognized industhissters.

Industrial clusters are phenomena that have emddrgenany places around the
world. The shoe industry in Brazil and the garmamd luxury-goods industries in Italy
display many of the same characteristics. Yetarealso identify in this phenomenon in
China some typically Chinese elements that we obsemrlready in the traditional
Chinese economy, as well as in the early Wenzhodemmof TVE development. The
clustering of numerous small producers, linked ttarger marketplace by a series of
smaller intermediate-good markets, is a form ofustdal organization with a long
tradition in China. Today, there are a numbernofustries where a resurgence of this
type of organization has been accompanied by asarthe competitiveness of Chinese
goods on the world marketplace. Indeed, TVE expagntation has remained strong,
and it has even increased in recent years. Inghmse and many others, the “TVE

sector” is again in a period of rapid change amstrueturing?®.

Philippines

Poverty in the Philippines — An Overview

In agriculture and industry in the postwar era, thember of medium-sized
landholders, salaried workers in public and privsgetors, professionals, and the like,
has grown. This heterogeneous stratum is ofteng@r‘middle class” according to level
of income, occupation type and status, patternasfsemption, and so on. Pinches

(1996:109) argues that sections of the middle cfass came to national political

" Ibid, pp. 292-293
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prominence over their endorsement of governmerteptionism in the 1950s and 1960s.
Since then, they have been a strong presence pethide power revolutions against two
presidents. But, most significantly, since thd &l Marcos, middle-class disaffection

with the traditional elite and its sources of powas increased, contributing to domestic

pressures for economic and institutional refdfins

The middle stratum of Philippine society has prowe be a vital source of
medium-scale investment in export manufacturingti@darly garments, footwear and
the like. Through international and local subcadting arrangements, it has been
possible for relatively small investors to set nopmanufacturing, sometimes as a means
to supplement or substitute professional incdme the last decade, this phenomenon
has extended into consumer and business servidesomstructiof®. Pinches’ research
shows that a significant proportion of these “neapitalists” are “women, former
salaried professionals, and middle-class Filipinasib have returned “from periods of
residence in North America or Europe”, especiallyew the economy picked up in the
early to mid 1990s. Alternatively, they are indiwals “with a background in small
business” who, over time, have been able to explamsk business€s With the easing
of restrictions on foreign investment in areas suaB banking, insurance,
telecommunications, and parts of retailing in t880ds, new employment openings have

developed in management and other professionas.arbaall this, Pinches (1999:279)

" Michael Pinches “The Philippines: new rich: calistaransformations amidst economic gloom” in
Richard Robison and David S.G. Goodman (8d® New Rich in Asia: Mobile Phones, McDonalds and
middle-class revolution(London and New York: Routledge, 1996), p. 105

S Pinches, p. 121

" Michael Pinches “Entrepreneurship, consumptidmietty and national identity in the making of the
Philippines’ new rich” in Michael Pinches (e€lture and Privilege in Capitalist AsidLondon and New
York: Routledge, 1999), p. 275

" Ibid, p. 278
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observes that it is worth noting “the absence ofear divide between the salaried new
middle class and the new capitalist entreprenedigf to the extensive overlapping
among families and individuals. However, throughdbe business interests of the
middle classes are generally less dependent oticpblpatronage than those of the

traditional elite and are certainly not on any grapalé®,

It is estimated that SMEs and micro-enterpriseoaict for 99.6 per cent of the
country’s total number of enterprises. Of the 99e8 cent, 91.6 per cent are micro-
enterprises with the rest accounted for by SMEguUre 7). SMEs are also estimated to
account for 70 per cent of total employmefigure 8) and around 32 per cent of gross

domestic productHigure 9).
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Figure 7 — Profiles of SMEs in the Philippines (Sage: DTI) "°

8 Garry Rodan, Kevin Hewison, and Richard Robibe Political Economy of Southeast Asfaes!.
gNew York: Oxford University Press, 2006), p. 54

9«Current situation of SMEs and the SME Developntfelan”
http://www.dti.gov.ph/contentment/66/69/files/SMBtp(accessed November 24, 2007)
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The Philippine Government, for some years now, hasn giving special

attention to the development of entrepreneurs aralland medium enterprises or SMEs.

Firms Employment

Source: NSO 2001 Source: NSO 2001

dti sulaniine)

Figure 8 — SME Employment in the Philippines (Soure: DTI)®

There is a large body of literature providing jfistitions for supporting the
development of SMEs and entrepreneurs/micro-enseqr These justifications include,
among others, the contribution of SMEs to employtngemeration and economic growth.
Vibrant SMEs could also serve as a foundation fetrang and competitive industrial
sector as was the case of the newly industrialcoeahtries of East Asia that have relied
on dynamic SMEs to boost their competitiveness. ESMhave a vital role in the

development of rural areas as these disperse ecoramtivities to the countryside, and

80 bid

96



hence contribute to a more equitable distributidnincome. These use indigenous

resources, support export growth and encouragemetreurial development.

68%

Firms Value-Added

Source: NSO 2001 Source: NSO 2000

ﬁ SulangPinay!

Figure 9 — SME Contribution to Total GDP in the Phiippines (Source: DTI)**

Being more flexible, SMEs are being increasingligwed as sources of
innovation and agents of change. Thus, theseamteilouting to the development of new
technology, the improvement of skills of workersvasll as the development of new
products and proces&és The development of SMEs also contributes toetkgansion
and diversification of markets as well as to insreg the savings rate and investment

basé®,

But the past quarter century has seen the Philgspiagging behind most of the

major East Asian countrie§ifure 10) in practically all aspects of economic and social

81 |
Ibid
8 ponciano S. IntaWhy, What and Financing SME Developméfimeographed. (Manila: De La Salle
University, 2002)
% Mendoza and Llanto, p. 151
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developmerit, despite the fact that the Philippine governmesbgnizes the important
role of SMEs in the economy. The country’s averagenomic growth was only slightly
higher than its population growth, which was, andtmues to be, comparatively high by
most Asian standards. Further blunting the immpecpoverty of whatever growth that

occurred has been its persistently high level ohemic inequalit§’.

. ; South : g
Malaysia | Thailand RP Koioa Japan | China Indonesia
sl 94.4% 98% | 99.6% | 99% | 99% | 99.7% | 99.995 %
Establishments
Employment 40.4% 55.8% 69.1% 69% 88% 74% 99.04%.
Value Added 26% n.a. 32.0% 46% 56% 60% 63.11%

Source: JICA & various sources

d__._wt.

Figure 10 — RP SME Productivity as Compared to otheAsian Countries (Source:
DTI) %
Political Economy Perspectives
Neoclassical economists attribute the generallyr pgaonomic record of the
Philippines to a policy and institutional mix thahisallocates” resources to areas of
inappropriate and inefficient economic actifity They argue that, for most of the

postwar era, protectionist trade and macroeconopulicies promoted inefficient

8 John WeissPoverty Targeting in AsigMassachusetts, USA: Edward Elgar Publishing, [2@Q5), p.

220

8 Ibid, p. 221

8 DTI website

87 Geoffrey Shepherd and Florian Alburo, “The Phiiigs”, in Demetris Papageorgiou, Michael Michaely
and Armeane Choski (edsiberalizing Foreign Trade Vol ZOxford: Basil Blackwell, 1991), p. 133
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manufacturing for the domestic market, while alswaeiraging a form of business
behaviour known as “rent-seeking”. Rents are a@efim the economic literature in a
number of ways; however, in this context, theyumderstood as additional returns from
government interventions in the market. Rent-gegks, therefore, the effort applied to
competition in the political arena over sourcegeasft — particularly quotas, tariffs, and
public monopolie¥. The neoclassical criticism is that “by substitgt political for

economic criteria in many allocative decisions’ntreeeking is antithetical to the
operation of market forces and, hence, to the deweent of an internationally
competitive econonfy. However, in recent years neoclassical econonfiate paid

more heed to the institutional foundations of markeccess. Accordingly, current
economic commentary on the Philippines is more tleaer concerned with the
governance-related issues of corruption, poor e#guy performance, and policy
incoherence. But these good governance approalduods to preferred technical

institutional changes without properly addressimg power relations that these involve.

The role of the rent-seeking in the political eamy of the Philippines has also
been highlighted by state-centred historical in§thalists. However, these writers are
less concerned with its distorting effects on tharkat than they are with its
consequences for state capacity. Drawing on thenple of developmental states in East

Asia, they maintain that the Philippines’ poor emmnc record is the direct result of a

8 James M. Buchanan “Rent Seeking and Profit Se&kimgames M. Buchanan, Robert D. Tollison and
Gordon Tullock (edsJowards a Theory of the Rent-Seeking So€ityas: Texas A&M University Press,
1980), p. 3

8 Shepherd and Alburo, pp. 155-156
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“weak” or “patrimonial” stat&’. Particularly indebted to Weber (1968) on bureacy
and rational action, they argue that the Philippoéty is unable to steer the course of
national economic development because it is cotlgt@oubject to the particularistic
demands of a wealthy elite or oligarchy. This higlkiel of political patronage (or
cronyism) compares with the strong “institutionaltanomy” of developmental states,
“which is derived from the differentiation of statestitutions from the private interests of

individuals within society™.

An almost regular pattern of boom and bust hagsadterized the Philippine
economy during the period from 1960 to 2002. Barst stagnation soon followed each
episode of boom, fueled largely by massive foremmrowing and capital-intensive
import-substituting industrialization. The periatbo saw heavy government regulation
of the market economy, as well as political indtghinatural disasters, and major shocks
in global trade and finance. However, notwithstagdhe interruption in the late-1990s
owing to the combined impact of the Asian econoanisis and the El Nino phenomenon,
the growth episodes since the second half of /894 @ppear to have a fundamentally
different character from previous ones. Economangh, albeit meager compared with
that in any of the country’s South East Asian nbgl, has taken place in an
environment of political stability, economic deréaion and institutional reform. While

domestic political squabbling and policy coordinatproblems persisted, it could not be

% peter EvanEmbedded Autonomy: States and Industrial Transftioma(Princeton: Princeton

University Press, 1994)

% Linda Weiss and John M. Hobson, "State power amaemic strength revisited: what's so special about
the Asian crisis?” in Richard Robison et al. (ef@s)itics and Markets in the Wake of the Asian Grisi
(London: Routledge, 2000), p. 53
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denied that the Philippines at the beginning ofrtee millennium was closer to a market

economy than it had ever been in the Bast

SME Agenda: An Integrated Approach

The SMED Council members meet at least once a mtmtdiscuss issues,
evaluate activities, and map out short-term plansSME development. Being the chair
of the SMED Council, DTI has reaffirmed its commént to SME development by
creating an SME Development Group composed of DiBlkehed agencies and bureaus
mandated to support SMEs. The SME Development Gsieutasked to implement,
coordinate, and monitor the various efforts thatigm SME development, namely:
Finance, Training/Human Resource Development, MargeProduct Development and

Technology Intervention, and Advocacy for an EnaiplEnvironmentKigure 11).

It is an increasing recognition of the importanter played by SMEs in the
economy that has led the government to supporowarpolicies and programmes to

promote their growth.

% |bid, p. 221
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Figure 11 — SME Agenda: An Integrated Approach (Sorce: DTI) %

Finance — SULONG is the brand name for the financing ititia under the Plan. This
unified lending programme is the result of a cadla@bion among government financial
institutions (GFIs). Under the SULONG ProgrammerIss apply simplified and
standardized lending procedures and guidelines &andardized application procedures,

requirements, fees, and interest rates) to prdsME&s with greater access to capital.

Marketing — Various DTI agencies have been tasked to desagketing programmes to

increase the exposure of SME products in domesticfareign markets, and to improve
the distribution of SME products between local nfanturing and trade sectors as well
as within each sector. In line with the goal opanding markets for SMEs, the DTI

mounts local and international trade fairs. It\vbases the best producers of the entire

% DTI website
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country and their finest products in one venuetlierconvenience of institutional buyers,

exporters, and export traders.

Training and Human Resource Development- The training and entrepreneurship
development programmes of the National SME Agerekk 40 provide existing and
potential entrepreneurs with the necessary skiits knowledge to become competitive
players in the local or global market. It alsokse& create a pool of SME trainers,

advisors, and counselors who can effectively aS$WEs nationwide.

Product Development and technology Intervention— There are two main product
development objectives under the plan. The fgstoi create and sustain competitive
advantage through product and package design avelopenent, as well as through
technology intervention. The second is to createawareness and understanding of
product development, its processes, and the wayshich a company can use it to

advantage.

Advocacy for an Enabling Business Environment— Two major laws govern the
promotion of SMEs — Republic Act (RA) 6977, or dagna Carta for Small Enterprises,
as amended by RA 8289, and RA 9178, better knowthe8arangay Micro Business

Enterprises (BMBESs) Act of 2002.

The various initiatives, programmes and incentitlest the government has

implemented under the National SME Agenda haveltexbun varying degrees of
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success. Thousands of entrepreneurs have alreadfited from the programmes and
succeeded in their undertakings. But the searchnfwre initiatives that would extend
new forms of support to SMEs in an increasingly petitive globalized environment

continue*,

% Based on the interviews conducted by the reseatohie key informants.
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CHAPTER V

Summary, Conclusions, and Recommendation

This concluding part of the thesis presents thélilybts of the findings of the
various research instruments used to come up wililde answers to the research
problems as spelled out in Chapter 1. The resilthe assessment were used as the
basis of the conclusion and recommendations, nmueeifscally the policy and program

mix model that the researcher endeavored to build

Summary and Highlights of Findings

A. Summary

Chapter 1 of this thesis provided a brief background aboaw lrural economy
played an important role in transforming the Ch&ée=conomy from a command
economy to a market economy. TVEs had a spec#tlndtion during this period
because of their unusual ownership and corporatergance setup. Originating under
the rural communes, most TVEs were collectively esdinTVEs thus presented the
unusual spectacle of publicly owned enterprisesvgrg rapidly and providing the
competitive challenge that dissolved the monopogvipusly held by public (state-run)
enterprises. A diverse set of TVE models adaptea tange of different conditions and

ended up fundamentally changing nearly every dateChinese economy.

Rural industry in China underwent transformatidgarteng from its traditional

economy, then the Great Leap Forward era, follobwethe Cultural Revolution era, up

% Mercado, p. 432
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to the golden age of the TVEs. Rural householdnegses were very important in
China’s traditional economy, leading it to be call%ottom heavy” because of the
preponderance of small, household-based, flex#trld, market-oriented production units.
Rural households spun and wove cotton, raised esiiks, and reeled silk thread; they
cured tobacco, milled grain, and made noodles. selbolds made mud bricks and hewed
timber, carted goods to market, and ran shops asthésses. But this organic link
between growing and processing agricultural prodocthe countryside was broken
under the command economy. When the state estallliss monopoly control over
agricultural goods during the 1950s, rural procegdiusinesses were inevitably cut off
from their supplies. Another attempt to developalundustry occurred during the
Cultural Revolution era. After 1970, during the & “new leap forward”, the
government encouraged a new wave of state-sponsoraidindustrialization under the
rubric of “commune and brigade enterprises.” Botlaring the 1970s stressed the “Five
Small Industries”, rural industries that includedn and steel, cement, chemical fertilizer,
hydroelectric power, and farm implemefitsDuring 1979 the central government shifted
its policy toward rural enterprises in importardpects. The general liberalization of that
time included a relaxation of the state monopolypomchase of agricultural products,
allowing more to remain on rural markets and thuailable to rural enterprises for
processing. The new policy was “Whenever it isnecoically rational for agricultural
products to be processed in rural areas, rurakmges should gradually take over the
processing work”.

In sum, this chapter has illustrated the dramatavth that has taken place in

recent years in China’s rural enterprises. It h#® demonstrated the burgeoning

% See detailed discussions in Chapter 1 of thisghes
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significance of those enterprises (a) as an ofdlethe savings being accumulated in the
countryside following the first stages of the refgr (b) for the subsequent relocation of
labor out of traditional agriculture; (c) for thendnces of local government, especially

revenues received through taxes and profits; anfb{dhe rate of urbanization.

On the Philippines’ side, this chapter presentesl efforts of the Philippine
government to develop its SMEs which started in yhar 1960 with the creation of
different institutions to extend assistance to $@madl medium-sized enterprises and the
enactment of laws such as the Magna Carta for Bawsice and Economic Democracy,
and among others, to signify the government’s cameemt to the development of small-
scale industries. But these institutions and lasse either abolished or dismissed due to

the limited forms of assistance, weak implementatay change of administration.

The theoretical and conceptual framework is eximaelgtdiscussed ilChapter 2

of this study within the purview of the various & of analysi¥’. Assessing the
dynamics of the rural development of Mainland Chiaad the Philippines is
conventionally viewed from the Theories of Devel@mnlens. How these assessments
would configure depends on these theoretical I€fiseBhese lenses differ not only on
who they identify as key actors, but in their viealsout the individual, the state, the
society, the international system and structureshatthree levels of analysis. The
various books, thesis, articles, documents, andratblated studies were exhaustively

reviewed to come up with the theoretical/conceptraahework, as well as the research

" Mercado, p. 435
% B. Guy PetersComparative Politics: Theory and Metho@sew York: New York University Press,
1998), p. 6
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paradign?®. The research methods as discussezhiapter 3 laid down the design of the
study which is essentially an operations reseayple twvherein the researcher used a
combination of descriptive, qualitative but non-esimental, and analytical approath

to rationally analyze the factors which contributedthe growth of TVEs in Mainland
China and the current state of TVEs vis-a-vis CBiraverall economic growth; the
reasons for the slow growth of SMEs in the Philigs despite the government support;
and the abstractions of lessons learned for bathtdes and the policy recommendation

that can be drawn as inputs to Philippine ruralettgyment policy.

To focus the policy directions and the subsequestommendations, the
researcher interviewed representatives from theaeyent of Trade and Industry (DTI)
and from the Small and Medium Enterprise DevelognMED) Council and private
individuals who are stakeholders in the PhilippBIE dynamics as key informants.
The data for the document analyses were built am footh the primary and secondary
sources. The three data sources — document asalgserview of key informants, and
focused group, were placed in a triangulation moflanalysis to validate the results.
This three-level mode of analysis reaffirmed theddsility of the final outcome of the

study %,

The last two chapters of this thesis are detaitedl éxpansive discussions on the
three research problem areaShapter 4 discussed the details of the commonalities and

differences between China and Philippines focusingthe regions of Guangxi and

% Mercado, p. 436
0ventura, p. 37
101 Albano, p. 31
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SOCSKSARGEN, respectively. In this chapter, thetdies which contributed to the
growth of TVEs in China, the overview of povertytive Philippines, and the importance
of SMEs in the development of the rural economyensdso discussed. The chapter also
included figures and tables to show the currentasibn of SMEs in the Philippines,
share of total output of TVEs in China, and thentwtic change in the ownership

composition of TVEs.

The last chapter €hapter 5 is the conclusion and recommendations. After
rationally back tracking the pattern of rural degrhent between Mainland China and
the Philippines and after identifying the factorfieth contribute to the success and
failures of TVEs and SMEs as expansively discusse@hapter 4, the final chapter is
built from the conclusion that the more succes3MEs and SMEs are, the better the
rural development; and that government programnmebk policies are not enough to

sustain the growth of SMEs.

B. Highlights of Findings

This thesis is essentially a comparative studyhef rural development between
Mainland China and the Philippines focusing on telwp and village enterprises (TVES)
and small and medium enterprises (SMESs) to exanhiedactors which contributes to
the acceleration in the growth of rural enterprigaen analyze these key factors China
undertook over the past decades in the light okisgeopportunities and insights that
could apply for the Philippine context. Hence, RasearchQuestion 1 —“What are the

factors which contributed to the growth of TVEs Mainland China and what is the
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current state of TVEs vis-a-vis China’s overall momic growth?”; andResearch
Question 2— “Given the fact that the Philippine governmeatagnizes the important
role of the SMEs in the economy by giving opportiasi for these enterprises through
various support programs, what are the reasonghtorslow growth of SMEs in the
Philippines?”, the highlights of the findings asefallows:

1. We have entered a new and more challenging econemviconment. It is vastly
more competitive than in the last few decades -nes$ just China — more
globalized, and more fast changing. It is alsargethe rapid emergence of the
knowledge-based economy. East Asian countriesedhinking their economic
strategies, to stay relevant and sustain growthhagloer living standards in this
new environment.

2. Foreign multi-national companies (MNCs) should raman important source of
investments, technology and jobs for Southeast.ABiat increasingly, countries
in Southeast Asia need to pay greater attentiahécdevelopment of SMEs for
the following reasons:

(a) A strong SME sector will help cluster strategiesmark. A nimble base
of local SMEs adds strength to such clusters. Tdey help to anchor
MNCs in the region, and improve national compegitigss.

(b) In a rapidly changing economic environment, hawnigroad and diverse
pool of companies will improve the chances of eeoitosuccess, and
provide greater resilience to national economies.

(c) A third reason for promoting SMEs has to do witle iimportance of

domestic enterprise in general, in capturing vatuthe knowledge based
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economy. While MNCs play a critical part in moviegonomies up the
value creation curve, we need a complementaryegfyabf growing

domestic enterprises that can capture more of #heey by developing
their own products and owning the associated mxtelal property.

3. The decade of the 1980s saw the economy take ofésh areas of the Chinese
countryside. By 1987 rural industry surpassedcaijtire as the dominant source
of total rural income. Total output generated hyal enterprises rose almost
ninefold from 1980 to 1987, as output of rural eptises grew more than 26
percent annually from 1978 to 1990. These indesstiniave yielded close to one-
quarter of China’s total exports. Between 1978 2880, the percentage of the
rural labor force engaged in village and townsmpegrises more than doubled,
and the 57 million new jobs created from 1978 t86l@lone equaled the total
number of workers hired in all state-owned entegsibetween 1952 and 1986.

4. What makes China’s experience analytically noteors that growth occurred
without significant political change. Most notaplyfirmly refused to privatize.
China in the 1980s maintained state and colleativaership of enterprises and
refused to free prices completely or abolish ratign But it also reintroduced the
market and embarked on reforms around the edgdéiseobld system. Central
planning was jettisoned only gradually, with soneennants still evident even
today.

5. Most unexpected was the role that local commurfigtials played in the rural
industrialization process. The rapid takeoff ofir@s rural industry was the

result primarily of local government entreprenegshWhat is new is to cast
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local government in the lead role of the developmgrmcess. Even more
surprising is that these governments are commufgth systems have generally
been assumed to be incapable of reform.

Believers in the market might argue that a bettaceto look for an explanation
of China’s rural industrial success (and the NI€stcess in general) is the rapid
growth in inputs into the system, such as the hag®unt of surplus labor
available in China.

. Some of these observers have attributed the chaogles “unorganized power of
the peasants”; others refer to a “societal takebv&¥hile such conclusions are
fashionable in the wake of the demise of communigray fail to answer the
crucial question of where peasants obtained capitdlresources to fuel China’s
economic takeoff when personal savings were meaggthe market in its infant
stage of development.

. Given the failures and problems associated witke statervention not only in
Leninist systems but more recently in the East ASICs, it is not surprising that
some would resist the notion of a successful semtelevelopment effort in post-
Mao China. But not all state intervention is tleeng. Market economies also
have some form of state intervention. The expegesrof Eastern Europe and
Russia suggest that the lack of institutional supfooced many new private firms
to sink before they learned to swim.

. A different explanation might posit that China pedy laid the foundation for
reform by first ridding the bureaucracy of possibpposition and installing a new

breed of farsighted, well-educated officials eatgeserve the interests of reform.
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11.

The reason China’s local officials have respondedenpositively to reform is

that they are not the same communist officialhefpgast.

Alternatively, one might also argue that becausm&ls a communist system, its
local officials have what Murrell and Olson call ‘@mmcompassing interest” that is
much stronger than that held by officials in dematicrregimes to make their
economy grow rapidly. In such situations, the perwith dictatorial power has
“a property right in his society...Just as the owoka firm has an incentive to
make the firm as valuable and productive as passibl

Local officials in a communist system, like offigan any political system, are
rational actors who respond to incentives and iegstonstraints within the limits
of their cognitive ability to evaluate alternativasd process information. Their
response to reform can be determined only by lapkat the concrete
circumstances that affect their behavior as agemtgntives, constraints, skills,
and resources available to those who are resperfsibimplementing reform and

the effectiveness of monitoring by the centraleste the principal.

12.The successful economic reform process in Chinarbegth the formulation of

policies at the national levels of government igidy small political elite led by
Deng Xiaoping. Without the green light from abowe, at least from key

elements within the central leadership, it is uglykreform would have occurred.

13.There is no single answer as to why rural industakle to grow so rapidly. In

Barry Naughton’s Rural Industrialization, he citeaonfluence of five favorable

factors which contributed to rural industrial suegefavorable fundamentals,
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14.

15.

16.

ability to tap into monopoly rents, favorable itgtional environment, revival of
traditional locational patterns, and organizatidiexibility.

Responding to different regional conditions,EBMdeveloped in different parts of
China. Each pattern or model provides informatadoout the forces shaping
Chinese rural development. The Southern JiangshdeMwas one in which the
township and village governments and collective exship maintained the
leading role. In the Wenzhou Model, firms weretially tiny, based on
individual households, and specializing in modeticlas of daily use. And
finally, there was the Pearl River Delta Model. the Pearl River Delta — the
region between Hong Kong and Guangzhou that isa@he of the Southeast Coast
macroregion — TVEs developed rapidly under the @tiis of foreign investment.
The entire TVE sector underwent further dramaitansformation after the mid-
1990s. First, TVEs faced a more challenging exieamvironment, and their
overall growth rate slowed significantly. Secorfdced with this external
pressure, TVESs restructured and transformed irddgminantly privately owned
businesses. Finally, new forms of economic codmerand competition grew up
as TVEs adapted to the new challenges and oppbetsini

The transformation of the TVE sector in the ro@ntury has not been limited to a
conversion to private ownership. TVEs have adafmeddmore open, competitive
environment, and the ties that link TVEs to locavgrnments have become
weaker. One of the most striking developmentshieas the emergence of highly
competitive “industrial clusters” in rural and suban areas. The key feature of a

cluster is the large number of firms that contrébtd a single specialized product.
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18.

19.

Typical industrial clusters include scores — peghapndreds — of small firms that
compete with each other but cooperate to form la ilna relatively complete
industrial chain.

The middle stratum of Philippine society hasvpn to be a vital source of
medium-scale investment in export manufacturingsti@darly garments,
footwear and the like.  Through international anacal subcontracting
arrangements, it has been possible for relativetplisinvestors to set up in
manufacturing, sometimes as a means to supplenmrestilbistitute professional
incomes.

It is estimated that SMEs and micro-enterprasgount for 99.6 per cent of the
country’s total number of enterprises. Of the 998 cent, 91.6 per cent are
micro-enterprises with the rest accounted for byESMFigure 3.3). SMEs are
also estimated to account for 70 per cent of tetaployment (Figure 3.4) and
around 32 per cent of gross domestic product (Eigus).

The Philippine Government, for some years ntwas been giving special
attention to the development of entrepreneurs amallsand medium enterprises
or SMEs. Vibrant SMEs could also serve as a fotiodafor a strong and
competitive industrial sector as was the case @hwly industrialized countries
of East Asia that have relied on dynamic SMEs tosbdheir competitiveness.
SMEs have a vital role in the development of ruaedas as these disperse
economic activities to the countryside, and herm&ribute to a more equitable
distribution of income. These use indigenous reses) support export growth

and encourage entrepreneurial development.
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21.

22.

But the past quarter century has seen thepphiks lagging behind most of the
major East Asian countries (Figure 3.6) in pradiycall aspects of economic and
social development, despite the fact that the Bifiie government recognizes the
important role of SMEs in the economy.

Neoclassical economists attribute the genenatlgr economic record of the
Philippines to a policy and institutional mix tHatisallocates” resources to areas
of inappropriate and inefficient economic activityhey argue that, for most of
the postwar era, protectionist trade and macroeoangoolicies promoted
inefficient manufacturing for the domestic markehile also encouraging a form
of business behaviour known as “rent-seeking”. eclassical criticism is that
“by substituting political for economic criteria many allocative decisions”, rent-
seeking is antithetical to the operation of markatces and, hence, to the
development of an internationally competitive eaogo

The role of the rent-seeking in the politicebeomy of the Philippines has also
been highlighted by state-centred historical iofthalists. However, these
writers are less concerned with its distorting &@feon the market than they are
with its consequences for state capacity. Drawimy the example of
developmental states in East Asia, they maintast the Philippines’ poor
economic record is the direct result of a “weak” ‘atrimonial” state.
Particularly indebted to Weber (1968) on bureaucraicd rational action, they
argue that the Philippine polity is unable to stidser course of national economic
development because it is constantly subject topdréicularistic demands of a

wealthy elite or oligarchy. This high level of gmal patronage (or cronyism)
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23.

24,

compares with the strong “institutional autonomyf’ @evelopmental states,
“which is derived from the differentiation of staitestitutions from the private

interests of individuals within society”.

It is an increasing recognition of the impottaale played by SMEs in the
economy that has led the government to supporbwsanpolicies and programmes
to promote their growth. The SMED Council membeeetat least once a month
to discuss issues, evaluate activities, and mapshatt-term plans for SME

development. Being the chair of the SMED Counbil]l has reaffirmed its

commitment to SME development by creating an SME/dlpment Group

composed of DTl-attached agencies and bureaus neghttasupport SMEs. The
SME Development Group is tasked to implement, coaté, and monitor the

various efforts that go into SME development, ngmEilnance, Training/Human

Resource Development, Marketing, Product Developmand Technology

Intervention, and Advocacy for an Enabling Enviramn(Figure 3.7).

The various initiatives, programmes and ine@stithat the government has
implemented under the National SME Agenda havdtezsin varying degrees of
success. Thousands of entrepreneurs have alreadgefiled from the

programmes and succeeded in their undertakingst tiBa search for more

initiatives that would extend new forms of supp@rtSMES in an increasingly

competitive globalized environment continues.
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Conclusion and Recommendations

A. Conclusion

The paper has driven home the point as exhaugtshelwn in the discussions of
the preceding Chapter that - “the more succesdfinas TVEs and Philippines’ SMEs
are, the better for the rural development of thenty”. China has proven this after the
1978 reforms when in 1990 TVEs dramatically rosdid®s more from its 1979 level -
that is from 1.4 million to 18.5million. This inalled other factors of growth like output
value, employment and taxes remitted. While theuiees of the 1978 reforms - open
door policy, decollectivization and decentralizati@among others, were macro policies
which fertiled the soil for rural industrializatiom China, its TVEs growth was in a
SULNAM (Spontaneous, Unorganized, Leaderless, Naalbgical, Apolitical
Movement) phenomenon. Thus, it was more of sdcatd economic factors with the
local government providing the policy support. ©ntbly, it is one of the strong pillars
of China’s economic growth and social-equity coasilg that 800 million of the 1.3

billion population of China is in the countryside.

On the Philippine side, given its history of sliglgeconomic growth and high
poverty incidence especially in the rural areas,ESMespecially the micro or cottage
enterprises was heavily initiated and supportedtiy government as a poverty
alleviation industry or even as a strategic detdrte insurgency. Since it is until now a
purposive national policy, efforts are heavily uridken by all levels of government like
the local government units, Department of Trade batlistry, National Anti-poverty

Commission, Department of Agriculture, DepartmenAgrarian Reform, Department of
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Social Welfare, Department of Education, and t# the Non-government organizations
through micro-finance. The slow growth in SMEsaigonfluence of societal — lack of

entrepreneurial spirit, cultural rigidities, etcndaeconomic — access to the market,
financing and technology. But definitely, govermhéas laid down a comprehensive
policy backbone for SMEs to grow and the entireplad development and governance
are in a common belief that its growth with be #@mgine of countryside development

that will carry it through a national mark.

B. Recommendations

All the preceding cursory carefully crafted: ag ftactors which contributed to the
growth of TVEs in Mainland China and the currerdtstof TVEsS vis a vis China’s
overall economic growth; and, b) the expanse oftigport of the Philippine government
since it is in a firm resolve that the SMEs isl|stilweak sector and with the right
nurturing from a convergence of support — goverrnagnl civil society, it is the most
potent engine of countryside growth and nation&ketigpment. Against this backdrop of
answers to the research problems, the abstraaiolessons learned for both countries
and policy recommendation are as follows:

1. China’s overall development strategy, with éphasis in narrowing

urban-rural differences and bringing down the ibasr between the urban and

rural China, has been singularly successful. Ruadustry has improved rural

living standards; urban technology has moved thécountryside; and, villagers

and urbanites are meeting in the marketplace, thighformer supplying vastly

increased qualities of foods and the latter supglgash for rural entrepreneurs
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and farmers® For the Chinese farmers, the TVEs was the minablieh emerge
in their midst - the panacea to the growing rurddan disparity, and the collateral
development issues attached to it is therefore for the best interest of the
Philippine government to look deeply into the @Gheixperience more specifically
on the incentive and regulations to arrest its snaes rural-urban migration. The
Philippine industrial dispersal program to the ctryside can be enhanced to
make it more attractive to locator industries.

2. In the Philippine context, dualism is a very sauwsidevelopment issue,
especially in the face of massive poverty in thealr areas. While there are
enough institutional mechanism at the local gorent and community level that
would increase agricultural productivity and otheon-farm incomes - for
instance, the functions of the Department of Agtioce and the National Cottage
Industries Development Authority, among others evelevolved to the local
government units (LGUs) in 1992, with the passafythe decentralization law,
but it did not prime push rural industrializatiqast like the TVEs. The highest
level of poverty incidence in the country is stile subsistence farmers who
accounts for the majority of the rural populatiohhe imperatives of agricultural
modernization, aimed at increasing farmers’ incoame still wanting in its
institutionalization due to financial constrainfhat is the mile-long difference
between the two counties. Chinese dualism suecked many respect to
improve farmers productivity on one hand, and t®yeural industrialization, on

the other handlt is therefore recommended, that other than thedifing facility

* David Zweig, “From Villages to the City: Reformingrban-Rural Relations” irFreeing China’s
Farmers: Rural Restructuring in the Reform Etandon, M.E. Sharpe, 199%p. 198-199
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through the microfinance scheme coming from bo# government and the
private sector, government instrumentalities muskewise bullishly

provide technical support in terms of market ascesd product quality
standards to make the small producers competitivethe market. The
Department of Trade and Industry  through its oce@il and provincial offices
must purposively implement in coordination witthest concerned government

agencies like TESDA, Department of agriculture atiers.

3. The decentralization of powers which was the cgmee of the 1978
reforms, gave the leaders of the townships andgak the autonomy to draw up
their own strategies in terms of economic develepimand what is the best
mechanism to promote the welfare and common gdadleocommunity. This
include resource generation not only through tradal revenue streams, but even
through unconventional sources , and entering @otmperative agreements with
other local governments, private individuals oemwnternational intermediaries
in resource sharing, support infrastructure dgwalent, production, market
sourcing and expansion, and other governmentattifums that will usher local

development.

China saw the effectiveness of its autonomy cedgalization as a
major component of the reform as early as 1978e Philippines passed RA
7160, otherwise known as the “New Local Governntaode” effectively only in
1992. The ensuing years saw how the LGUs paimgfklearned the ropes of
being fully in charged of all facets of governaraced development. The earlier

discussions has belabored the fact that indeetheirPhilippine setting, there are
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more than enough laws, policies and enabling nreéshe that can set to motion,
agricultural development, rural industrializatiamd subsequently, countryside
development. The deterrent to the triggers isldbk of focus, as government is
sidetracked by the pressing issues of growingrgency, which is rooted on poor
state of the rural economy. As both governmeacte tthe issues of politicizing
development, corruption, vested interests, Chiramaged to rise above it as
shown by the growth of TVEs, the Philippines digt.nSince decentralization
and bestowing powers to the LGUs are proven intpersa in effective
governance, it is recommended that the Philipgioeernment can now Republic
Act 7160 — The Local Government Code for revigyve@slly on the aspect of
economic governance of the LGUs and the incensigport to rural businesses

and industrialization, among others.

4. The TEB which is the main government instrumiggtaasked to bring
the support and reform agenda to the central govent has not been very
successful in rallying the financial sector tdyidupport the capital requirements
of the TVEs. This is due largely to the stagggmeforms of the financial sector
which the international community believe is arparative in the light of China’s
fast growing economy. Thus far, it had succeedethe strengthening of the
Township Enterprise Law in 1996, by calling foefarential policies on taxes,
loans and development fund for the TVEsCorollary to the preceding
observation, China can learn from the Philippiagperience on the Unified
Lending Scheme, Magna Carta of Lending, and thar&tee Loan Fund

Facility in support to the capital requirementistbe SMBESs, and its stand by
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support facilities through the SMBEs Centers -Financial support,

marketing linkages, advocacy, product develogmamong others. These
institutional support would ensure the sustainabl growth of TVEs or
SMBEs

5. Finally, a special feature of the SMBEs, whigmot yet in the governance

framework of a communist polity as of the momesuen if it succeeded in its
transformation towards a strong market economyhésrole of the NGOs and
POs. The law which granted local autonomy is dlse very law which
institutionalized the participation of NGOs/POs various facets of local
governance. In most conflict driven areas of Nimao islands and other parts of
the country, the Ilocal governments establishedongtr partnership and
collaboration with the NGOs/POs in setting up $MBESs, and in shepherding its
development considering that the SMBEs in theggons are not only poverty
alleviation interventions, but part of the antsimgency measures of the

government.

On the Philippine context, the SMBEs are not ohby lheart, but the lifeline of the

economy. With the institutional support and meda$ras for its growth and acceleration

in placed, it is envisioned, just like the TVEs,also play the ace role, as the Philippine

economy drives fast towards equitable and sustirddyvelopment. After all, as David

Zweig concluded in his article, “From Village toethCity: Reforming Urban-Rural

Relations” —the engine of economic development lies in the teggide and its link to

the cities, not in the cities aloné€hina’s TVEs has advanced with giant stridesesthe
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late 1970’s and the further development of TVEs| W& a significant influence on
China’s social and economic life. While one of ®&y intervention areas is the “open
door” policy, the dramatic emergence of the TVEsohlspurred rural industrialization is
both a “puzzle and a miracle”, which can only grawthe uniqueness of a market
economy within a communist regime. It is therefarithout doubt that the Philippine
policy makers and the program implementers alikeatastract meaningful learning from
the development and growth of the TVESs, as thelytataagent of rural development.
The policy challenges therefore for the Philippinesnormous, and as a developing
nation, the Mainland China lessons in developmeapeeially the TVEs, are always

worth emulating.
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Annex “A”

Questionnaire Guide
Key Informants

Department of Trade and Industry Office
1. What is the current situation of SMEs in the Philigines as to its
contribution to GDP and generation of employment?

2. How are the SMEs in the Philippines faring with the other Asian
countries?

3. What are the policies and programmes set by the Plippine government
in order to support the SMEs?

4, In your assessment, what do you think are the strggths and weaknesses
of the Philippine SMEs?

5. In the part of the government, what are its accompshments in recent
years with regards to SME support programmes and plcies?

Small and Medium Enterprise Key Player (Entrepreneus)

1. What is the industry are you engaged in?

2. How long have you been in the business?

3. How much was your initial capital?

4. Did you get any assistance from the government?

5. Do you have any suggestions for the government o\ to improve their

policies and programmes for key players like you?
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