In 2005, “PHILIPPINES IS IT!"

By Richard Mills, CFA, Chade Assodates

here contimees to be a lot of mdsery in the newspapers shout
the Philippine economic sitvation.  Acrtcle after article talks
abont impending Gacal eollapse, infrastrecture deficiencies and bor Ge
corrupton levels, Fey export inchestries like electromes and garments
are sadd to be packdng wp for China, Contimdng economic decline
seems to be the only possible future for Philippines.

Dhon't believe it

The economy grew by a solid 3% in the third quartter of 20,
hardly 2 recessdomary emdromment. Ared, to business leaders in the
key growth sectors ke outouncing, telecommumnications and now
mining, the near term owtlook is smong the best in the wodd The
teasons they provide for such optimism are not alwaws obvious

First of ol the contimdng signifieam drop in vale of the
Philippine peso might seem ke 2 dire harbinger of poor eoonommic
potential But for export-focused companies, this has created a
trermerado s wind B2l that makes Philippines meore competiive agrains
ather coumties. A kading dectronics CEO said to 2 group of usa
couple momths apo, “I the peso drops by 1004, then most of my
oosts drop by 1004 and this & good for my business™ Who can
arguer Cymics have even stated that the one undemiable thing the
Philipprine govertoment i doing to improve the competitive position
of ity country i5 to destroy the wvalue of I8 cufrrency

Second, codt competitiveness and quality in compettors like
Eraclia | foor ovutsoureing) and China (for manufenring) are declimng
The growth in India (the g of ousourcing has been so strong
aver the past fow vears that salary costs ane rising out of proportion.
At the same time, quality of service is now generally felt by industry
leaders to be dedining relative to Philippines a5 emplovee turnover
rates have become destructively high and the quality of new hires is
poot. Adding to ol of this, the lidizn repee has incressed in valee
melative to the US dollar making their labour even less competitive
comgrared to Phiipgpines.

In electrormcs, Ching has been a very powerful gronwth foree over
the past few years. Becouse of this, production costs among the
costal locations have risen damatically and are now said to be
approzching Philippine levels Costs are still kower in the interior of
the coumty but quality is lower alio becase of kck of experence
And, the Chinese currency s felt by most of the world's finandal
armalyits tobe greatly undervaheed. What happens when the Chinese
govermmment stops buving hillions of dollas worth of American
trediury securibes in it Frante sttesspt to hold down the valee of i
currency? It i only 2 matter of tme untl they stop this madness
and alkny ther exchange rate to rise. This immmnent sdjustment will
dhull Ching's attractiveness relative to Philippines

Third, infrastructure required for gutsourcing (mainly

telecommunication, power and office space) i3 said by almost all
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Fourth, the mimng
inghetry will become an
T Tharet COr T T
ecomomic development now that the Suprenme
Conrtaf the Philippnes bes roled in fovour of the country's prosperdt:
Philippines is the 5th most minembred country in the wordd andas
metal prices are at historically high levels becsuse of demand from
Ching, progress will be swift. Vadouws projects are slresdy said to be
starnchng by ready to start work, The economde impact of this indusry
should be felt over the next couple of years o8 long a8 them ane no
palitical dnter g ons

Senior mamgrers in the owsourcing industry are excited showt
their businesses and plad to be in Philippnes. The only wornes they
speak of have to do with boow to handle ol the growth. The workhsdde
potertial of serviees outsourdng has, acconding to them, 20 far only
begun, “Tt's ke 1965 in manufactutng,'” they say. Thanic growth
is sadkd 0 be coming over the next 2 to 5 years o8 companies become

mare combortsble with services outiourcing. Among ol of this
Philippires will be front-and -center. One Ammeriean who renms 2 lagre
call center operation here said it best, “for dght now, PHILIPPINES
ISITT
Telecommmumications 15 another grwth industry that & gearing
up For tremendoes growth, Most people are sware that Philippines
has established el f a2 2 wodd leader in witeles commu e sdons
These days, industry leaders say GEM technology i “old news™ and
the mext phase of developrmenmt will be maore profound soll. Brosdband
wireless 15 the new technology and the seakots who run the Philippine
incdustry are sprinting for wodd keadership in it IF these craced
mevolubonates are shle to do forws in broadband what they did in
GEM, then in 2 to 4 years Philippines will have fully functional
telecomn infrastrecture that will be greatly superior in cost and
performance to the old fxed line technology that exists in most rich
GO
The dectromics industry in Philippnes - our lagrest export exmer
will et expand mech over next vesr but it i5 ot going to disappesr
cither. Business kaders sy we will hold onto the business we have.
This sitvation may change aver the longer term — say 4 or 5 years
down the road - 25 Ching intensifies it grip on worldwide
mrefacturing, But for the time being, dectronies is safe in Philippines
For 2005 then, it seems that the vadouws suntise sectors will
supply 2l of the growth we can handle and we will hold on to most
of our current key export inchstries. As bong 28 there are o sirmfican
shocks to the world economy, then the nesr term future books very
pesitive for Philippines. Oner current sconormde growth rates exceeding
6% should be maintainable and possibly expanded.
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