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EXECUTIVE SUMMARY
Background and Description

USAID/Philippines approved the Private Investment and Trade Opportunities-Philippines
(PITO-P) Project in 1990 to promote Philippine economic development by increasing exports.
Philippine economic performance has been poor since the early 1970s but recent economic
liberalizations have led to hope that effective export promotion efforts will now yield tangible
results.

"Lne project’s design encompassed three major components: trade and investment promotion;
policy analysis and problem resolution; and training and technical assistance. Trade and
investment promotion was further separated into general promotion, operation of a
computerized trade informadon system, and supporting three trade transaction brokerages. No
design distinction was made between export and investment promotion.

Implementation has been undertaken through a four-year $9.6 million Cooperative Agreement
with the Philippine Exporters Confederation, Inc. (PHILEXPORT), signed September 17,
1990. PHILEXPORT is an established membership organization which generates revenue
from membership dues and from the operation of bonded warehouses.

The project’s design envisaged that the computerized trade information system, the technical
assistance and training component, and the three trade brokerage operations would bccomc
financially self-sustaining by the project’s 1994 PACD.

This evaluation complied with a project requirement that mid-term progress be assessed and
recommendations for possible modifications be provided to USAID. Evaluation methodology
included archival research and interviews with nearly 100 individuals in Washington, Manila,
Cebu and Davao.

The evaluation found that while generally appropriate to the situation in the Philippines the
design overemphasized attaining financial self-sufficiency for the implementing agency. The
evaluators also questioned the apparent assumption that weaknesses in Philippine export
performance related more to demand rather than supply factors. Nevertheless, the project’s
technical assistance and trade brokerage components have proven themselves to be sound
interventions for directly increasing Philippine non-traditional exports.

Implementation and General Performance

The project has been implemented through a regional approach with offices being established
in Manila, Cebu and Davao. The Manila office houses the project’s overall management and
support staff in addition to the regional staff charged with directing technical assistance in the
metro-Manila area. Project direction and oversight has been provided by a Project
Implementation Committee (PIC) composed of representatives from PHILEXPORT, the



Philippine Chamber of Commerce & Industry, the GOP’s Department of Trade & Industry,
PITO-ASEAN and the U.S. and Foreign Commercial Service. The PIC’s monthly meetings
rotate among the three regional offices and have garnered strong interest and involvement
from the Committee’s membership.

During the project’s first two years PITO-P received little support from PHILEXPORT and
has functioned as a stand-alone operation. However, recent changes in PHILEXPORT's
Board of Trustees have led to closer linkages between PITO-P and PHILEXPORT and it is
now both feasible and desirable for some of the project’s functions to be integrated into
PHILEXPORT prior to the PACD, as earlier envisioned.

At the project’s midway point, expenditures have been somewhat less than expected due to
the normal lag associated with project start-ups combined with delays resulting from
implementation modifications in the project’s policy reform and computerized trade
information components. The evaluation team expects that for the remainder of the project its
rate of expenditure should be substantially higher.

Project Performance by Component

General Promotion: PITO-P’s investment promotion activiucs have largely comprised the
publication and distribution of materials which have been of high quality and useful to the
cooperating institutions and the GOP. The materials provide a needed source of general
investment information about the Philippines and are a necessary step in the process of
attracting international investment. In Davao, PITO-P’s efforts have ~oncentrated almost
exclusively on investment promotion.

Computerized Trade Information System: The project’s design called for PITO-P ic
acquire and operate a Department of Trade and Industry computerized trade information
system. However, a thorough review of the system’s cost and capabilities led project
management to the conclusion that to acquire the system would have been an unwise
investment of project resources. The evaluators concur in PITO-P’s decision not to acquire
the DTI system despite the resulting delay in developing a trade information system.
PHILEXPORT is now pursuing a plan to seek a private sector joint venture partner for
development of a commercially viable system. This evaluation recommends that the joint
venture be conditioned on substantial cost-sharing by the venture’s private sector partner. If
this condition cannot be met, development of a modest trade information system within
PHILEXPORT is recommended.

Trade Brokerage: To implement the trade transaction brokerage component, PHILEXPORT
entered into contracts in September 1991 with three firms: Pragma Corporation (Manila), CBI
Inc. (Davao), and Shemburg Marketing Corporation (Cebu). In exchange for one million
dollars each over a three year period the contractors agreed to meet individually negotiated
annual performance targets. The targets included indicators for vclume of trade transactions,
numnber of transactions, and transactions involving small and medium enterprises, women-
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managed firms and first-time exporters. It was expected that the brokers would generate wade
ransaction fees sufficient to sustain their operations following three years of USAID suppori.
The two American firms, Pragma and CBI, sub-contracted Philippine concerns to assist their
efforts.

In general, the use of private firms for trade brokering should be continued since it offers z
useful "promoter" capability and has proven its ability to increase Philippine exports. Efforts
have been company-specific, something difficult for government or membership-based
institutions to undertake. However, nontraditional export development tends to be a lengthy
process and is unlikely to generate significant short-term revenues. High-volume performance
targets have encouraged the Manila and Davao brokerage firms to concentrate a notable
portion of their efforts on transactions of high-value commodities, particularly seafood.

Despite impressive results in Cebu, and a significant start in Manila, none of the three firms
completely met their self-imposed first year targets and none generated significant fee-for-
service revenues. The Cebu brokerage’s performance is noteworthy for its impressive
accomplishments in increasing non-traditional exports and for conducting a greater than
expected number of trade transactions--full renewal of its brokerage contract is recommended.
In the case of the other two brokerage contracts (Manila and Davao), it is recommended that
PHILEXPORT either cancel the contracts or reconfigure contract awards among the various
brokerage partners relative to their first-year performances. A substantial amount of trade has
been brokered by the Manila-based Pragma-PIL, however, performance of the U.S.-based
brokerage partmers has lagged behind their Filipino counterparts and calls into question the
cost-effectiveness of continuing to support the U.S.-based operations. In Davao, it is not clear
that the area contains a number of export firms sufficient to justify continued USAID support
for a brokerage office.

Policy Analysis: PITO-P has done a credible job in defining areas in which the project can
be an effective policy reform advocate. Assessing that the project’s initial reactive posture
was not effective in generating policy studies, substantial management effort has gone into
designing a three track policy analysis system in which PHILEXPORT will respond quickly
to trade or regulatory issues affecting its membership while PITO-P will: a) undertake major
policy studies and, b) fund appropriate studies to be managed by PHILEXPORT or its
constituents. It is recommended that responsibility for policy advocacy studies be
increasingly transferred from PITO-P to PHILEXPORT, with PITO-P providing technical
assistance to PHILEXPORT to bolster its capabilities in this area.

Training/Technical Assistance: Over forty grants for training and technical assistance have
been made with the greatest number and impact recorded in the Cebu area. Activities in
Cebu have involved four manufacturers’ associations which operate in the following sectors:
furniture, fashion accessories, stonecraft furniture, and metalworking. In Cebu, technical
assistance grants have enabled recipient firms to increase the quality of their products and the
quantity of their exports. This has been accomplished through providing support for activities
such as participation in trade fairs and teaching firms improved production technologies. The
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uneven level of activity between the three regions reflects the absence of established exporters
in Davao, and the vacancy in the metro-Manila regional manager position.

An upswing in training and technical assistance activity in the Manila area should result rom
the recent staffing of the regional manager’s position and from a more aggressive and
systematic PITO-P outreach campaign, e.g. strategic distribution of promotional materials
among potential grantees--as is recommended by this evaluation. The evaluation agrees wiik
the value of requiring beneficiaries to share in the costs of training, however, the income
generated will not be sufficient to sustain the operation of PITO-P’s regional offices.
Therefore, it is recommended that PITO-P should concentrate on improving the sustainability
prospects of its grantees through enabling them to retain and manage some portion of fee
income.

Project Management

The Project Implementation Committee, together with the close support provided by USAID’s
Project Office, has worked well in setting policy and providing management oversight. It is
suggested the process be continued with consideration given to increasing the authorities of
the regional offices and possibly providing regional representation on the PIC. Staffing needs
should be re-evaluated in light of the recent decision tc implement the computerized trade
information system through a joint venture with a private sector firm. In accordance with
recommendations suggested in this report USAID and PHILEXPORT should revise the
project’s objectives and expected outputs. To reflect the revised objectives, PHILEXPORT
should design and implement a project management information system to capture activities
and accomplishments. The project’s management information system should be designed ic
collect gender disaggregated data on project beneficiaries, which has not been done to date.

As a result of financial audits early in 1992, project financial management has been
simplified and improved. To carry this a step further, PITO-P should establish a simple
financial management information system, improve procedures for authorizing regional office
expenditures, and develop budgets for each of the project’s regional offices.
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Chapter 1. INTRODUCTION AND BACKGROUND

1.1 Project Background

Since the early 1960s, Philippine economic performance has lagged behind that of its Kasi
Asian neighbors. Where it once was second only to Japan, in termis of economic
development and trade, it now has fallen behind all except the Indochinese states. This
lagging performance is largely due to a policy regime characterized by government
intervention and trade restrictions in support of import substitution and protection of domiestic
markets. The consequences have been biases towards capital-intensive industry, urbanization
and debt-financed growth, accompanied by wide-spread corruption during the early 1980s.
Inflation, up to this year, has been in double digits, the country suffers from prolonged
electrical power shortages and it faces prospects of a serious balance of payments crisis.
Further blows to the economy include natural disasters, particularly the eruption of Mt.
Pinatubo, and the termination of the U.S.-Philippine Bases Agreement which removed a
significant source of foreign exchange earnings.

Over the past few years the Philippine’s economic and political environment has considerably
improved. The government has undertaken a degree of economic and trade liberalization,
including substantially easing foreign exchange controls. There would appear to be
recognition of the need to further open the economy and to rely on private enterprise for
future economic development. The Philippine’s is cautiously optimistic that the
administration of newly-elected President Ramos will achieve further progress in the
realization of ~eeded economic reforms.

With this background, USAID/Philippines in 1990 approved the Private Investment and Trade
Opportunities - Philippines Project (PITO-P) which has as its goal contributing to sustainable
long-term growth through the stimulation of private sector trade and investment in the
Philippines.

The project—’s purpose is:

to increase the level of trade and investment activities in the Philippines through: a)
provision of trade and investment promotion services; b) policy analysis and problem
resolution studies; and, ¢) provision of training and technical assistance. A majority of
the project’s beneficiaries are expected to be small and medium enterprises.



1.2 Project Description

The Project comprises three interrelated, mutually-supportive components:

n trade and investment promotion;
n policy analysis and problem resolution; and
= training and technical assistance.

Each of these three project components are described below. A project logframe from the
1990 Project Paper is presented on the following page and a description of each project
component follows.

Trade and Investment Promotion: The core activity of the Project is the establishment of a
regional network, using existing institutions, to carry out proven techniques for promoting
private trade and investment. The sectoral focus is on increased export of nontraditional
goods, such as labor-intensive light manufactured goods, finished agricultural products and
resource-intensive manufactured goods. This component is expected to contribute to an
improved climate for private investment by local and U.S. enterprises.

Trade and investment promotion activities were divided into three components: general
promotion; information collection and dissemination; and trade transaction brokering.

Policy Analysis and Problem Resolution: This component involves the preparation and
dissemination of a series of studies aimed at cvercoming specific policy constraints faced by
traders and investors as well as issues of market access in both the U.S and the Philippines.
The studies are to identify appropriate reforms and implementation strategies, including plans
for outreach and advocacy activities. Research undertaken is expected to be "applied” not
"basic."”

Training and Technical Assistance: This component offers targeted training and technical
assistance to small and medium enterprises in each regional project area on topics directly
related to initiating or improving trade and investment ventures. A U.S. perspective was 0
be given with respect to U.S. import requirements, accessing U.S. technology, product
standardization, quality control, competitive product design, and packaging. This component
was expected to become self-sustaining within the life of the project through fee income.
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1.3  Project Implementation

The project assigned the implementation of the above activities to a Philippine private sector
institution, the Philippine Export Confederation, Inc. (PHILEXPORT), by means of a four-
year Cooperative Agreement signed September 17, 1990. Responsibility for project direciic:.
falls to a five-member Project Implementation Committee (PIC) comprising members fros:
PHILEXPORT, the Philippine Chamber of Commerce and Industry (PCCI), the Philippine
Government’s Department of Trade and Industry (DTI), PITO-ASEAN and the U.S. Foreign
and Commercial Service. USAID, as part of its substantial involvement in implementation of
the Cooperative Agreement, serves as an ex-officio PIC member. The project’s original
design called for the creation of three regional offices which were to fall under the direction
of respective regional PICs.

The following page contains a graphic of PITO-P’s management structure which displays the
implementation organization of the project’s various compcenents.
1.4 Purpose of Evaluation

The purpose of the evalvauon is io assess the status of the PITO-P Project implementation
after two years of operation. The 2valuation’s findings are expected:

- to determine ihe effectiveness of the implementation approach generally, and on a
component-specific basis;

- to assess project impacts;

- to assess progress toward the achievement of purpose-level indicators;

m to determine the adequacy of grantee and USAID project management and oversight;
u to assess and documert factors which account for the project’s relative successes or

failures to date;
L] to recommend mid-course corrections, where appropriate; and

= to document lessons learned for the design of future trade and investment promotion
activities in the Philippines and elsewhere.

The evaluation Statement of Work is included as Annex 1.



Table 1
PITO-P’s Management Structure

funding

USAID-PESO PHILEXPORT
Project
Implementation
project Con.xmittet.:
management PITO-P (operations policy)
m CTIS m USAID
B Policy Studies ® PHILEXPORT
® DTI
® PCCI
® USFCS
Regional PITO-P Offices:
Management of TA Grants Trade Brokerages:
National _ Pragma-
Capital Piatar
Region (NCR)
Shemberg
CEBU (Cebu)
CBI-Instrade
DAVAO (DAVAO)

Note: Solid lines indicate the project’s principal operational relationships. Also, the PIC is
responsible for approving technical assistance requests.

of -



i.5 Evaluation Methodology
The MSI team undertook the following activities in carrying out the evaluation:

= reviewed the existing body of literature concerning A.LD. and other donor’s efforis at
promoting trade and investment in developing countries.

L] reviewed all available project documentation including the 1990 Project Paper, the
USAID Cooperative Agreement with PHILEXPORT, PIC meeting minutes, and
operational and financial reports.

u interviewed nearly a hundred individuals involved directly with PITO-P or in activities
relevant to the project, including a wide-range of USAID personnel, all members of
the PIC, all PITO-P project managers, representatives from a majority of firms which
received project-funded technical assistance, staff from all three Philippine-based
brokerage firms as well as Pragma-US staff in Falls Church, Va., representatives from
a firm which had conducted an aud’. of PITO-P’s brokerage operations, GOP
representatives from the Department of Trade and Industry, and PHILEXPORT
executives and members of their Board of Directors. The team conducted interviews
in Washington, D.C., the Metro-Manila area, Cebu, and Davao.

u visited all three of the project’s regional offices as well as over a dozen of the firms
which had received project assistance.

A complete list of persons contacted appears as Annex 2.

Following completion of four weeks of field work in the Philippines, the team submitted a
draft report to USAID’s PESO Office. This report was widely distributed by USAID among
project implementors and cooperating institutions, public and private, and all comments
received were carefully considered for inclusion into this final report.

The evaluation was conducted by a four-person team from Management Systems
International. The team was composed of the following specialists: Team Leader/Trade and
Investment Promotion Specialist - Wesley Boles; Organizational/Administrative Specialist -
David Callihan; Financial Analyst - Nezam Motabar; and a Local Advisor - Attorney
Florecita Flores. A brief description of the team members and their qualifications and
experience is presented as Annex 3.



Chapter 2. GENERAL PROJECT OVERVIEW

Chapters three, four, and five of this report are organized according to findings, conclusions,
and recommendations for each sub-section. In sub-sections which exclusively comment on
activities already completed (rather than ongoing), such as the selection of the project’s
implementing organization, no recommendations are presented. An abbreviated summary of
all recommendations and conclusions appears as Chapter 7.

2.1 Project Design

G

The project was designed in early 1990 and reflected the "state of the art” in trade and
investment promotion activities at that time. Within that context, the trade brokerage sub-
component was an innovative extension of a mechanism that had been used only sparingly in
previous USAID projects. The evaluation team, during its project review, enjoyed the
advantage of recent evaluations and assessments carried out by USAID, some which have
been published as recently as June 1992, such as CDIE’s study "Export and Investment
Promotion: Sustainability and Effective Service Delivery."”

Findings: The PITO-P project design represents a mix of "transmitter”, "facilitator" and
"promoter” elements as defined in recent USAID literature regarding the effectiveness of rade
and investment promotion activities.

| Transmitter services are defined as those relating to the general business environment
' and to providing market information. PITO-P’s policy advocacy and trade information
sub-components are "transmitter” services.

= Facilitator services are those involving export and investment promotion. PITO-P’s
promotional and trade brokering sub-components and its technical assistance and
training component are primarily "facilitator” services.

u Promoter services are defined as those which are enterprise specific and are generally
targeted toward a limited number of firms or specific types of industry. A significant
portion of the trade brokerage activity has been firm specific. The technical assistance
and waining component potentially could provide "promoter” services but so far its
activities have been limited to general training or industry-specific, rather than firm-
specific, technical assistance.

The project design did not make a distinction within its component structure between export
development and investment promotion activities. Each component was established with the
capacity to do either or both depending upon the judgement of the implementing agency.

By specifying that a majority of the beneficiaries should be small and medium enterprises
(SMEs), rather than only SMEs, the project sought a balance between goals of equity and
growth, realizing that growth more likely flows from assistance to firms able to expand on an



established domestic market or export base rather than those which have limited produciive
capacity and no export experience. The project has been designed to support exports of
manufactured goods or processed food rather than agricultural commodities or semi-processed
materials. It is clear that the project expected to generate incremental exports and that
bilateral U.S. - Philippine trade and investment was preferred.

It is also clear that the project has operated within a constrained trade environment. While
there has been progress in liberalizing the trade and investment regime, e.g. foreign exchange
liberalization and some tariff reform, protectionist mechanisms remain in place along wiil:
regulatory and bureaucratic barriers, capital shortages, and high domestic interest rates. The
Philippines also suffers from natural disasters, deficiencies in civil peace and order, and
serious infrastructure shortages, especially the supply of electric power. Although the counuy
has been able to steadily increase its exports over the past four years, the Philippine’s export
performance still lags behind that of its ASEAN neighbors.

The project was designed to be implemented through a regional approach which called for an
office to be established in each of its three operational regions: the National Capital Region
(Metro Manila), Cebu, and Davao. The project’s resources were roughly evenly distributed
between the three regional offices despite the fact that three-fourths of the approximately
6,400 Philippine firms active in export are found in Luzon, eleven percent in Cebu and only
three percent in Mindanao.! The team, during its visit to Davao, confirmed that the area has
virtually no manufactured products export base. Thus, the potential for the regions to
contribute to achievement of project goals is imbalanced.

In its assignment of relative levels of effort to the components, the project design placed
major emphasis on a perceived lack of information on the part of potential exporters and
investors. In other words, identifying and attracting buyers and investors was viewed as the
key to stimulating export growth. In fact, the Philippines’ relatively poor export performance
in recent years reflects serious problems much less on the demand side than that of supply.

A 1985 DTI survey of Letters of Credit opened for Philippine exports during the year
revealed that actual export transactions amounted to only between 40 and 60% of the value of
the L/Cs. Philippine exporters have problems in pricing competitively, maintaining consistent
quality, and meeting delivery commitments. Individuals interviewed by the evaluaticn team
were nearly unanimous in the view that the Philippines is deficient in the capability to export.
While new buyers and new markets are desirable, finding buyers of Philippine products does
not seem to be the major constraint limiting Philippine trade.

! The statistic that only 3% of exporting firms are located in Mindanao is not fully reflective
of the amount of export-oriented production in Mindanao because some Manila-based exporters
have production operations in Mindanao and many firms source materials from Mindanao.
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Finally, the project design clearly placed a high priority on attaining financial self-sufficiency
for a number of its components, including the trade brokerage firms, the computerized rade
information system, and the technical assistance and training components.

Conclusions (Project Design)

1. The project’s design follows the "Christmas tree” approach with multiple elements
addressing numerous objectives. While all of the activities are intended to promoie
trade and investment, the design does not segregate the investment and export
development functions within each component. In the project’s:implementation, the
trade and investment promotion sub-component and the technical assistance and
training component have been combined into a single budget category and are
managed as one component. Implementation follows d>sign in not setting up separate
management structures within PITO-P for export development and investment
promotion with the functional separation reflected in the design of specific projects.

2. The design assumption that the key restraint to Philippine export development is the
lack of information has understandably been reflected in the relative weight given to
project components, as illustrated by the structure of the trade brokerage component
and the original budget allocations for trade and investment promotion and information
services. Since the evaluation team believes that the key constraint is deficient export
capability, that is, limited ability to produce and sell effectively, relatively more
resources should have been allocated to capability enhancement utilizing the technical
assistance and training component, as well as structuring the trade brokerages to
concentrate on export gevelopment.

3. The design requirement that several of the project components become self-sustaining
has placed a burden on project implementation. Recent evaluations of USAID trade
and investment projects elsewhere have led to a growing realization that financial
sustainability of project implementation institutions should not be a required outcome
of export and investment promotion programs. The economic justification for a
project like PITO-P is the long-term benefit to the host country from an expanded
universe of exporting firms, an enhanced technical base, and strengthened intermediary
institutions. In other words, PITO-P need not be self-sustaining as an entity; if
successful, the benefits which have been conveyed to local firms and ‘nstitutions will
remain. '

The major negative consequence of insistence on financial self-sufficiency within the
usually short life of a project is that it diverts effort and resources of the implementing
agencies from issues of development to making money. For example, PITO-P clearly
doesn’t expect its investment promotion efforts to be self-sustaining: effective, targeted
promotion is expensive and prospective investors will not. pay the costs. For a PITO-P
manager looking for cost recovery or sustainable activities, or for PHILEXPORT, an
obvious temptation is to move away from investment promotion to a fee generating
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activity--regardless of which activity will provide the most desirable long-term benefits
to the host country. (The sustainability requirement’s impact on the project’s wade
brokerage and technical assistance components is covered in detail in later sections of
this evaluation.) Incidentally, tiie evaluation team is unaware of any instance when =
USAID-funded trade or investment promotion institution has achieved financial seif-
sufficiency despite numerous efforts in this direction.

The evaluation team’s recommendations are found in section four of this evaluation--the
Project’s Overall Performance--which analyzes the effectiveness of the project’s operational
components.

2.2 Implementing Agency

Findings: The project design called for a private-sector membership-based organization, the
Philippine Export Confederation, to act as the implementing agency rather than establish a
new institution or support an existing public sector agency. Membership-based organizations
have generally proven adept at "transmitter" services, such as information services, public-
private sector coordination and policy analysis/reform. They have proven less adept at rade
brokering services and find the provision of firm-specific assistance difficult owing to their
need to balance the interests of all members.

PHILEXPORT, a membership organization representing over 600 Philippine exporters, was
selected to implement the project. PHILEXPORT has been in existence since 1981 and
receives the majority of its operations budget from managing bonded warehouses and, to a
lesser extent, from membership dues. While the selection of PHILEXPORT from among
several possible candidates appears to have been sound, nevertheless, for the project’s first
two years, PHILEXPORT appears not to have had the staff availability nor the interest of the
Board of Trustees necessary to play a key role in project implementation. For all practical
purposes, PITO-P has operated as a stand-alone institution with only indirect management
participation from PHILEXPORT. (PITO-P offices are separate from PHILEXPORT and
located in a different section of Manila.)

It is also interesting to note that the key professional staff for PITO-P, including the regional
office managers, were recruited from the COP’s Department of Trade and Industry. The
rationale given has been that DTI staff had the background necessary to start up a quasi-
governmental institution such as PITO-P. Given that PITO-P’s present activities were to one
degree or another part of the DTI program before recent cutbacks in staff and funds, it is not
surprising that the transition for the individuals involved has been relatively smooth. It has
also helped that the project’s managers appear highly qualified and strongly committed to
PITO-P’s goals.

The evaluation team did not find a wide-spread understanding of PITO-P outside of its direct
beneficiaries and promotional project "briefs” either do not exist or have not been distributed.
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Even where benefits have been received, there appears little understanding of the breadth of
the program and its potential utility. In the case of PHILEXPORT, recent membership
changes at the Chairman and Board of Trustees level have resulted in a renewed interest in
the project and a desire to integrate PITO-P more fully into PHILEXPORT. Currenily,
however, PHILEXPORT does not seem to have any clear plan as to how this can best be
achieved.

Conclusions 2

1. During the first two years of this project there was much less support and interaction
between PHILEXPORT and PITO-P than had been envisaged in the Project Paper
making both essential and inevitable the development of PITO-P as a stand alone
organization. The situation has recently changed with PHILEXPORT now looking for
closer identification with PITO-P and actively seeking to incorporate PITO-P functions
within PHILEXPORT.

2. Despite the current interest of PHILEXPORT, it is not established that the organization
will be able or willing to undertake the continuation of the PITO-P regional office
structure, large scale policy advocacy studies, or extensive investment and trade
promotion activities beyond the PACD. The challenge to PITO-P management is to
see to what degree it can strengthen PHILEXPORT and what in the menu of PITO-P
activities will remain as the project’s legacy to PHILEXPORT.

-

Recommendations

1. Efforts underway to integrate PITO-P and PHILEXPORT activities should be
continued and, if possible, accelerated. Activities under consideration include housing
the trade information system within PHILEXPORT, having the NCR regional manager
spend half-time at PHILEXPORT and strengthening PHILEXPORT’s capacity to
manage the project’s policy advocacy component.
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Chapter 3. THE PROJECT’S OVERALL PERFORMANCE

The project’s level of planned inputs, as per the project’s budget, and its overall achievementis
versus objectives, as stated in the PITO-P Project Paper of September 1990, is documented i
this section. A project Logical Framework is included on page 3 of this report. This seciics:
provides only a retrospective look at activities and outputs; detailed performance analyses of
each component are presented in section 4.3 - Analysis of Project Components.

3.1 Project Inputs

The following table presents the project’s original and current budget authorizations and
compares each line item to actual expenditures to date.
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Evolution of Budget and Comparison to Actual Expenditures
as of September 30, 1992*

Brokering
Services 2,400,000 3000,000 | 661,940 22.1%
<. =

Information ™
Services 2,098,410 1,500,000 | 482,784 32.2%
Policy ‘
Analysis 1,200,000 1,500,000 76,928 5.1%
Train & Tech

| Assistance 2157500 | 2,000,000 | 259,027 13.0%
Salaries | 383,180 545,000 192,256 353%
Maintenance &

| Operations 423030 | 699,000 | 246,007 35.2%
Furniture, | :
& Office Equipment 87,880 131,000 149,639 114.2%
Monritoring,
Evaluation & Audit 0 250,000 N/Avail Not

Relevant
Total 8,750,000 9,625,000 | 2,068,672 22.1%
Conclusions

The project has underspent available resources. Some reporting of project expenses may not
have yet "caught-up" with the project’s elapsed time and therefore one should not assume
lower-than-plannad lavels of activity in areas which do not show especially large deviations
between percentage of expenditures versus percent of time elapsed. This is particularly true
for PITO-P since much of the project’s first year effort went towards setting up offices, hiring
staff, soliciting and evaluating offers from trade brokerages, and establishing operational

2 The expenditures are calculated as of September 30, 1992, and represent 50 percent of the
project’s elapsed duration; however, for the brokering services, only 33 percent of life-of-project
time has elapsed, since those activities, by design, were not begun until the project’s second year.
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procedures. Nevertheless, levels of activity for training and technical assistance, and for
policy studies, are substantially below project design projections.

3.2 Achievements Versus Objectives

The Cooperative Agreement between USAID and PHILEXPORT does not contain
performance indicators but does state as its purpose "...to support the objectives of the Private
Investment and Trade Opportunities Project-Philippines.”

Following the statement of project objectives and indicators listed below (taken from the
project’s Logical Framework), a simple quantitative assessment is presented of the project’s
accomplishments to date in meeting its performance indicators. A more detailed effectiveness
and management analysis of each of the project’s components follows in later sections.

Project Purpose: To establish a mechanism to increase trade and investment activity
in the Philippines through promotional services and assistance, training and technical
assistance, and policy analysis and reform.

EOPS Indicators:

1. Three regional service centers will be financially self-sufficient and providing
trade and investment promotion services to 150 private entrepreneurs annually.

2. U.S.-Philippine trade increases in project areas over 1986-89 averages; Manila
and Cebu 10-20%; Davao 5-10%.

3. U.S. investment up 10% in project areas, 12 policy recommendations forwarded
to the GOP. :

4. Training and technical service institutionalized in PHILEXPCORT.
Findings:

1. Three regional service centers will be financially self-sufficient and providing trade
and investment promotion services to 150 private entrepreneurs annually.

The project’s three regional service centers have, as of August 31, 1992, managed to generate
a total reflow of $47,232 (15,586 from NCR; 31,647 from Cebu; O from Davao). In terms of
the number of entrepreneurs assisted annually, specific numbers are not available. However,
in Cebu alone, in the project’s first two years, an estimated 1,088 business persons have
directly benefitted from the PITO-P project through participation in grant supported programs.

14



The three trade brokerages supported by the project, in their first year of operation, have
generated combined revenues of about $35,000 against expenditures of approximately one
million dollars.

2. U.S.-Philippiné trade increases in project areas over 1986-89 averages; Manila aund
Cebu 10-20%; Davao 5-10%.

The project does not track trade by region. However, according to the most receni Asian
Development Bank statistics, trade figures for the Philippines are as follows:

Overall 5,720 7,074 7,821 8,186
Basic Manufacturers 758 654 1,197 1,341
Misc. manufactured 474 690 743 764
goods

| Total exports to U.S_. 1,539 1,823 2,133 2,541

Somewhat less than $5 million in trade has been generated by the project’s trade brokers
during their first year of operation. This volume of trade, even if all incremental, is--in a
macro sense--not of major consequence to an economy which had 1990 exports to the U.S.
valued at $2.5 billion dollars and an overall level of exports of $8.1 billion. The trend
regarding exports to the U.S. is that they have been increasing form 1987-90 at an average
rate of 17%--that achievement of increasing trade from Manila and Cebu, by an average of
10-20%, could be attributed to project activities seems implausible, as is one of the project’s
of EOPS objectives. (See Annex 4 for a summary of export transactions brokered by the
project.) '

3. U.S. investment up 10% in project areas, 12 policy recommendations forwarded to the
GOP. '

To the best of the team’s knowledge, the project has yet to generate any investment in any of
its three project areas, although numerous promotional documents and audio-visual
presentations have been produced and distributed over the past year. Regarding policy
recommendations, the project lists four studies as having been completed to date: Public
Consuliation on Implementing the Foreign Investments Act of 1991; Study on Comparative
Trade Regimes in Southeast Asia; Summary Proceedings of the Second Philippine Exporters’
Congress; and a workshop on Doing Business in the Philippines. In addition, three additional
policy studies were approved in 1992 and are in-process: Deregulation of the Airways; a Plan
for the Philippine Packaging Industry; and a study on Constraints to Technology Transfer.
The study on Comparative trade regimes was undertaken in support of USAID’s $39.5 million
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ESF-funded macro-economic policy objectives which complements PITO-P’s objectives of
increasing trade. PITO-P has plans to undertake six major policy studies in 1993.

4, Training and technical service institutionalized in PHILEXPORT.

Of a four year life the project has targeted to allocate $2 million for undertaking iraining and
technical assistance. After two years, the project has approved (expenditures are somewhat
less) 40 separate activities for a total of approximately $425,657; the project has actually
expended about 13% of available funds for such activities. The project has two years left i
be "institutionalized" in PHILEXPORT; it is unclear what performance indicator USAID will
use to assess this achievement, although, to date, PHILEXPORT’s only involvement with the
project’s technical assistance component has been its slot on the PIC. (The PIC has been
responsible for approving a majority of the project’s technical assistance activities.)

Conclusion
Based on progress to date, the project seems to be meeting its quantitative target for number
of policy studies conducted, is exceeding by a large margin its objective of providing training
to entrepreneurs, but seems unlikely to achieve its objective of having three self— ufficient
regional service centers or trade brokerage operations.

Project Outputs:

1. Three regional trade and investment centers are operating on & sustainable basis
and providing services to private Sector entrepreneurs.

2. A series of trade and investment promotion activities in the areas of general
promotion, investor/trader assistance, trade and investment brokering and
information collection and dissemination.

3. Economic/commercial policy analyses, recommendations for appropriate
reforms, and implementation strategies.

4. Traders or investors trained or receive technical assistance in areas such as
marketing, quality control, accessing technology, and product design and
packaging.

Project Output Indicators:

1. 100 percent of regional service center budgets generated from fees for service.

2. Twelve joint ventures facilitated.
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3. 900 trade transactions facilitated.
4. Twelve policy studies completed and recommendations forwarded 1o GOP,

5. Three hundred client firms receive technical assistance or training,

Findings (for each project output indicator):
1. 100 percent of regional service center budgets generated from fees for service.

This indicator is redundant with one of the project’s purpose-level EOPS indicators. See
comment one under findings section of EOPS indicators.

2. Twelve joint ventures facilitated.

To the best of the team’s knowledge, no joint ventures have yet been facilitated, however,
Pragma-Pil has entertained discussions with several overseas investors about joint venture
possibilities, although deals have yet to be finalized. Also, several investment promotional
materials have been published by the project over the past twelve months.

3. 900 trade transactions facilitated.

The number of trade transactions facilitated by the project’s trade brokers over the project’s
first two years has been approximately 145. Although not tracked by the project, the
evaluation team optimistically estimates a few dozen additional transactions have been
facilitated as a result of the project’s technical assistance component (e.g., the Cebu Furnigire
Fair). Thus, as many as 200 transaction may have been facilitated during the project’s first
two years and the vast majority of these have been achieved through the project’s trade
brokerage component, which has been in operation just one year.

4. Twelve policy studies completed and recommendations forwarded to GOP.

This indicator is redundant with one of the project’s purpose-level EOPS indicators. See
comments under EOPS indicator number three.

5. Three hundred client firms receive technical assistance or training.

The project has not tracked the number of firms which have thus far benefitted from technical
assistance although, as stated above, in Ceb: , where the project’s technical assistance
component has been most active, over a thousand persons have benefitted from project-
supported tra:ning or technical assistance. In Cebu alone, a conservative estimate would be
that upwards of sixty firms have benefitted from project-supported technical assistance. Thus,
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although precise figures are not available, the project output indicator for firms assisied seen:s
likely to be exceeded.

Conclusion

The project has already exceeded, by a large margin, its output objective of number of
persons trained. With regard to transactions conducted, given that the brokerage firms have
only been in operation one year, it seems plausible that the level of transactions conducied ¢
date could continue to gain momentum to achieve the stated level of 900 transactions by ihe
end of the project. It also seems probable the project will achieve, or exceed, its output level
indicator of twelve policy studies conducted. (Note: numbers of persons trained and studies
conducted are more reflective of activities than development results and are therefore not
good indications of the project’s impact.)

Overall Conclusion

1. The project’s Logical Framework design is poorly constructed: it has redundancies
between hierarchical objective levels; places activities (inputs) at the output level, e.g.
series of trade promotion activities conducted; does not identify data sources which are
actually capable of providing information on stated indicators; and mixes means and
ends in its purpose statement. The current Logical Framework is not useful as a oo}
to guide the implernentation decisions of project managers or to serve as a framework
for performance monitoring and reporting.

Overall Recommendation

i. That the PESO Office, together with PITO-P management, revise the project’s Logical
Framework to reflect the realities of the project and incorporate modifications
suggested in this evaluation report, as USAID deems useful. In order to avoid the
final evaluation assessing progress against the same redundant or inappropriate
standards, realistic performance indicators should be defined and actual data sources
identified. Once performance indicators and data sources have been identified, this
should form the basis of the project performance information reporting system and be
the basis upon which to judge PHILEXPORT’s performance. It is suggested that
someone not involved with the project facilitate this process.
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3.3 Analysis of Project Components

The Project Paper calls for Trade and Investment Promotion activities and Technical
Assistance activities to be implemented as distinct activities--and each component was givii -
separate budget line item. However, the project’s implementation has not made a distinciic:
between the two activities and funds them both out of the same Technical Assistance line
item. For purposes of analysis, the evaluation team has examined each component separaicly
in terms of activities undertaken, but has looked at them in a combined manner with regad o
the grani approval process and the levels of activities funded.

3.3.1 Trade and Investment Promotion

The Project Paper establiched Trade and Investment Promotion as a major project compornerii.
Within thiis component, three sub-components were delineated: general promotion, information
collection and dissemination and trade transaction brokering. The structure of this report
follows the organizational outline of the Project Paper in its analysis of project components.

General Promotion

The general promotion sub-component was to support private sector-operated promotional
activities aimed at stimulating new or expanded trade and investment ventures, such as
promotional materials, a referral system, promotion linkages, trade and investment
seminars/missions, individual meetings, trade/investor assistance and such other activities as
opportunities arose. In practice, the administration of this sub-component has been combined
with the technical assistance and training component. For this reason the evaluation team has
reviewed financial and specific project data for general promotion activities as part of its
evaluation of the technical assistance and training component.

Findings: PITO-P’s implementation of this sub-component has been significant with action
undertaken in all of the activities listed above. With respec: to promotional materials, ouiput
" includes publication of several Board of Investment (BOI) developed materiais, thereby
supplementing BOI'’s limited investment promotion budget. PITO-P has also funded the
production of a high quality video designed to promote the Philippines as a promising site for
investment. PHILEXPORT will be supplied with 350 copies for distribution to governmeni
and not-for-profit institutions with additional copies available for sale as promotional
activities.

In Davao, PITO-P collaborated with the Davao Chamber of Commerce to publish a trade
directory. Investment promotion activities have been strongly supported in Davao by PITO-
P’s regional office. In conjunction with the local Chamber of Commerce and Industry, the
1991 Davao Investment Manual was published as was the Davao Trade Directory. The major
activity in 1992 has been the joint DCCCII-PITO-P development and promotion of the World
Trade Convention (WTC), scheduled for 1994, to bring together exporters and importers from
all over the Philippines with buyers, investors, and ~onsultants from actual or poter.”1l trading
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EXECUTIVE SUMMARY
Background and Description

USAID/Philippines approved the Private Investment and Trade Opportunities-Philippines
(PITO-P) Project in 1990 to promote Philippine economic development by increasing exports.
Philippine economic performance has been poor since the early 1970s but recent economic
liberalizations have led to hope that effective export promotion efforts will now yield tangible
results.

"Lne project’s design encompassed three major components: trade and investment promotion;
policy analysis and problem resolution; and training and technical assistance. Trade and
investment promotion was further separated into general promotion, operation of a
computerized trade informadon system, and supporting three trade transaction brokerages. No
design distinction was made between export and investment promotion.

Implementation has been undertaken through a four-year $9.6 million Cooperative Agreement
with the Philippine Exporters Confederation, Inc. (PHILEXPORT), signed September 17,
1990. PHILEXPORT is an established membership organization which generates revenue
from membership dues and from the operation of bonded warehouses.

The project’s design envisaged that the computerized trade information system, the technical
assistance and training component, and the three trade brokerage operations would bccomc
financially self-sustaining by the project’s 1994 PACD.

This evaluation complied with a project requirement that mid-term progress be assessed and
recommendations for possible modifications be provided to USAID. Evaluation methodology
included archival research and interviews with nearly 100 individuals in Washington, Manila,
Cebu and Davao.

The evaluation found that while generally appropriate to the situation in the Philippines the
design overemphasized attaining financial self-sufficiency for the implementing agency. The
evaluators also questioned the apparent assumption that weaknesses in Philippine export
performance related more to demand rather than supply factors. Nevertheless, the project’s
technical assistance and trade brokerage components have proven themselves to be sound
interventions for directly increasing Philippine non-traditional exports.

Implementation and General Performance

The project has been implemented through a regional approach with offices being established
in Manila, Cebu and Davao. The Manila office houses the project’s overall management and
support staff in addition to the regional staff charged with directing technical assistance in the
metro-Manila area. Project direction and oversight has been provided by a Project
Implementation Committee (PIC) composed of representatives from PHILEXPORT, the



Philippine Chamber of Commerce & Industry, the GOP’s Department of Trade & Industry,
PITO-ASEAN and the U.S. and Foreign Commercial Service. The PIC’s monthly meetings
rotate among the three regional offices and have garnered strong interest and involvement
from the Committee’s membership.

During the project’s first two years PITO-P received little support from PHILEXPORT and
has functioned as a stand-alone operation. However, recent changes in PHILEXPORT's
Board of Trustees have led to closer linkages between PITO-P and PHILEXPORT and it is
now both feasible and desirable for some of the project’s functions to be integrated into
PHILEXPORT prior to the PACD, as earlier envisioned.

At the project’s midway point, expenditures have been somewhat less than expected due to
the normal lag associated with project start-ups combined with delays resulting from
implementation modifications in the project’s policy reform and computerized trade
information components. The evaluation team expects that for the remainder of the project its
rate of expenditure should be substantially higher.

Project Performance by Component

General Promotion: PITO-P’s investment promotion activiucs have largely comprised the
publication and distribution of materials which have been of high quality and useful to the
cooperating institutions and the GOP. The materials provide a needed source of general
investment information about the Philippines and are a necessary step in the process of
attracting international investment. In Davao, PITO-P’s efforts have ~oncentrated almost
exclusively on investment promotion.

Computerized Trade Information System: The project’s design called for PITO-P ic
acquire and operate a Department of Trade and Industry computerized trade information
system. However, a thorough review of the system’s cost and capabilities led project
management to the conclusion that to acquire the system would have been an unwise
investment of project resources. The evaluators concur in PITO-P’s decision not to acquire
the DTI system despite the resulting delay in developing a trade information system.
PHILEXPORT is now pursuing a plan to seek a private sector joint venture partner for
development of a commercially viable system. This evaluation recommends that the joint
venture be conditioned on substantial cost-sharing by the venture’s private sector partner. If
this condition cannot be met, development of a modest trade information system within
PHILEXPORT is recommended.

Trade Brokerage: To implement the trade transaction brokerage component, PHILEXPORT
entered into contracts in September 1991 with three firms: Pragma Corporation (Manila), CBI
Inc. (Davao), and Shemburg Marketing Corporation (Cebu). In exchange for one million
dollars each over a three year period the contractors agreed to meet individually negotiated
annual performance targets. The targets included indicators for vclume of trade transactions,
numnber of transactions, and transactions involving small and medium enterprises, women-
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managed firms and first-time exporters. It was expected that the brokers would generate wade
ransaction fees sufficient to sustain their operations following three years of USAID suppori.
The two American firms, Pragma and CBI, sub-contracted Philippine concerns to assist their
efforts.

In general, the use of private firms for trade brokering should be continued since it offers z
useful "promoter" capability and has proven its ability to increase Philippine exports. Efforts
have been company-specific, something difficult for government or membership-based
institutions to undertake. However, nontraditional export development tends to be a lengthy
process and is unlikely to generate significant short-term revenues. High-volume performance
targets have encouraged the Manila and Davao brokerage firms to concentrate a notable
portion of their efforts on transactions of high-value commodities, particularly seafood.

Despite impressive results in Cebu, and a significant start in Manila, none of the three firms
completely met their self-imposed first year targets and none generated significant fee-for-
service revenues. The Cebu brokerage’s performance is noteworthy for its impressive
accomplishments in increasing non-traditional exports and for conducting a greater than
expected number of trade transactions--full renewal of its brokerage contract is recommended.
In the case of the other two brokerage contracts (Manila and Davao), it is recommended that
PHILEXPORT either cancel the contracts or reconfigure contract awards among the various
brokerage partners relative to their first-year performances. A substantial amount of trade has
been brokered by the Manila-based Pragma-PIL, however, performance of the U.S.-based
brokerage partmers has lagged behind their Filipino counterparts and calls into question the
cost-effectiveness of continuing to support the U.S.-based operations. In Davao, it is not clear
that the area contains a number of export firms sufficient to justify continued USAID support
for a brokerage office.

Policy Analysis: PITO-P has done a credible job in defining areas in which the project can
be an effective policy reform advocate. Assessing that the project’s initial reactive posture
was not effective in generating policy studies, substantial management effort has gone into
designing a three track policy analysis system in which PHILEXPORT will respond quickly
to trade or regulatory issues affecting its membership while PITO-P will: a) undertake major
policy studies and, b) fund appropriate studies to be managed by PHILEXPORT or its
constituents. It is recommended that responsibility for policy advocacy studies be
increasingly transferred from PITO-P to PHILEXPORT, with PITO-P providing technical
assistance to PHILEXPORT to bolster its capabilities in this area.

Training/Technical Assistance: Over forty grants for training and technical assistance have
been made with the greatest number and impact recorded in the Cebu area. Activities in
Cebu have involved four manufacturers’ associations which operate in the following sectors:
furniture, fashion accessories, stonecraft furniture, and metalworking. In Cebu, technical
assistance grants have enabled recipient firms to increase the quality of their products and the
quantity of their exports. This has been accomplished through providing support for activities
such as participation in trade fairs and teaching firms improved production technologies. The
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uneven level of activity between the three regions reflects the absence of established exporters
in Davao, and the vacancy in the metro-Manila regional manager position.

An upswing in training and technical assistance activity in the Manila area should result rom
the recent staffing of the regional manager’s position and from a more aggressive and
systematic PITO-P outreach campaign, e.g. strategic distribution of promotional materials
among potential grantees--as is recommended by this evaluation. The evaluation agrees wiik
the value of requiring beneficiaries to share in the costs of training, however, the income
generated will not be sufficient to sustain the operation of PITO-P’s regional offices.
Therefore, it is recommended that PITO-P should concentrate on improving the sustainability
prospects of its grantees through enabling them to retain and manage some portion of fee
income.

Project Management

The Project Implementation Committee, together with the close support provided by USAID’s
Project Office, has worked well in setting policy and providing management oversight. It is
suggested the process be continued with consideration given to increasing the authorities of
the regional offices and possibly providing regional representation on the PIC. Staffing needs
should be re-evaluated in light of the recent decision tc implement the computerized trade
information system through a joint venture with a private sector firm. In accordance with
recommendations suggested in this report USAID and PHILEXPORT should revise the
project’s objectives and expected outputs. To reflect the revised objectives, PHILEXPORT
should design and implement a project management information system to capture activities
and accomplishments. The project’s management information system should be designed ic
collect gender disaggregated data on project beneficiaries, which has not been done to date.

As a result of financial audits early in 1992, project financial management has been
simplified and improved. To carry this a step further, PITO-P should establish a simple
financial management information system, improve procedures for authorizing regional office
expenditures, and develop budgets for each of the project’s regional offices.
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Chapter 1. INTRODUCTION AND BACKGROUND

1.1 Project Background

Since the early 1960s, Philippine economic performance has lagged behind that of its Kasi
Asian neighbors. Where it once was second only to Japan, in termis of economic
development and trade, it now has fallen behind all except the Indochinese states. This
lagging performance is largely due to a policy regime characterized by government
intervention and trade restrictions in support of import substitution and protection of domiestic
markets. The consequences have been biases towards capital-intensive industry, urbanization
and debt-financed growth, accompanied by wide-spread corruption during the early 1980s.
Inflation, up to this year, has been in double digits, the country suffers from prolonged
electrical power shortages and it faces prospects of a serious balance of payments crisis.
Further blows to the economy include natural disasters, particularly the eruption of Mt.
Pinatubo, and the termination of the U.S.-Philippine Bases Agreement which removed a
significant source of foreign exchange earnings.

Over the past few years the Philippine’s economic and political environment has considerably
improved. The government has undertaken a degree of economic and trade liberalization,
including substantially easing foreign exchange controls. There would appear to be
recognition of the need to further open the economy and to rely on private enterprise for
future economic development. The Philippine’s is cautiously optimistic that the
administration of newly-elected President Ramos will achieve further progress in the
realization of ~eeded economic reforms.

With this background, USAID/Philippines in 1990 approved the Private Investment and Trade
Opportunities - Philippines Project (PITO-P) which has as its goal contributing to sustainable
long-term growth through the stimulation of private sector trade and investment in the
Philippines.

The project—’s purpose is:

to increase the level of trade and investment activities in the Philippines through: a)
provision of trade and investment promotion services; b) policy analysis and problem
resolution studies; and, ¢) provision of training and technical assistance. A majority of
the project’s beneficiaries are expected to be small and medium enterprises.



1.2 Project Description

The Project comprises three interrelated, mutually-supportive components:

n trade and investment promotion;
n policy analysis and problem resolution; and
= training and technical assistance.

Each of these three project components are described below. A project logframe from the
1990 Project Paper is presented on the following page and a description of each project
component follows.

Trade and Investment Promotion: The core activity of the Project is the establishment of a
regional network, using existing institutions, to carry out proven techniques for promoting
private trade and investment. The sectoral focus is on increased export of nontraditional
goods, such as labor-intensive light manufactured goods, finished agricultural products and
resource-intensive manufactured goods. This component is expected to contribute to an
improved climate for private investment by local and U.S. enterprises.

Trade and investment promotion activities were divided into three components: general
promotion; information collection and dissemination; and trade transaction brokering.

Policy Analysis and Problem Resolution: This component involves the preparation and
dissemination of a series of studies aimed at cvercoming specific policy constraints faced by
traders and investors as well as issues of market access in both the U.S and the Philippines.
The studies are to identify appropriate reforms and implementation strategies, including plans
for outreach and advocacy activities. Research undertaken is expected to be "applied” not
"basic."”

Training and Technical Assistance: This component offers targeted training and technical
assistance to small and medium enterprises in each regional project area on topics directly
related to initiating or improving trade and investment ventures. A U.S. perspective was 0
be given with respect to U.S. import requirements, accessing U.S. technology, product
standardization, quality control, competitive product design, and packaging. This component
was expected to become self-sustaining within the life of the project through fee income.
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1.3  Project Implementation

The project assigned the implementation of the above activities to a Philippine private sector
institution, the Philippine Export Confederation, Inc. (PHILEXPORT), by means of a four-
year Cooperative Agreement signed September 17, 1990. Responsibility for project direciic:.
falls to a five-member Project Implementation Committee (PIC) comprising members fros:
PHILEXPORT, the Philippine Chamber of Commerce and Industry (PCCI), the Philippine
Government’s Department of Trade and Industry (DTI), PITO-ASEAN and the U.S. Foreign
and Commercial Service. USAID, as part of its substantial involvement in implementation of
the Cooperative Agreement, serves as an ex-officio PIC member. The project’s original
design called for the creation of three regional offices which were to fall under the direction
of respective regional PICs.

The following page contains a graphic of PITO-P’s management structure which displays the
implementation organization of the project’s various compcenents.
1.4 Purpose of Evaluation

The purpose of the evalvauon is io assess the status of the PITO-P Project implementation
after two years of operation. The 2valuation’s findings are expected:

- to determine ihe effectiveness of the implementation approach generally, and on a
component-specific basis;

- to assess project impacts;

- to assess progress toward the achievement of purpose-level indicators;

m to determine the adequacy of grantee and USAID project management and oversight;
u to assess and documert factors which account for the project’s relative successes or

failures to date;
L] to recommend mid-course corrections, where appropriate; and

= to document lessons learned for the design of future trade and investment promotion
activities in the Philippines and elsewhere.

The evaluation Statement of Work is included as Annex 1.



Table 1
PITO-P’s Management Structure

funding

USAID-PESO PHILEXPORT
Project
Implementation
project Con.xmittet.:
management PITO-P (operations policy)
m CTIS m USAID
B Policy Studies ® PHILEXPORT
® DTI
® PCCI
® USFCS
Regional PITO-P Offices:
Management of TA Grants Trade Brokerages:
National _ Pragma-
Capital Piatar
Region (NCR)
Shemberg
CEBU (Cebu)
CBI-Instrade
DAVAO (DAVAO)

Note: Solid lines indicate the project’s principal operational relationships. Also, the PIC is
responsible for approving technical assistance requests.
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i.5 Evaluation Methodology
The MSI team undertook the following activities in carrying out the evaluation:

= reviewed the existing body of literature concerning A.LD. and other donor’s efforis at
promoting trade and investment in developing countries.

L] reviewed all available project documentation including the 1990 Project Paper, the
USAID Cooperative Agreement with PHILEXPORT, PIC meeting minutes, and
operational and financial reports.

u interviewed nearly a hundred individuals involved directly with PITO-P or in activities
relevant to the project, including a wide-range of USAID personnel, all members of
the PIC, all PITO-P project managers, representatives from a majority of firms which
received project-funded technical assistance, staff from all three Philippine-based
brokerage firms as well as Pragma-US staff in Falls Church, Va., representatives from
a firm which had conducted an aud’. of PITO-P’s brokerage operations, GOP
representatives from the Department of Trade and Industry, and PHILEXPORT
executives and members of their Board of Directors. The team conducted interviews
in Washington, D.C., the Metro-Manila area, Cebu, and Davao.

u visited all three of the project’s regional offices as well as over a dozen of the firms
which had received project assistance.

A complete list of persons contacted appears as Annex 2.

Following completion of four weeks of field work in the Philippines, the team submitted a
draft report to USAID’s PESO Office. This report was widely distributed by USAID among
project implementors and cooperating institutions, public and private, and all comments
received were carefully considered for inclusion into this final report.

The evaluation was conducted by a four-person team from Management Systems
International. The team was composed of the following specialists: Team Leader/Trade and
Investment Promotion Specialist - Wesley Boles; Organizational/Administrative Specialist -
David Callihan; Financial Analyst - Nezam Motabar; and a Local Advisor - Attorney
Florecita Flores. A brief description of the team members and their qualifications and
experience is presented as Annex 3.



Chapter 2. GENERAL PROJECT OVERVIEW

Chapters three, four, and five of this report are organized according to findings, conclusions,
and recommendations for each sub-section. In sub-sections which exclusively comment on
activities already completed (rather than ongoing), such as the selection of the project’s
implementing organization, no recommendations are presented. An abbreviated summary of
all recommendations and conclusions appears as Chapter 7.

2.1 Project Design

G

The project was designed in early 1990 and reflected the "state of the art” in trade and
investment promotion activities at that time. Within that context, the trade brokerage sub-
component was an innovative extension of a mechanism that had been used only sparingly in
previous USAID projects. The evaluation team, during its project review, enjoyed the
advantage of recent evaluations and assessments carried out by USAID, some which have
been published as recently as June 1992, such as CDIE’s study "Export and Investment
Promotion: Sustainability and Effective Service Delivery."”

Findings: The PITO-P project design represents a mix of "transmitter”, "facilitator" and
"promoter” elements as defined in recent USAID literature regarding the effectiveness of rade
and investment promotion activities.

| Transmitter services are defined as those relating to the general business environment
' and to providing market information. PITO-P’s policy advocacy and trade information
sub-components are "transmitter” services.

= Facilitator services are those involving export and investment promotion. PITO-P’s
promotional and trade brokering sub-components and its technical assistance and
training component are primarily "facilitator” services.

u Promoter services are defined as those which are enterprise specific and are generally
targeted toward a limited number of firms or specific types of industry. A significant
portion of the trade brokerage activity has been firm specific. The technical assistance
and waining component potentially could provide "promoter” services but so far its
activities have been limited to general training or industry-specific, rather than firm-
specific, technical assistance.

The project design did not make a distinction within its component structure between export
development and investment promotion activities. Each component was established with the
capacity to do either or both depending upon the judgement of the implementing agency.

By specifying that a majority of the beneficiaries should be small and medium enterprises
(SMEs), rather than only SMEs, the project sought a balance between goals of equity and
growth, realizing that growth more likely flows from assistance to firms able to expand on an



established domestic market or export base rather than those which have limited produciive
capacity and no export experience. The project has been designed to support exports of
manufactured goods or processed food rather than agricultural commodities or semi-processed
materials. It is clear that the project expected to generate incremental exports and that
bilateral U.S. - Philippine trade and investment was preferred.

It is also clear that the project has operated within a constrained trade environment. While
there has been progress in liberalizing the trade and investment regime, e.g. foreign exchange
liberalization and some tariff reform, protectionist mechanisms remain in place along wiil:
regulatory and bureaucratic barriers, capital shortages, and high domestic interest rates. The
Philippines also suffers from natural disasters, deficiencies in civil peace and order, and
serious infrastructure shortages, especially the supply of electric power. Although the counuy
has been able to steadily increase its exports over the past four years, the Philippine’s export
performance still lags behind that of its ASEAN neighbors.

The project was designed to be implemented through a regional approach which called for an
office to be established in each of its three operational regions: the National Capital Region
(Metro Manila), Cebu, and Davao. The project’s resources were roughly evenly distributed
between the three regional offices despite the fact that three-fourths of the approximately
6,400 Philippine firms active in export are found in Luzon, eleven percent in Cebu and only
three percent in Mindanao.! The team, during its visit to Davao, confirmed that the area has
virtually no manufactured products export base. Thus, the potential for the regions to
contribute to achievement of project goals is imbalanced.

In its assignment of relative levels of effort to the components, the project design placed
major emphasis on a perceived lack of information on the part of potential exporters and
investors. In other words, identifying and attracting buyers and investors was viewed as the
key to stimulating export growth. In fact, the Philippines’ relatively poor export performance
in recent years reflects serious problems much less on the demand side than that of supply.

A 1985 DTI survey of Letters of Credit opened for Philippine exports during the year
revealed that actual export transactions amounted to only between 40 and 60% of the value of
the L/Cs. Philippine exporters have problems in pricing competitively, maintaining consistent
quality, and meeting delivery commitments. Individuals interviewed by the evaluaticn team
were nearly unanimous in the view that the Philippines is deficient in the capability to export.
While new buyers and new markets are desirable, finding buyers of Philippine products does
not seem to be the major constraint limiting Philippine trade.

! The statistic that only 3% of exporting firms are located in Mindanao is not fully reflective
of the amount of export-oriented production in Mindanao because some Manila-based exporters
have production operations in Mindanao and many firms source materials from Mindanao.
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Finally, the project design clearly placed a high priority on attaining financial self-sufficiency
for a number of its components, including the trade brokerage firms, the computerized rade
information system, and the technical assistance and training components.

Conclusions (Project Design)

1. The project’s design follows the "Christmas tree” approach with multiple elements
addressing numerous objectives. While all of the activities are intended to promoie
trade and investment, the design does not segregate the investment and export
development functions within each component. In the project’s:implementation, the
trade and investment promotion sub-component and the technical assistance and
training component have been combined into a single budget category and are
managed as one component. Implementation follows d>sign in not setting up separate
management structures within PITO-P for export development and investment
promotion with the functional separation reflected in the design of specific projects.

2. The design assumption that the key restraint to Philippine export development is the
lack of information has understandably been reflected in the relative weight given to
project components, as illustrated by the structure of the trade brokerage component
and the original budget allocations for trade and investment promotion and information
services. Since the evaluation team believes that the key constraint is deficient export
capability, that is, limited ability to produce and sell effectively, relatively more
resources should have been allocated to capability enhancement utilizing the technical
assistance and training component, as well as structuring the trade brokerages to
concentrate on export gevelopment.

3. The design requirement that several of the project components become self-sustaining
has placed a burden on project implementation. Recent evaluations of USAID trade
and investment projects elsewhere have led to a growing realization that financial
sustainability of project implementation institutions should not be a required outcome
of export and investment promotion programs. The economic justification for a
project like PITO-P is the long-term benefit to the host country from an expanded
universe of exporting firms, an enhanced technical base, and strengthened intermediary
institutions. In other words, PITO-P need not be self-sustaining as an entity; if
successful, the benefits which have been conveyed to local firms and ‘nstitutions will
remain. '

The major negative consequence of insistence on financial self-sufficiency within the
usually short life of a project is that it diverts effort and resources of the implementing
agencies from issues of development to making money. For example, PITO-P clearly
doesn’t expect its investment promotion efforts to be self-sustaining: effective, targeted
promotion is expensive and prospective investors will not. pay the costs. For a PITO-P
manager looking for cost recovery or sustainable activities, or for PHILEXPORT, an
obvious temptation is to move away from investment promotion to a fee generating
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activity--regardless of which activity will provide the most desirable long-term benefits
to the host country. (The sustainability requirement’s impact on the project’s wade
brokerage and technical assistance components is covered in detail in later sections of
this evaluation.) Incidentally, tiie evaluation team is unaware of any instance when =
USAID-funded trade or investment promotion institution has achieved financial seif-
sufficiency despite numerous efforts in this direction.

The evaluation team’s recommendations are found in section four of this evaluation--the
Project’s Overall Performance--which analyzes the effectiveness of the project’s operational
components.

2.2 Implementing Agency

Findings: The project design called for a private-sector membership-based organization, the
Philippine Export Confederation, to act as the implementing agency rather than establish a
new institution or support an existing public sector agency. Membership-based organizations
have generally proven adept at "transmitter" services, such as information services, public-
private sector coordination and policy analysis/reform. They have proven less adept at rade
brokering services and find the provision of firm-specific assistance difficult owing to their
need to balance the interests of all members.

PHILEXPORT, a membership organization representing over 600 Philippine exporters, was
selected to implement the project. PHILEXPORT has been in existence since 1981 and
receives the majority of its operations budget from managing bonded warehouses and, to a
lesser extent, from membership dues. While the selection of PHILEXPORT from among
several possible candidates appears to have been sound, nevertheless, for the project’s first
two years, PHILEXPORT appears not to have had the staff availability nor the interest of the
Board of Trustees necessary to play a key role in project implementation. For all practical
purposes, PITO-P has operated as a stand-alone institution with only indirect management
participation from PHILEXPORT. (PITO-P offices are separate from PHILEXPORT and
located in a different section of Manila.)

It is also interesting to note that the key professional staff for PITO-P, including the regional
office managers, were recruited from the COP’s Department of Trade and Industry. The
rationale given has been that DTI staff had the background necessary to start up a quasi-
governmental institution such as PITO-P. Given that PITO-P’s present activities were to one
degree or another part of the DTI program before recent cutbacks in staff and funds, it is not
surprising that the transition for the individuals involved has been relatively smooth. It has
also helped that the project’s managers appear highly qualified and strongly committed to
PITO-P’s goals.

The evaluation team did not find a wide-spread understanding of PITO-P outside of its direct
beneficiaries and promotional project "briefs” either do not exist or have not been distributed.
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Even where benefits have been received, there appears little understanding of the breadth of
the program and its potential utility. In the case of PHILEXPORT, recent membership
changes at the Chairman and Board of Trustees level have resulted in a renewed interest in
the project and a desire to integrate PITO-P more fully into PHILEXPORT. Currenily,
however, PHILEXPORT does not seem to have any clear plan as to how this can best be
achieved.

Conclusions 2

1. During the first two years of this project there was much less support and interaction
between PHILEXPORT and PITO-P than had been envisaged in the Project Paper
making both essential and inevitable the development of PITO-P as a stand alone
organization. The situation has recently changed with PHILEXPORT now looking for
closer identification with PITO-P and actively seeking to incorporate PITO-P functions
within PHILEXPORT.

2. Despite the current interest of PHILEXPORT, it is not established that the organization
will be able or willing to undertake the continuation of the PITO-P regional office
structure, large scale policy advocacy studies, or extensive investment and trade
promotion activities beyond the PACD. The challenge to PITO-P management is to
see to what degree it can strengthen PHILEXPORT and what in the menu of PITO-P
activities will remain as the project’s legacy to PHILEXPORT.

-

Recommendations

1. Efforts underway to integrate PITO-P and PHILEXPORT activities should be
continued and, if possible, accelerated. Activities under consideration include housing
the trade information system within PHILEXPORT, having the NCR regional manager
spend half-time at PHILEXPORT and strengthening PHILEXPORT’s capacity to
manage the project’s policy advocacy component.
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Chapter 3. THE PROJECT’S OVERALL PERFORMANCE

The project’s level of planned inputs, as per the project’s budget, and its overall achievementis
versus objectives, as stated in the PITO-P Project Paper of September 1990, is documented i
this section. A project Logical Framework is included on page 3 of this report. This seciics:
provides only a retrospective look at activities and outputs; detailed performance analyses of
each component are presented in section 4.3 - Analysis of Project Components.

3.1 Project Inputs

The following table presents the project’s original and current budget authorizations and
compares each line item to actual expenditures to date.
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Evolution of Budget and Comparison to Actual Expenditures
as of September 30, 1992*

Brokering
Services 2,400,000 3000,000 | 661,940 22.1%
<. =

Information ™
Services 2,098,410 1,500,000 | 482,784 32.2%
Policy ‘
Analysis 1,200,000 1,500,000 76,928 5.1%
Train & Tech

| Assistance 2157500 | 2,000,000 | 259,027 13.0%
Salaries | 383,180 545,000 192,256 353%
Maintenance &

| Operations 423030 | 699,000 | 246,007 35.2%
Furniture, | :
& Office Equipment 87,880 131,000 149,639 114.2%
Monritoring,
Evaluation & Audit 0 250,000 N/Avail Not

Relevant
Total 8,750,000 9,625,000 | 2,068,672 22.1%
Conclusions

The project has underspent available resources. Some reporting of project expenses may not
have yet "caught-up" with the project’s elapsed time and therefore one should not assume
lower-than-plannad lavels of activity in areas which do not show especially large deviations
between percentage of expenditures versus percent of time elapsed. This is particularly true
for PITO-P since much of the project’s first year effort went towards setting up offices, hiring
staff, soliciting and evaluating offers from trade brokerages, and establishing operational

2 The expenditures are calculated as of September 30, 1992, and represent 50 percent of the
project’s elapsed duration; however, for the brokering services, only 33 percent of life-of-project
time has elapsed, since those activities, by design, were not begun until the project’s second year.
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procedures. Nevertheless, levels of activity for training and technical assistance, and for
policy studies, are substantially below project design projections.

3.2 Achievements Versus Objectives

The Cooperative Agreement between USAID and PHILEXPORT does not contain
performance indicators but does state as its purpose "...to support the objectives of the Private
Investment and Trade Opportunities Project-Philippines.”

Following the statement of project objectives and indicators listed below (taken from the
project’s Logical Framework), a simple quantitative assessment is presented of the project’s
accomplishments to date in meeting its performance indicators. A more detailed effectiveness
and management analysis of each of the project’s components follows in later sections.

Project Purpose: To establish a mechanism to increase trade and investment activity
in the Philippines through promotional services and assistance, training and technical
assistance, and policy analysis and reform.

EOPS Indicators:

1. Three regional service centers will be financially self-sufficient and providing
trade and investment promotion services to 150 private entrepreneurs annually.

2. U.S.-Philippine trade increases in project areas over 1986-89 averages; Manila
and Cebu 10-20%; Davao 5-10%.

3. U.S. investment up 10% in project areas, 12 policy recommendations forwarded
to the GOP. :

4. Training and technical service institutionalized in PHILEXPCORT.
Findings:

1. Three regional service centers will be financially self-sufficient and providing trade
and investment promotion services to 150 private entrepreneurs annually.

The project’s three regional service centers have, as of August 31, 1992, managed to generate
a total reflow of $47,232 (15,586 from NCR; 31,647 from Cebu; O from Davao). In terms of
the number of entrepreneurs assisted annually, specific numbers are not available. However,
in Cebu alone, in the project’s first two years, an estimated 1,088 business persons have
directly benefitted from the PITO-P project through participation in grant supported programs.
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The three trade brokerages supported by the project, in their first year of operation, have
generated combined revenues of about $35,000 against expenditures of approximately one
million dollars.

2. U.S.-Philippiné trade increases in project areas over 1986-89 averages; Manila aund
Cebu 10-20%; Davao 5-10%.

The project does not track trade by region. However, according to the most receni Asian
Development Bank statistics, trade figures for the Philippines are as follows:

Overall 5,720 7,074 7,821 8,186
Basic Manufacturers 758 654 1,197 1,341
Misc. manufactured 474 690 743 764
goods

| Total exports to U.S_. 1,539 1,823 2,133 2,541

Somewhat less than $5 million in trade has been generated by the project’s trade brokers
during their first year of operation. This volume of trade, even if all incremental, is--in a
macro sense--not of major consequence to an economy which had 1990 exports to the U.S.
valued at $2.5 billion dollars and an overall level of exports of $8.1 billion. The trend
regarding exports to the U.S. is that they have been increasing form 1987-90 at an average
rate of 17%--that achievement of increasing trade from Manila and Cebu, by an average of
10-20%, could be attributed to project activities seems implausible, as is one of the project’s
of EOPS objectives. (See Annex 4 for a summary of export transactions brokered by the
project.) '

3. U.S. investment up 10% in project areas, 12 policy recommendations forwarded to the
GOP. '

To the best of the team’s knowledge, the project has yet to generate any investment in any of
its three project areas, although numerous promotional documents and audio-visual
presentations have been produced and distributed over the past year. Regarding policy
recommendations, the project lists four studies as having been completed to date: Public
Consuliation on Implementing the Foreign Investments Act of 1991; Study on Comparative
Trade Regimes in Southeast Asia; Summary Proceedings of the Second Philippine Exporters’
Congress; and a workshop on Doing Business in the Philippines. In addition, three additional
policy studies were approved in 1992 and are in-process: Deregulation of the Airways; a Plan
for the Philippine Packaging Industry; and a study on Constraints to Technology Transfer.
The study on Comparative trade regimes was undertaken in support of USAID’s $39.5 million

15



ESF-funded macro-economic policy objectives which complements PITO-P’s objectives of
increasing trade. PITO-P has plans to undertake six major policy studies in 1993.

4, Training and technical service institutionalized in PHILEXPORT.

Of a four year life the project has targeted to allocate $2 million for undertaking iraining and
technical assistance. After two years, the project has approved (expenditures are somewhat
less) 40 separate activities for a total of approximately $425,657; the project has actually
expended about 13% of available funds for such activities. The project has two years left i
be "institutionalized" in PHILEXPORT; it is unclear what performance indicator USAID will
use to assess this achievement, although, to date, PHILEXPORT’s only involvement with the
project’s technical assistance component has been its slot on the PIC. (The PIC has been
responsible for approving a majority of the project’s technical assistance activities.)

Conclusion
Based on progress to date, the project seems to be meeting its quantitative target for number
of policy studies conducted, is exceeding by a large margin its objective of providing training
to entrepreneurs, but seems unlikely to achieve its objective of having three self— ufficient
regional service centers or trade brokerage operations.

Project Outputs:

1. Three regional trade and investment centers are operating on & sustainable basis
and providing services to private Sector entrepreneurs.

2. A series of trade and investment promotion activities in the areas of general
promotion, investor/trader assistance, trade and investment brokering and
information collection and dissemination.

3. Economic/commercial policy analyses, recommendations for appropriate
reforms, and implementation strategies.

4. Traders or investors trained or receive technical assistance in areas such as
marketing, quality control, accessing technology, and product design and
packaging.

Project Output Indicators:

1. 100 percent of regional service center budgets generated from fees for service.

2. Twelve joint ventures facilitated.
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3. 900 trade transactions facilitated.
4. Twelve policy studies completed and recommendations forwarded 1o GOP,

5. Three hundred client firms receive technical assistance or training,

Findings (for each project output indicator):
1. 100 percent of regional service center budgets generated from fees for service.

This indicator is redundant with one of the project’s purpose-level EOPS indicators. See
comment one under findings section of EOPS indicators.

2. Twelve joint ventures facilitated.

To the best of the team’s knowledge, no joint ventures have yet been facilitated, however,
Pragma-Pil has entertained discussions with several overseas investors about joint venture
possibilities, although deals have yet to be finalized. Also, several investment promotional
materials have been published by the project over the past twelve months.

3. 900 trade transactions facilitated.

The number of trade transactions facilitated by the project’s trade brokers over the project’s
first two years has been approximately 145. Although not tracked by the project, the
evaluation team optimistically estimates a few dozen additional transactions have been
facilitated as a result of the project’s technical assistance component (e.g., the Cebu Furnigire
Fair). Thus, as many as 200 transaction may have been facilitated during the project’s first
two years and the vast majority of these have been achieved through the project’s trade
brokerage component, which has been in operation just one year.

4. Twelve policy studies completed and recommendations forwarded to GOP.

This indicator is redundant with one of the project’s purpose-level EOPS indicators. See
comments under EOPS indicator number three.

5. Three hundred client firms receive technical assistance or training.

The project has not tracked the number of firms which have thus far benefitted from technical
assistance although, as stated above, in Ceb: , where the project’s technical assistance
component has been most active, over a thousand persons have benefitted from project-
supported tra:ning or technical assistance. In Cebu alone, a conservative estimate would be
that upwards of sixty firms have benefitted from project-supported technical assistance. Thus,
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although precise figures are not available, the project output indicator for firms assisied seen:s
likely to be exceeded.

Conclusion

The project has already exceeded, by a large margin, its output objective of number of
persons trained. With regard to transactions conducted, given that the brokerage firms have
only been in operation one year, it seems plausible that the level of transactions conducied ¢
date could continue to gain momentum to achieve the stated level of 900 transactions by ihe
end of the project. It also seems probable the project will achieve, or exceed, its output level
indicator of twelve policy studies conducted. (Note: numbers of persons trained and studies
conducted are more reflective of activities than development results and are therefore not
good indications of the project’s impact.)

Overall Conclusion

1. The project’s Logical Framework design is poorly constructed: it has redundancies
between hierarchical objective levels; places activities (inputs) at the output level, e.g.
series of trade promotion activities conducted; does not identify data sources which are
actually capable of providing information on stated indicators; and mixes means and
ends in its purpose statement. The current Logical Framework is not useful as a oo}
to guide the implernentation decisions of project managers or to serve as a framework
for performance monitoring and reporting.

Overall Recommendation

i. That the PESO Office, together with PITO-P management, revise the project’s Logical
Framework to reflect the realities of the project and incorporate modifications
suggested in this evaluation report, as USAID deems useful. In order to avoid the
final evaluation assessing progress against the same redundant or inappropriate
standards, realistic performance indicators should be defined and actual data sources
identified. Once performance indicators and data sources have been identified, this
should form the basis of the project performance information reporting system and be
the basis upon which to judge PHILEXPORT’s performance. It is suggested that
someone not involved with the project facilitate this process.
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3.3 Analysis of Project Components

The Project Paper calls for Trade and Investment Promotion activities and Technical
Assistance activities to be implemented as distinct activities--and each component was givii -
separate budget line item. However, the project’s implementation has not made a distinciic:
between the two activities and funds them both out of the same Technical Assistance line
item. For purposes of analysis, the evaluation team has examined each component separaicly
in terms of activities undertaken, but has looked at them in a combined manner with regad o
the grani approval process and the levels of activities funded.

3.3.1 Trade and Investment Promotion

The Project Paper establiched Trade and Investment Promotion as a major project compornerii.
Within thiis component, three sub-components were delineated: general promotion, information
collection and dissemination and trade transaction brokering. The structure of this report
follows the organizational outline of the Project Paper in its analysis of project components.

General Promotion

The general promotion sub-component was to support private sector-operated promotional
activities aimed at stimulating new or expanded trade and investment ventures, such as
promotional materials, a referral system, promotion linkages, trade and investment
seminars/missions, individual meetings, trade/investor assistance and such other activities as
opportunities arose. In practice, the administration of this sub-component has been combined
with the technical assistance and training component. For this reason the evaluation team has
reviewed financial and specific project data for general promotion activities as part of its
evaluation of the technical assistance and training component.

Findings: PITO-P’s implementation of this sub-component has been significant with action
undertaken in all of the activities listed above. With respec: to promotional materials, ouiput
" includes publication of several Board of Investment (BOI) developed materiais, thereby
supplementing BOI'’s limited investment promotion budget. PITO-P has also funded the
production of a high quality video designed to promote the Philippines as a promising site for
investment. PHILEXPORT will be supplied with 350 copies for distribution to governmeni
and not-for-profit institutions with additional copies available for sale as promotional
activities.

In Davao, PITO-P collaborated with the Davao Chamber of Commerce to publish a trade
directory. Investment promotion activities have been strongly supported in Davao by PITO-
P’s regional office. In conjunction with the local Chamber of Commerce and Industry, the
1991 Davao Investment Manual was published as was the Davao Trade Directory. The major
activity in 1992 has been the joint DCCCII-PITO-P development and promotion of the World
Trade Convention (WTC), scheduled for 1994, to bring together exporters and importers from
all over the Philippines with buyers, investors, and ~onsultants from actual or poter.”1l trading
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partners throughout the world. In preparation for the Congress, workshops were held in the
principal cities of Mindanao to garner support and to assist local firms to participate. The
WTC will be preceded by a Mindanao Exporters Congress in Davao to provide a forum for
Mindanao exporters and importers to endorse resolution of issues affecting the developimen
of Mindanao.

PITO-P’s Cebu office has actively supported promotional efforts of the Cebu Chamber of
Commerce and Industry as well as engaging in industry specific export development as
described in the Technical Assistance and Training section. Promoticnal materials, such as
slide-tape presentations, magazines, and folio inserts, have been produced and used in Cebu
and abroad with potential foreign investors. PITO-P Cebu has also co-sponsored several
investment fora. The Cebu office is assessing its efforts and, together with the private and
public sectors, is in the process of planning and undertaking a focused investment promotion
program to start in 1993,

As to referral activities, PITO-P responds to requests for specific trade or investment
information by providing referrals to such institutions as the BOI, DTI or relevant trade and
industry associations. In conjunction with a leading local accounting firm, PITO-P Cebu
participated in the publication of the "Make it Cebu" investment promotion magazine.

With respect to linkages with other promotional organizations, PITO-P maintains close
working relationships with PITC ASEAN, the AMCHAM, the PCCI and PHILEXPORT ac¢
well as government agencies such as BOI and the export development offices in the DTT and
the U.S. Foreign Commercial Service. In fact, PITO-P is collaborating with PITO-ASEAN 1o
produce profiles on several Philippine export industries.

The regional offices in Cebu and Davao have especially close relationships with local
chambers of commerce, the government’s regional develop:..ent councils and trade and
industry associations. Unlike metro Manila, Cebu and Davao private sector groups maintain
harmonious relationships with their respective government development offices and participaie
in the regional development councils in efforts to formulate effective economic development
programs in which investment and export promotion figure prominently. The local PITO-P
regional offices are fully engaged in this process.

PITO-P became involved in supporting the first annual Philippine Exporters Congress held in
Manila November 8, 1990 as well as the second congress, held October 30, 1991, primarily
through funding the publication of the "Summary of Proceedings” for each Congress. These
Congresses have become an annual event sponsored by PHILEXPORT with PITO-P’s initial
support helping to assure the program’s success.

Other seminars and meetings sponsored by PITO-P are discussed in the sections on policy
advocacy and technical assistance. Trader/investor assistance and individual meetings have
largely been carried out by the trade brokerages and as part of the technical assistance and
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training component and a significant number of people have been reached through these
activities.

There has been no PITO-P activity targeted specifically at attracting investors or promoi
joint ventures between Philippine and U.S. firms. This partly reflects PITO-P views thst yiricy
to the inauguration of President Ramos in June 1992, uncertainties as to political stability, tie
status of U.S. bases and the likely election results made the investment climate less than
propitious for attracting foreign, and especially American, investors. But it also reflecis the
decision, quite valid in the Philippine context, not to promote Export Processing Zones.
Principal interest in Philippine EPZs presently comes from Japan, Korea and Taiwan and
promotion seems to be adequately supplied by existing institutions. This is in sharp
distinction to Central America and the Caribbean where the principal investment promotion
activity of USAID-supported institutions has been in behalf of EPZ’s or enclave industries.

In addition, through another investment program USAID is funding an "American Desk" at
the BOI which works with the American Chamber of Commerce of the Philippines to assist
prospective American investors. USAID-funded PITO-ASEAN also actively promotes U.S.
investment.

PITO-P is not supporting EPZs nor firms located within EPZs but PITO-P Cebu has made
efforts to strengthen the backward linkages between the Mactan EPZ and Cebu’s metal
working sector. This effort has involved providing assistance to strengthen the ability of
Cebu’s metalworking industry association (MIAP) to supply metal, plastic and packaging
components to foreign-owned export industries located in the Mactan EPZ, a form of indirsct
export--or import substitutica--which generates greater Philippine value added to the finished
export goods and contributes to Philippine industrial development.

PITO-P’s current investment strategy is to concentrate on investment promotion in Davao and,
to a lesser degree, in Cebu. Davao has a substantial resource base, particularly in agricultural
products, but lacks a developed industrial base and has very little non-traditional export
capacity. It would appear to offer an attractive field for investment. Cebu’s attempts tc
attract investment are targeted at industries which are not resource intensive but rely on
human skills such as data processing and other services.

Conclusions

1. PITO-P’s investment and promotional activities to date have been carried out in
cooperation with existing Philippine institutions representing both the public and
private sectors. This effort has been primarily to produce, or support the production
and distribution of, basic investment promotion materials. The quality of the materials
produced has been impressive and the supplemental effort has been useful to the
institutions involved.

2. To increase non-traditional trade in Davao the PITO-P regional office has chosen to
attempt to attract outside investment in order to add value to Mindanao raw materials

21



through local processing. The decision is conceptually sound and the promotional
effort a necessary condition to attracting the investment needed to promote local
economic development as well as exports. Since the World Trade Congress will niot
take place until November 1992, there is no way to judge the potential impact zt thic
time. As an effort to call attention to the need for a coordinated and well planned
effort to present Mindanao’s potential to the outside world, PITO-P’s involvement has
been of vaiue.

Recommendations

1. PITO-P management review its general export promotion and investment activities o
set guidelines for the type of activity and level of effort for the remaining LOP.

2. PITO-P management carefully assess the impact of the Davao promotional effort to
determine what follow-on activities are appropriate or whether the resources earmarked
for Davao should be transferred to other project activities, such as product- or
enterprise-specific investment and export development, or transferred to other
geographic areas. .

Computerized Trade Information System

This project sub-component was intended to address the need for pertinent, up-to-date
information on trade and investment conditions and opportunities. The major element was ic
be the operation and enhancement of a DTI UNDP-supported computer database system ic
provide private sector entrepreneurs, on a fee-for-service basis, market information necessary
to increase trade. The system was supposed to be donated to the project as the GOP’s in-king
contribution to the project.

Findings: The project’s design assumed that PHILEXPORT would take over the operation of
the Computerized Trade Information System (CTIS) which is currently housed in DTI and
was developed with UNDP assistance. However, this plan was abandoned following
considerable discussions with DTI and a careful review of the system’s capabilities. The PIC
decided to abandon its plan to acquire the system because of administrative difficulties, e.g.
UNDP/DTI objections to selling information that has been provided free of charge, as well as
technical deficiencies--the system would have required substantial enhancements to be useful
for the project’s intended purpose and therefore the acquisition did not seem cost effective.
Although negotiations have been terminated, DTI’s CTIS (PRODEX) continues to function,
offering what information it has available on a no fee basis. The system’s operation is
supported by UNDP financing which is expected to remain available through 1993.

The net result has been that only a limited computerized information system is available at
PITO-P. Subsequent to abandoning its plan to take over the DTI computer system, the PIC
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decided its best option would to develop a new CTIS system through supperting a joint
venture with a private sector firm(s). In pursuit of this revised strategy, a marketing survey
was commissioned from a leading Manila-based consulting firm. The study set forth an array
of assumptions with regard to the market for trade information and details a series of
strategies whereby a system could be become not only self-sustaining, but profitable. At she
time of this evaluation, PITO-P had invited proposals from numerous interested firms which
are due to be presented by October 31. PHILEXPORT would like to have the CTIS housed
in its facilities and appears tc view the program as one which would enhance its value to its
membership and provide a future source of income; this is because the USAID-funded portics
of the joint venture, up to $1.2 million, would become PHILEXPORT’s equity contribution to
the venture.

One of the low-end opticns set out in the 1992 CTIS marketing study, which the project is
not currently pursuing, was that of information brokering. As envisaged, this activity would
require a staff of eleven people in 1992, growing to thirteen in 1994, and fifteen by 1996. It
would not offer on-line computer information but would subscribe to several world-wide trade
information services and would secure access to pertinent Philippine statistical data.
Information would be provided to drop-in visitors or in response to telephone and telefax
inquiries. Fees for information would be modest, within reach of small to medium
enterprises. Additional costs starting from the current base were projected at an additional 4.6
million Pesos, or US$200,000 over the remaining LOP. This level of activity was not
regarded as likely to be highly profitable, in fact, at a low activity level projection, the service
would not cover its costs.

Covering i€ costs of sophisticated on-line information brokering--some variance of which is
likely to be pursued through the project’s joint venture--has been projected to require a staff
of nearly 50 people and a market reach of all potentially interested users, ranging from banks
and large enterprises to universities, government agencies and research institutions. Under
optimal conditions, the system was projected to generate proSit margins in excess of 20% of
revenues. These optimal conditions included the development of "Special Interest Groups”
for which the CTIS would serve as a source for extensive, customized information of interest
to a single industry group, for example, in exchange for substantal fees.

Informal sampling by the evaluation team indicated that small and medium enterprises and
local industry or business groups do not need sophisticated on-line information nor, more
importantly, are they in position to pay fees commensurate with the cost implied by such a
system. Buyer-supplied information appears to supply much of the needed product- or
market-specific information. Very generalized information on overseas markets and export
conditions has traditionally been available from Philippine or foreign government sources
without charge. Access to facsimile or telex facilities satisfies the need for timely
information.

In preparation for taking over the existing CTIS system, an information system manager and
support staff were hired at the beginning of 1992 and tasked with developing the software and
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data bases necessary to expand and improve the system’s capabilities, and, subsequent o the
decision not to take over PRODEX, to begin the development of an in-house CTIS system:.
Since the "no-go" decision was reached in mid-1992, the role of the information system siaff
has become unsettled; two vacancies which have occurred in Manila have not been filled anc
authorization to replace a regional information officer in Cebu with a technical support
assistant was granted. Effective utilization of the information staff, at levels currently
maintained by the project, would appear to be in limbo pending the development of a joini
venture computerized information system, as now planned by PITO-P.

Conclusions

1. Full implementation of this project sub-component, as called for in the Project Paper,
has not yet taken place. The decision not to proceed with the intended operational
take-over of the DTI computerized system was based on sound analytic grounds
because acquisition and management of the DTI system would have likely been
expensive and may not have provided high-quality information of benefit to potential
users. The implementation delay, the result of not acquiring the DTI system, may be
more than compensated for if a successfully functioning system can be developed
within the remaining LOP.

2. A sophisticated, state-of-the-art computerized trade information system, while offering
prospective benefits in terms of range of services and prospective income, exceeds the
informational needs and the ability to pay of Philippine small and medium enterprises.

3. The full-scale CTIS proposed in the marketing survey is only economically viable if it
garners substantial support from enterprises and groups other than SMEs. Such a
venture entails risk of USAID supplied capital which can only be justified if it resulis

“in an adequate return on investment for the benefit of PHILEXPORT, and is able to
supply useful and needed information to the project’s intended beneficiaries.

4. Since the full-scale CTIS stands to benefit a large proportion of the Philippine private

sector, the evaluation team supports the PITO-P decision to share the capital risk in a
joint venture with one or more privaie Sector enterprises.

24



Recommendations

1. If PHILEXPORT/PITO-P elects to enter into a joint venture with one or more privaie
sector firms to develop a CTIS, the prospective private sector partner(s) be required t¢
match the value of PHILEXPORT’s equity contribution and computer hardware with
an upfront cash investment, and cover some portion of operational costs during the
start-up period. The match requirement recommended by the evaluation team should
be considered suggested guidance; PHILEXPORT should consider equity offers of less
than fifty percent if the offer is clearly in PHILEXPORT’s long-term interests, as
determined by the PIC. The important consideration is that the joint venture partner(s)
share a substantial portion of the venture risk. At a minimum, this would probably
require at least a forty percent equity contribution from prospective partners. Also, it
is recommended that equity ownership (profit sharing) accorded to the joint venture
partner not substantially exceed its equity contribution, particularly if its contribution
is less than that of USAID/PHILEXPORT. For example, a sixty percent contribution
by PHILEXPORT would mean that approximately sixty percent of any future profits
should be retained by PHILEXPORT.

If a joint venture agreement is entered into and later abandoned by the private secior
partner all equipment and software should revert back to USAID/PHILEXPORT.

2. If PHILEXPORT/PITO-P elects not to enter into a joint venture as described above, or
if joint venture partners are not willing to provide a substantial equity contribution, &
non-high tech information brokering system, comparable to the one outlined in the
Anderson Consulting study, be put into operation to provide trade information in
keeping with the needs and resources of SMEs.

3.3.2 Trade Brokerages

The project’s design called for the development of three trade brokerages to operate in each
of the project’s three target areas. The underlying assumptions, as mentioned in earlier
section on the project’s design, were that lack of information, or buyer contact, was a major
constraint to export development and that the brokerages should be structured to attain
financial self-sufficiency within the LOP.

Under the aegis of PHILEXPORT, terms of reference were established and proposals invited
from interested firms. Among the responding firms, three Washington, D.C.-area based
consulting/development firms were judged qualified as were three Filipino groups, one in each
region.

For the National Capital Region {Metro Manila), the prime contract was let to Pragma
Corporation, primarily a consulting firm. Pragma contracted for services with Pintar
International, Ltd., an established Philippine exporter of porcelain giftware located in Fresno

25



California, and the two firms then established a new company in Manila--Pragma-Pil, Inc.--to
act as the Philippine arm of the brokerage.

For Cebu, the prospective Philippine company rejected joining with a proposed U.S.
consulting firm, as per USAID’s suggestion, so that the prime contract was let to Shemiixj
Marketing Group to be administered by a newly formed business development group.
Shemberg Marketing Group is a leading Cebu-based exporter (US$25 million annually) of
carrageenan, used as an additive in a variety of products and derived from kelp.

For Davao, the prime contract was let to Cooperative Business International (CBI), a for-
profit subsidiary of the National Cooperative Business Association, which primarily has
engaged in trade development with developing country cooperatives. This happened after
Instrade, the other strong bidder for the project, agreed to be a sub-contractor to CBIL
Instrade is an established Philippine trading company specializing in agricultural inputs and is
part of the JVAMC group of companies which exports agricultural products, principally
bananas. By mutual agreement of CBI and Instrade, Access-Asia, a Manila-based consuliing
firm, was also enlisted as a second sub-contractor whose primary responsibility was to deliver
technical assistance to clients of the Davao brokerage operation.

The contracts between PHILEXPORT and the prime brokerage contractors called for grants
totaling US$1.0 million for each brokerage over a period of three years. The contracts,
signed in late September 1991, are subject to review after each year with continuation
contingent upon compliance with agreed performance. USAID developed a performance
matrix for the trade brokerages which called for performance to be measured in three areas:
total annual value of transactions; number of transactions; and beneficiary matrix points--a
system whereby the brokerages would earn points for assisting firms which were first-time -
exporters, exporting new products or selling established products to a new market, small or
medium enterprises, or women-managed.

Brokerages were expected to derive income of approximately three percent of the value of
transactions and it was postulated that sales volumes of $10 million annually for each wouid
result in financial self-sufficiency. Thus, transaction levels were expected to rise to that sum
by the end of the contract period. The matrix point criterion was to encourage activity
directed towards export development, e.g. small and medium enterprises or new export
products, rather than exclusively promoting shipments of established export commodities.

USAID developed the performance rating system for the brokerages but the actual
performance targets were set in negotiations between PHILEXPORT and representatives of
the selected brokerage firms. The performance targets were designed to ensure that the firms
would generate a volume of business sufficient to enable them to become financially viable
by the end of three years of USAID support, and also provided matrix-point incentives for the
brokerage firms to expend significant effort on export development (as opposed to transfers of
established commodities). The written agreements between PHILEXPORT and the three trade
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brokerages stated that second-year renewal of contracts would be conditioned on the
brokerages’ meeting their performance targets.

Note: USAID hired a Manila-based accounting/consulting firm (Punongbayan and Arauhic;
conduct a financial and management audit of the three trade brokerage operations and this
was undertaken concurrently with MSI’s evaluation. MSI was able to reference the draft
audit report only after field work had been completed. To the extent possible, MSI has
attempted to reconcile the two evaluation efforts but many discrepancies remain, pariiculaily
regarding the actual value of transactions and the number of transactions credited. Some of
the discrepancies are because MSI included transactions under $10,000 and also because ihe
audit counted separate shipments of the same product to the same buyer as a single
transaction whereas MSI counted these as individual transactions, particularly if shipments
were spread out over a number of months. Despite the differences between the two reports,
there is no information in the audit report that causes MSI to alter any of the conclusions
regarding the performance of the various trade brokers--nor do any of the conclusions
between the two reports seem to be conflicting. For a list of trade brokerage transactions
credited by MSI see Annex 4. The audit report concluded that none of the three brokers fully
met their performance targets.
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Findings: Overall Results

The following table reflects first year performance in accordance with information aveilabic
the evaluation team.

PERFORMANCE MATRIX FOR TRADE BROKERAGES FOR 10/91-9/92

Export Sales 6.0 2.234; 3.0 2,752, 1.2 .683;
(in US$ millions); 37% 92% 57%
percent of target

Export Transactions 50 35 50 98 50 5
Beneficiary Matrix 200 130 150 225 150 15

The above table presents overall accomplishments of the three trade brokerage operations.
Each of the brokerage firms has engaged in genuine export development, but with the
exception of Shemberg, the actual results to date have been modest. It is a tribute to the
Cebu export base and to Shemberg’s abilities that it came as close to meeting its transacticn
value target as it did, and exceeded its targets for beneficiary matrix points and number of
transactions, and did so without recourse either to prawns or ill-defined "shopping lists" for
ethnic food items. ' :
True export development is a lengthy process, rarely resulting in large trading volume in the
short-term. Confronted with the first year deadline, and little in the way of trade transactions,
Pragma-Pil and Instrade both turned to exporting frozen prawns (for an analysis of prawn
sales see annex 5). Insistence on financial self-sufficiency has, of necessity, driven the NCR
and Davao contractors to already established exporters and high volume products since these
are the quickest avenues to significant sales volumes.

* The management audit report credited the Pragma contract with total sales of $1,053,134,
eleven transactions completed and 130 beneficiary matrix points earned.

* The management audit report credited Shemberg with total sales of $2.2 million, 59
transactions completed, and 225 beneficiary matrix points earned,

* The management audit report credited CBI-Instrade with total sales of $.329 million, seven
transactions completed, 15 beneficiary matrix points earned.
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For example, a 40° container of rice hull charcoal, a new export item being developed by
Pragma-U.S., will have a value of between US$3,000 and 4,000. A similar container of
frozen prawns will have a value between $US100,000 and 125,000. The paper work and
administrative costs are essentially the same, with the shrimp requiring less marketing eifoit
With regard to exporting prawns, which has played so prominently in the transactions of the
Pragma and Instrade contracts, the evaluation team feels that the PITO-P project may not be
making the margin of difference in this sector as Philippine exports of seafood are well
established. A greater impact in this area could probably be achieved through structural
regulatory reforms such as reducing the tariff paid on imported prawn-feeds, which is
_currently thirty percent.

The prime contractors of each of the three trade brokerage submits a single performance
report to PITO-P and these reports do not make a distinction between the accomplishments of
the various partners within the brokerage contract. Because, to a large extent, the various
partners seemed to be operating as autonomous brokerage operations, rather than as mutually
supportive parts of an interdependent operation, the evaluation team felt it useful to separately
examine the role of each partner within each brokerage contract. The tables below
disaggregate expenses and performance accomplishments for each of the three trade
brokerages. (The Cebu trade brokerage, Shemberg, has no U.S. partner.)
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Pragma, expenditures are as of June 30, 1992,
transactions are as of September 30, 1992

Pragma/US 2 5,499; 102,483 38.6% |
25% -

Pintar/US 67 1,284,886; 163,1978 61.4%
57.5%

Pragma-Pil/Manila 27 943,236;° --10 -
42.2%

Total 35 2,233,621 265,680

As can be seen from the above table, the performance among the various firms within the
Pragma trade brokerage contract has been uneven. Pragma-US seems to have spent the
majority of funds made available by USAID but has produced less than six thousand dollars
worth of trade transactions. Pintar seems to have been responsible for the highest dollar level
of trade transactions but 99% of its sales came from five prawn transactions; the evaluation
team was unable to determine if Pntar’s prawn transactions represented an incremental
increase in sales for the firms involved. Pragma-Pil secured nearly a million dollars in sales

¢ total billed as of June 1992. -

7 of Pintar’s six transactions, five were for prawns valued at $1,281,992. One transaction was
for a wood carousel horse valued at $2,894. Note: the 9/92 audit report did not give Pintar-US
credit for any transactions.

® PINTAR and Pragma-Pil expenditures are reported withiin a single expense report and the
evaluation team was not able to obtain disaggregated expenses between the two firms.

® Pragma-PIL reportedly secured an order for $5,525,464 for prawns and other assorted
seafood to be shipped to the U.S. The sale was apparently closed on the last day of the
brokerage contract. Because no goods had been shipped this sale is not figured into the above
totals. Although it means that Pragma has meet their target for value of transactions, they still
have not met their targets for beneficiary matrix points or number of transactions. Nor does the
transaction cause the evaluation team to change our conclusions or recommendations concermning
the Pragma brokerage contract.

19 The USAID-commissioned audit report of 9/9” estimated that Pragma-Pil (Manila) received
25% of the $333,000 first-year Pragma brokerage contract allocation, the rest of the funds were
spent by the U.S. partners in Falls Church, Va. and Fresno, Ca.
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from 27 transactions and, according to the USAID-commissioned trade brokerage audit repori,
was allocated only about 25% of the USAID-provided budget (approximately $84,000).

The low rate of Pragma-US’ transaction performance can be explained, at least in part, on
their approach to export development. Unlike Pragma-Pil, which has worked with firms
which are largely capable of producing export quality products, Pragma-US has concentratec
on assisting Filipino firms to develop new export products for which markets currently do not
exist.

The case of seedling containers is indicative of Pragma-US’ export development interventions.
Pragma-US had an idea to develop seedling containers made from coconut materials. These
seedling containers are intended to compete in the U.S. market against commonly used plastic
containers. The coconut seedling covers are biodegradable and therefore there is no need to
discard the rubbish. In order to produce the seedling containers, Pragma arranged for several
Filipinos to be taught to sew the containers. Pragma also arranged for the product to be
irradiated at the Philippine atomic commission in order that it can meet FDA import
requirements which require plant products to be microbe-free. Pragma is now attempting to
find buyers for the seedling containers among U.S. nurseries.

It seems that the working relationship between Pragma-Pil and its U.S. partner, Pragma-U.S.,
has been poor as evidenced by lack of knowledge between partners about each other’s
activities, different approaches o export development, and independent pursuit of trade
CUStOTners. .
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CB1l-Instrade

21,600; 127,916
3% S ey, .
Il Access Asia/ 1 62,000; 53,850 28%
Manila 9%
Instrade/ 30 600,000; 10,294 5%
Davao 88%
[ Total 5 683,600 192,060

The evaluation team calculated that the CBI-Instrade trade brokerage was responsible for
somewhat less than $700,000 in export sales during its first year of operation. In fairness to
Instrade, which seems to have received only a minority portion of the $333,333 budget, it
should be noted that the Davao area offers limited opportunities for generating non-traditional
eXports.

Also, Instrade has not been pleased with its reiationship with CBI because CBI has failed i
generate U.S. buyers and purchase orders which was the major basis for Instrade agreeing ic
be their sub-contractor. In its proposal CBI led PHILEXPORT and Instrade to believe that iis
network of 2,500 U.S. cooperatives prcvided a ready market for Philippine exports, however,
this has not come to pass and Instrade feels mislead. Also, Instrade was unable to underiake
any significant marketing activity because CBI has been unwilling to allocate any of its
marketing budget for use by Instrade.

"' CBI and Access Asia expenditures are through 8-31-92; Instrade expenditures are through
6-30.

2. MSI chose not to credit a CBI-claimed transaction of 9/92 of $600,000 for fruits, dried
fish, and vegetables because no goods had been shipped and no suppliers, prices or specifications
established. Included in the above calculations is a June 1992 order of food-items to Well-Luck,
USA for $21,600 although the shipment is pending guarantee of FDA clearance.

" A September 1992 order of misc. food products to Greece for $100,000 has registered
$9,570 in actual sales as of 9/28/92. For the above transaction calculations the $100,000 figure
was used but the probability seems high that Instrade will not be able to completely fill the order-
-"due to inclement weather."”
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Shemberg, expenditures are as of June 30, 1992, performance as of September 3,
1992

98 l 2,751,666

According to MSI’s calculations, as can be seen in the above table, Shemberg had the highest
value of sales and the highest number of trade transactions among any of the brokerage
contracts. Shemberg also earned the highest number of beneficiary matrix points for its
export development achievements. Shemberg, unlike the other brokerage contractors, does
not have any partners and this may have helped its ability to proceed swiftly and decisively
because it was not dependent on a U.S. partner for its USAID-provided budget allocations.

Examples of activities undertaken by Shemberg which have directly increased the trade
volumes of small and medium exporters include helping producers attend overseas trade fairs
by arranging logistics, including shipping product displays, and co-financing travel and
expenses. Shemberg help fumniture manufacturers attend trade shows in Germany, Italy, and
Japan. The evaluation team spoke with members of two firms who had participated in the
Cologne Furniture Fair and both said they would not h%ve been able to attend had it not been
for Shemberg’s help and financing. One of the producers stated he had secured five new
buyers as a result of the fair and both said sales from the fair would account for 25-35% of
their firms’ total sales this year. Shemberg charges the firms 2-5% commission on each of
the sales made within twelve months of the fair. The commission rate is based on value and
volume of sales. Both of the Shemberg-sponsored participants we spoke with have commitied
to attending the fair next year under the same arrangements as previously negotiated with
Shemberg.
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Cost Effectiveness and Sustainability

As per the project’s design, brokerages were expected to derive income of approximately
three percent of the value of transactions and it was postulated that sales volumes of 510
miilicn annually for each brokerage would result in financial self-sufficiency following threc
years of USAID support.

The following two tables document and compare expenditures, trade performarnce, and fees
earmned for each of the three trade brokerage contracts.

COST EFFECTIVENESS OF TRADE EROKERAGE FIRMS

- | Pragma-US 102,483 5,499 5
|- | Pinr-us 163,197 1,284,886 1,365
u - | Pragma-Pil 943,236
Total: Pragma 265,680 2223261 841
- | cBLUS 127,916 21,600 17
- Access Asia 53,850 62,000 9
- Instrade 10,294 600,000 88
Total: CBI 192,060 683,600 309
Total: Shemberg 168,544 2,751,666 1,633
Total: Overall 488,520

The above table illustrates that there has been great variances in the relationship between
expenditures and trade results achieved between and among the three trade brokerages.
Pragma-U.S. and Access-Asia were the two least cost-effective operations as both achieved
less than ten doliars worth of export sales for every hundred dollars spent. Shemberg clearly

* The management audit estimated Pragma-Pil received about 25% of the $333,333 allocated
to the Pragma contract.

% The management audit did not credit Pintar-US with any‘ trade transactions, however,
reports submitted by Pragma-US indicate that all of Pintar’s $1.2 million in sales were from
prawns except the sale of one wooden horse for $2,294.
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had the highest level of cost-effectiveness as it was able to complete $1,633 in export sales
for every one hundred dollars spent.

FINANCIAL SUSTAINABILITY ASSESSMENT OF
FIRST YEAR BROKERAGE OPERATIONS

PRAGMA 2,233,621 265,680 12,742 0.57%
CBI- 683,600 192,060 0 0.0%
INSTRADE

SHEMBERG 2,751,666 168,544 23,115 - | 0.84% ¢

The results so far do not give cause for optimism with regard to the brokerage firms’
prospects for financial sustainability, as least as defined by USAID. Although results vary
between the three brokerage contracts, about $25,000 in fees have been earned against toial
expenditures expected to reach one million dollars for first-year operations (by Sept. 30,
1992). CBI has not earned any fees and Shemberg and Pragma have both earned fee income
of less than one percent of the value of their transactions. Thus, none of the brokerage firms
derived fee income at anywhere close to three percent of transaction volumes. In fact, all
three Philippine brokerage operations told the evaluation team they often do not charge any
fees at all (market penetration strategy). However, given that much of the first contract year
was occupied in start up and market identification results may not be representative of longer-
ferm revenue generation potential. In addition, USAID has assumed that self-sustainability of
the operations requires annual operating budgets of $333,000, the level of USAID-support the
firms are now receiving. However, the brokerage operations may be able to continue to exist
on substantially reduced operating budgets. If Pragma-PIL were to decide to continue
operations without their U.S. partners they could remain in business, as they have during the
first year, using approximately $84,000 per year.

It should be noted, however, that the staff of the most successful brokerage firm (Shemberg -
most transactions, highest value of transactions, most fee income generated) are not confident
that commission fees will generate as much income as needed and have under conrideration 2
number of revenue generation alternatives, such as transactional financial services and
association management. Their attitude reflects concern that as sellers and buyers begin to
work together successfully, the perceived need for brokerage services, and the willingness to

'8 Fees earned have been calculated on actual shipments of $1,743,359, rather than total
value of transactions since fees will not be collected until sales are finalized. Instrade claims it
will earn fees on its upcoming shipment of prawns but has not yet earned any fees.
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pay commission, rapidly decline. There has been evidence of this as some of their customers
who were willing to pay a fee for an initial brokerage deal have not been sources of
additional revenue because they have since worked directly with the sellers. Nevertheless,
Shemberg staff expressed a strong conviction that the firm will remain in the trade services
business indefinitely (given the creativity and performance evidenced by the firm to date, ¢
seems plausible).

Pragma-Pil management also stated their intention to remain in business, but without Pragma
U.S., which they do not regard as having contributed measurably to their operatons. In
generating the volurne necessarv to stay in business they have tended to combine some exporit
development work, e.g. ceramic giftware, foodstuffs, plastic cordage, toys and Christmas
items, with high volume items, principally shrimp, and other transactions such as the sale of
rice from Vietnam to Sierra Leone.

Instrade appears to have made a substantial effort to identify exportable items, but with litile
success to date. Its major transaction was the sale of frozen prawns in cold storage in Manila
to a customer in Japan. The sale appears to have been an incremental export, but generated a
commission of only one percent, payable in 1993, and did not contribute to the development
of Mindanao exports. This is because the prawn sale, the trade brokerage’s single largest
sale, was purchased from a Manila-based company and the prawns were produced in the
Visayas. Thus, the transaction had no impact on export development in Mindanao. However,
Instrade hopes that the establishment of a relationship with the Japanese buyer may lead io
future sales which could be sourced from Mindanao.

Conclusions

1. The trade brokerages have made good faith efforts to generate non-traditional exports.
In some instances, particularly in Cebu, they have been successful in presenting
exporters to new markets and in generating incremental exports. However, genuine
export development is a long-term process and it is unreasonable to expect t0 generate
substantial volumes of trade in the short-term.

2. The wade brokerages are an effective export development mechanism since their
activity is inherently product- and firm- specific and it is in their financial interest ¢
find markets and to enhance the capacity of the producer to satisfy market demands.

3. Whether imposed voluntarily or not, high transaction volume performance conditions
early on in the contract period have diverted NCR and Davao brokerage staff attention
away from export development to quickly realized high volume export transactions,
such as the sale of frozen prawns.

4, The performance to date of the U.S.-based brokerage operations has lagged well
behind that of those based in the Philippines, with little evidence of coordination or
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joint performance between the two sides. Concerning the Pragma contract, to some
degree, the difference in performance may be explained by the difference in -
approaches between Pragma-Pil and Pragma-US, with Pragma-Pil working primarily
with firms that are further developed in their ability to export, whereas Pragma-t1S e
concentrated on developing new export products and then attempting to create &
demand for those products. However, the vast input to output performance differences
between the U.S. and Filipino partners indicates that it may not be cost-effective o
continue to spend project funding on the U.S.-based partners.

It has not been established that the Davao exportable product base is adequate to
support a trade brokerage.

Recommendations

The primary objective of the trade brokerage arrangements be considered to be
genuine export development with an emphasis on firm-specific support. The desired
result is an expanded export base. Whether the brokerage firms become financially
self-sufficient within the contract period should not be the trade brokerage
component’s sole or primary measure of success. All three Philippine operations forn:
part of larze and successful Philippine corporations who can, following the completion
of USAID support, provide short-term subsidies to maintain the brokerage operations
if they perceive the possibility of long-term commercial viability.

Another tact which USAID might consider to encourage financial sustainability would
be to provide the trade brokerages a continuously decreasing level of funding over a
longer than three year time frame. This would encourage the brokerages to attain
some level of self-reliance in the near-term rather than completely relying on USAID
support for three years and then, in their fourth year, being left without any USAID
support. For example, the brokerages could be provided $333,000 in year two, 75%
of that amount in year three, 50% in year four, and 25% in a fifth and final year.
Subsequent year disbursements would be conditioned on the firms continuing to meet
export development performance targets. Such a strategy would increase the length of
USAID support but would only moderately increase project costs. (If, as this
evaluation recommends, trade brokerage funding to CBI and Pragma-US is reduced or
eliminated than overall trade brokerage costs would not increase even if funding were
to be extended an additional two years.) A gradual phase-out of USAID support
would encourage the trade brokerages to commit some of their own resources over the
next few years rather than wait till year four when USAID funding is suddenly no
longer available. This approach may permit USAID to ascertain the brokers’ longer-
term commitments to stay in the export development business prior to their final
disbursement of project funds.
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Conditions for continuation of the brokerage contracts should be set in accordance
with the each contractor’s performance achievements. For example:

1. CBl/Instrade - Since both this evaluation as well as the audit team found
performance conditions were not met, PHILEXPORT may wish to enter into a iixod
fee services contract with Instrade for specified export and investment developmeit
activities at a level of expenditure equivalent to that of this past year’s contract,
approximately $100,000, or, the territory of Mindanao be given to Shemberg, along
with some modest increase in resources, since they have proven to be adept at
achieving trade results.

2. Shemberg - in recognition of its impressive performance the evaluation team
believes appropriate the extension of the contract for up to two months without
additional payment to enable the first year’s target to be met. Assuming that is
accomplished, the second year’s contract, starting in late November, would include
mutually agreed targets under a weighted performance scheme. In recognition of
Shemberg’s superior performance, PITO-P continue to grant Shemberg great latitude in
its implementation of project activities.

3. Pragma - first year performance of $2.2 million in sales ($1.3 million in shrimp) is
not an inconsiderable achievement for a start up year but sufficiently behind the $6
million self-imposed target. The relatively low cost-effectiveness performance of
Pragma-U.S. in generating export sales raises questions as to the business acumen of
-the prime contractor. In view of the failure to meet the performance requirements, the
evaluation team believes PHILEXPORT has no alternative but to terminate the
contract. In order to retain the momentum established to date, and to capitalize on the
base of over $900,000 in first year sales of non-traditional exports, it is recommended
that PHILEXPORT enter into a fixed cost services contract with Pragma-Pil, Inc. for
specified export development activities at a level of expenditures equivalent to
Pragma-Pil’s expenditures during this past year’s contract, estimated to have been
around $84,000.

3.3.3 The Project’s Policy Component

As per PITO-P’s Project Paper, "This component involves the preparation and dissemination
of a series of studies aimed at overcoming specific policy constraints faced by traders and
investors. The policy studies will identify appropriate reforms and implementation strategies.
In addition, each study will be accompanied by a dissemination plan that includes outreach
and advocacy activities." The project’s Cooperative Agreement with PHILEXPORT goes on
to state that the policy component "...will focus on ‘micro’ rather than 'macro’ issues, on
small rather than big businesses, and will be action and implementation oriented.” The
Project Paper originally allocated $1.5 million to the project’s policy component.
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There currently exists a wealth of recent policy studies on the Philippine’s macro-economic
policy environment. These include World Bank and IMF studies, as well as the ASEAN-U.S.
Business Council’s "The ASEAN-U.S. Economic Relationship: Overcoming Barriers to
Business Cooperation,” and the GOP’s "The Philippine Agenda for Sustained Growth aric
Development.” The project’s policy component has been designed so as not to duplicate
those efforts, but rather to complement them and focus implementation on activities which
will produce specific near-term results. The project’s research thrust was intended to be
"applied” rather than "basic.”

Findings: Policy advocacy was considered an important component in the PITO-P program
as a means of focusing private sector interest towards needed reform of the regulatory and
administrative bias against exports. Implementation confronted two problems: assuring that
the effort would not duplicate activities already being pursued by the GOP or other donors
and engendering private sector interest and support.

Initally, responsibility for the policy component, in addition to other duties, was assigned to
the PITO-P’s NCR regional manager but, in the project’s second year, the incurnbent was
transferred to a new position, Deputy Project Manager, charged with running the component
on a full-time basis.

The project’s policy component was initially designed to be reactive to the needs of
PHILEXPORT and its constituents. However in December 1991 after a slow start due io Jack
of a "policy agenda" being put forward by PHILEXPORT or its constituents, the PIC
reformulated its approach to undertaking the project’s policy component. It was decided thai
the project was to become proactive and PITO-P would prepare a list of current trade and
investment policy issues in which its constituents had expressed interest. The organizations
informally canvassed by PITO-P to generate this list of issues included PHILEXPORT, PCCI,
AMCHAM, the Asian Institute of Management, UP’s School of Economics and the
Philippine’s Institute of Development Studies. The short-list of studies agreed upon by
PITO-P eventually included:

= Deregulation of: shipping, oil price policy, wage policy, transfer of technology, and

the airways;
L Strengthening investment and export promotion;
= Reducing the cost of packing materials; and
] Participation of Philippine producers in universal product coding; and adoption of a

policy of copyright protection for computer software.

The "criteria" to be used by the PIC in approving policy studies were that the study should
give priority those issues with the most adverse effect, or having the greatest potential benefit,
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to improving trade and investment. Unlike other project components, the policy activity is
not required to include a cost-recovery element.

In 1992, to further boost the component’s level of activity, the PIC approved a PHILEXPURY
Policy Research and Advocacy Facility. The facility had as an objective the support of "all
national, regional, and or sectoral policy concerns of Philippine exporters, particularly those in
the area of: monetary and fiscal policy, trade and industry policy, infrastructure support,
technology policy, and instituticnal policy." All PHILEXPORT members were deemed
eligible to submit proposals and PHILEXPORT was charged to "accredit institutions and
individuals who may be tapped to undertake the necessary studies.” PITO-P has indicated its
willingness to increase the level of funding available to PHILEXPORT’s Policy Facility as

the organization increases its capacity to manage policy research and advocacy.

PITO-P and PHILEXPORT have separated the Policy Research and Advocacy Facility inio
the following components:

1. Retainers for quick policy analysis; P15,000 per month for twelve months - to
provide two institutions or individuals to advise PHILEXPORT on policy

issues.

2. Short policy papers; P30,000 per paper, two papers per month, twelve months -
to contract for individuals or institutions to prepare short policy papers.

3. Full-blown policy research; P200,000 per project, six projects per year.

4, Round table discussions; twelve per year at P10,000 each, up to fifty persons
each.
5. Workshops; six per annum at P20,000 each, over fifty persons per workshop.

To date, by PITO-P’s own classification, the project has completed the following four policy
activities: :

In 1991;
The Public Consultation on the Implementation Ruies and Regulations of the
Foreign Investments Act of 1991. (8521) This exercise was undertaken by
NEDA.

u A study on Comparative Trade Regimes in Southeast Asia. ($1,192) The study
was funded by USAID’s Office of the Program Economist which requested
PITO-P to finance a forum in which the findings and recommendations of the
study could be presented. PITO-P obliged because the report called for the
implementation of GOP wade reforms to improve the competitiveness of the
Philippine export sector.
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1n 1992;

] For PHILEXPORT, supported the First and Second Proceedings of the Second
Philippine Exporters Congress in 1991 and 92. ($2,654) Specifically, PITC-F
agreed to pay for the preparation of Issues Papers presented during the twe
Congresses. The summaries were distributed as policy advocacy matenials i
business leaders and government decision makers. Also, for PHILEXPORT
and PCCI, supported a publication of the ASEAN CEPT Scheme which was
distributed to government and business organizations.

= Supported an additional printing of "Doing Business in the Philippines.”
($2,551) This is an annual publication produced for those interested in
investing in the Philippines. About 3,000 copies of the book are published
annually but this number is generally short of the country’s requiremenis.
PITO-P supported the printing of an additional 3,000 copies which were
distributed to both private sector and government organizations.

The distinction between PITO-P’s policy and technical assistance activities has not always
been clear, thus a few other activities/publications, funded through the project’s technical
assistance component, are also sometimes considered to have implications on
policy/regulatory constraints. These include the PCCI publication, "The First 100 Days: A
Proposal for a New Administration,” the PCCI "Report on the Proceedings of the 17th
Philippine Business Conference” and the Asian Institute of Management’s "Report on the
Mult-Sectoral Conference on Urgent Action Programs for the Next Administration.”

The principal reason the project’s policy component was slow in starting was that the process
was originally designed to be reactive by offering funding support for policy-related initiatives
originating from industry associations and other trade or investment related organizations.
Because of the paucity of proposals received, and a perceived need to manage the process tc
ensure quality output and broad coverage of issues impacting trade/investment, PITO-P
management decided that the project needed to determine its own agenda, through a process
of collaboration with PIC member organizations and others, and provide appropriate staff
support to manage an in-house policy studies and advocacy component.

The project’s policy component is now designed to operate concurrently through the
following three tracks: a series of comprehensive studies initiated and managed by PITG-F
through PIC approval (an illustrative figure of $100,000 per study has been cited); quick
response studies, topical papers, and data for lobbying efforts to be managed by
PHILEXPORT through the Policy Research and Advocacy Facility; and funding support for
policy initiatives proposed and managed by outside organizations (e.g. PCCI). '

In 1992, the PIC approved three comprehensive policy studies to be managed by PITO-P.
These activities are:

L] A study to facilitate and safeguard Technology Transfer.
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] A study to Improve Packaging Effectiveness and Regulations.
= Deregulating the Airways.

Of the above mentioned studies, the first two are expected to be completed by the end of
CY1992. Private sector organizatons in Davao and Cebu have asked that additional
information be available concerning airways deregulation before a full-scale study is
undertaken. Consequently, the project decided that instead of supporting a comprehensive:
policy research effort it would commission the preparation of a short issues paper.

Conclusions

1. PITO-P has done a credible job in defining areas in which project supported policy
advocacy should be effective. Substantial effort has been made to develop an
institutional capacity to identify and respond to issues of concern to the private sector.

2. PITO-P and USAID management assessed that the reactive nature of the designed
policy component was not going to be effective and PITO-P has since set in place =
three-track policy system in which: PHILEXPORT has been assigned the task of
generating a series of relatively small scale studies in quick response to trade or
regulatory issues affecting its membership; PITO-P, requiring PIC approval, will
undertake a series (six in 1993) of major policy studies generally utilizing highly
reputable international experts; and PITO-P will entertain funding studies undertaken
by PHILEXPORT and or its constituents. PITO-P management should be credited
with having made an early assessment of the ineffectiveness of the component’s
reactive mode and quickly adjusting the operations of this component to be more
proactive in setting a policy agenda.

Recommendation

1. Management of the policy advocacy component should be transferred from PITO-P’s
internal staff to PHILEXPORT. Since policy advocacy in support of exporter interest
should be a major function of PHILEXPORT, upgrading its capacity to develop and
manage policy advocacy studies serves not only PHILEXPORT’s interest but fulfills
the project objective of strengthening the capacity of private sector organizations. A
start has been made in this direction through the policy advocacy facility established in
PHILEXPORT, but the only reason not to completely assign the component to
PHILEXPORT would appear to be a perceived lack of staff capacity. To rectify this
deficiency, PITO-P should consider contracting outside consultants for a limited period
to work with PHILEXPORT to develop this capacity in the expectation that it would
remain in place after the PACD.
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3.3.4 The Project’s Training and Technical Assistance Component

This project component was designed to offer SMEs in each of the three regions waining wud
technical assistance on topics directly related to increasing or initiating trade or invesimcit.
Each of the project’s three regional managers are charged with identifying organizations
which could benefit from such assistance and then helping them to develop proposals to be
considered for project funding. There are no limits on the size of grants and the criteria for
funding approval is that the activity should be a private-sector project, it should have an
impact on trade and investment, and the proponents should be willing to share in the cost of
the project. If the proposal comes from a government agency, PITO-P will only consider it
for funding if it is supported by a private-sector organization as a form of validation that the
project is needed and well conceived. Also, PITO-P has stipulated that grants should not be
given to private firms but should be channeled through representative sector organizations,
such as manufacturers associations. The project paper allocated $2.36 million for technical
assistance activities over the life of project. Funding of grant activities is limited to Cebu
City, Davao City, and the Metro Manila areas.

The evaluation team was able to meet with representatives of the majority of organizations
which received technical assistance grants, and we met with all organizations which received
more than one grant. In Cebu the evaluation team met with all five of that office’s grant
recipients; in Davao, with two of the three; and in Manila, with four of the nine.

Findings: As of September 1992 the project had approved forty separaie grant
disbursements. A breakdown by region follows. A complete list of all technical assistance
activities funded is presented as Annex 6.
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ANALYSIS OF PITO-P’S APPROVED GRANT DISBURSEMENTS

CEBU 16 152,617 9,539
DAVAO 8 : 192,406 24,051
NCR 17 80,644 4,743

“ TOTALS 41 425,657

The number and funding levels of the grant disbursements, as presented in the preceding
table, are not necessarily representative of levels of activities among the three regions. In
Davao and Manila, grants funding has been project oriented--thus each distinct grant
represents a single technical assistance or training activity, e.g., the eight grants approved in
Davao represent a total of eight activities undertaken. Also, the figure for Davao is somewhat
skewed due to two large grants: both to DCCCII, one for $108,00 (World Trade Congress)
and one for $67,000 (Mindanao Exporters Conference); the average value of the other six
Davao grants equals $2,384.

The Cebu regional office has pursued technical assistance though a largely programmadc,
rather than project orientation. For example, a single grant to Cebu FAME of P1.08 million
supported 24 technical assistance workshops over a one year period, each on a different topic.
Also in Cebu, a single project proposal may cover several distinct activities. Once a proposal
is approved detailed budgets are then negotiated for each project component and componert
grants are individually dispersed. Overall, the 16 technical assistance grants approved by the
Cebu office represent 45 distinct activities.

A summary description of major technical assistance activities by region follows.

DAVAO:
m  Energy Sector Assessment; NMDB - sponsored a study to identify options for
solving Mindanao’s energy crisis.

CEBU: ' :

n Metalworking; MIAP - initially supported a dialogue/study with manufacturers
in the Mactan Export Processing Zone to determine if imported precision
metalworking production components could be produced locally. Subsequently,
a products parts forum was held so that MEPZ importers of metal production
parts could make their needs known to local producers in order that deals could
be brokered. Future assistance is planned to include bringing in consultants to
help firms improve their quality standards.



n Furniture, Gifts, Toys, and Housewares; CFIP, GTH, PCSII - assisted members
to plan and undertake a furniture and household goods fair for international
buyers and to produce a product directory catalogue. The fair is timed to
overlap with the annual Manila International Furniture Fair. Additional
technical assistance was provided to CFIP and PCSII conceming various
technical topics including fair planning and management and creative aspecis of
exhibition.

L Fashion Accessories; Cebu Fame - supported the establishment of a library of
trend/design magazines and sponsored a series of 24 technical workshops.
Workshop topics have included electroplating of nonconductive materials,
electroplating of conductive materials, accounting for non-accountants, ceramiic
making, and production planning and control.

NCR:
n Technical Assistance; PANC, BPS, DTI - the project funded technical
assistance seminars to help manufacturers market their products in the U.S.
The semirars were in the areas of obtaining UL listings, barcoding retail
products, and attaining FDA approval for importation of Filipino ethnic foods
into the U.S. :

The following table provides a breakdown of the portion of grants -both promotional and
iechnical assistance - within each region which were allocated to government organizations.

TECHNICAL ASSISTANCE GRANT DISBURSEMENTS TO GOP BY REGION

CEBU 2" 3,338 129
| pavao 2 6,990 9%

7 Both of the Ceb1 grants to DTI were co-sponsored activities undertaken by a private-sector
organization - the Cebu Chamber of Commerce and Industry.
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Within each region, recipients of more than a sir.gle technical assistance grant were as
follows:

L Cebu; CFIP - 5 grants

MIAP - 4
FAME - 2
DTI -2

Davao; DCCCII - 5

L NCR; DTI/BOI - 8
PHILEXPORT - 3
PCCI -3

Although 17 of 41 technical assistance grants were initiated by the project’s NCR office, the
amount of funds dispersed by the NCR office is less than either of the project’s other two
regions. Also of note, as indicated in the previous table, is that the majority of grants in
NCR region went to the GOP, notably to the DTI and BOL

In Davao, five of seven activities approved went t0 a single organization, the DCCCIL

Project Development Process

The process for developing potential grants is that regional managers identify worthy
organizations and projects and then work with those groups to construct implementation
proposals. The orgsnizations which received technical assistance funds became acquainted
with the project, for the most part, through informal and professional contacts with the
regional managess. Since all PITO-P’s professional management staff were formerly with
DTI they were already acquainted with the various associations and government agencies
working towards increasing Philippine exports.

To the best of our knowledge, no promotional materials exist, or have been distributed, which
describe/market the project’s grants component. Such questions as, who is able access grans,
what are the criteria for grant approval, and what is the format for application are not -
documented. Promotion of the availability of the project’s technical assistance funds seems o
be undertaken almost exclusively through the professional networks of PITO-P’s staff.

Formal project inception begins once an association, or government organization, has been
approached by a regional manager and an initial project idea agreed upon. Following a set of
discussions with the organizations’ leadership, ideas are clarified and parameters defined.
Once the regional manager had concurred with the project idea, a formal proposal would then
be prepared. In Davao, this has usually meant the regional manager would herself write the
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proposal, review it with the prospective grantees, modify it as necessary, and then preserit it
to the PIC for formal consideration.

The proposal preparation process in Cebu has also been an iterative one beiween associafior s
and the regional manager, however, in Cebu, the associations themselves have often assiic
the principal responsibility for proposal preparation. Recently, the Cebu office has replaced
their CTIS manager with a project development assistant, as the CTIS component of the
project is not yet operating and there has been a relatively high demand for technical
assistance among potential grantees. The high level of grant activity in Cebu has also been
possible because, in general, the institutional development of associations in Cebu is more
advanced than that of their counterparts in Davao. In part, this is because Cebu has a moch
more developed export economy but it is seems to also be the case that Cebu organizations
have been the recipients of more years of non-USAID developmental assistance than have
their Davao counterparts (thus they are more adept and proactive in obtaining donor funding).
Many of the organizations assisted in Cebu also receive assistance from other donors
including JICA, EC, and GTZ.

Most of the manufacturers associations visited did not have full-time professional staff, CFIP
Cebu being an exception, but many did have full or part time administrative staff. All
associations assisted had elected leadership. However, for the head’s of the various
associations their primary responsibilities, understandably, are to run their own businesses first
and then assist the membership organizations as time permits. Although enthusiastic and
active in the management of the PITO-assisted organizations, association leadership has
limited time available to prepare detailed project proposals.

Grant Approval Process

Once proposals are developed they are brought before the PIC for review. The PIC has no
formal criteria for rating various proposals but decides approval on a consensus basis. Each
proposal is required to have a cost-sharing mechanism.

The evaluation team was told that, as an operational principal, only grants which are
controversial, complex, or costly (over $2,000) require PIC approval. The regional manager
proposing the activity must present an overview of the project before the PIC and advocaie
for its approval. The PIC will then debate the merits of the proposal and attempt 1) reach a
consensus on whether or not to fund the project. The vast majority of projects presented ic
the PIC have been approved: from the Cebu region all projects presented have been approved
except for one, and that was the first project which had been presented by Cebu; likewise, the
majority of projects presented by Davao have also been approved. However, projects are pre-
screenzd by the regional managers and several proposals have been withdrawn from
consideration when the regional or national managers have determined the proposals would
not garner the support of the PIC, following informal discussions at the monthly PIC. (The
project does not keep a list of proposals received and their status nor could the information be
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easily obtained; although both the Cebu and Davao offices kept a list of grants approved and
activities undertaken but not results achieved.)

Once a project activity is approved, a separate set of negotiations is often underiaken betwesn
the Regional Manager and the PITO-P manager to work out budgetary approval and cost
sharing arrangements. Original budgets are carefully reviewed and often have needed io be
adjusted because they seemed to have been prepared haphazardly with particular line items
sometimes being over estimated. There are no specific guidelines for cost-sharing
requirements but rather the PITO-P Manila Project Director makes an assessment of the
appropriate cost sharing requirement based on the recipient organization’s "ability to pay.”
This ability to pay has generally been determined to be between 50-100% of the cost of the
activity, but this has varied widely from one organization to another and between various
activities undertaken by the same organization. And numerous activities, including at least
four grants to DTI/BOI, and a grant to PCCI, have had no cost-recovery requirement. The
following are a few examples of cost-sharing requirements:

L In Cebu, a grant to FAME to fund an exporters library for P150,000 had a 25% cost-
recovery requirement while a P1.080 million grant to FAME required 50% cost-
Tecovery. -

In Cebu, a grant to CFIP to support the development of a product catalogue required
100% cost-recovery of P450,000; a grant to support a planning workshop required
86% cost recovery, management trainings had a 50% cost-recovery element while
various technical trainings required 75% cost recovery.

The project is prohibited from funding salaries, equipment, capital costs, food, or lodging.

Sustainability of Technical Assistance Component

According to the Project Paper "...fees sufficient to cover a portion of costs to be incurred
will be charged for participation in the project’s training and techrical assistance component.
Accordingly, the activities envisioned under the project should be self-sustaining either
through fees generated through PHILEXPORTs other sources of funding." The Project
Paper’s Logical Framework project output indicator states the self-sustainability indicator
somewhat differently in that "100% of Regional Service Centers budget [should be] generated
by fees for service." The Cooperative Agreement signed between PHILEXPORT and USAID
fails to make any mention of the regional offices’ requirements to attain self-sufficiency but
does state the following with regard to the project’s training and technical assistance
component "[PHILEXPORT] will determine the level of cost-sharing to be provided by the
project based on the applicant’s ability to pay.”

PITO-P has, in fact, insisted on cost-recovery on many, but not all, of its technical assistance
grants. These cost-recovery fees, when collected, have ranged from 25%-100% of project
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activities. As of September 30, 1992, $50,248 in fees have been collected through project
cost-recovery reflows; this is against grant disbursement approvals of $425,657 and actual
grant disbursements of $259,027.

Although negotiations regarding cost recovery have generally been easily resolved, thexe irve.
been cases where final approval of grants have required multiple volleys of correspondence
between PITO/Manila and regional offices. This has resulted from Manila pressing for the
“highest possible” rates of cost recovery. While in principle pursuing a policy of the highes:
cost recovery possible seems laudable, in practice it has proved time consuming and appears
to have been calculated somewhat arbitrarily. At times, the decision process of PITO-P’s
national office has proved awkward for regional managers as it has undermined their authority
to negotiate the level and/or proportion of assistance which can be provided to perspective
grantees--organizations which view regional managers as development partners. Regional
managers are closely involved with the process of developing activities (thus costs) for
prospective projects but have no real idea as to what portion of assistance will be approved
by PITO-P headquarters, thus they sometimes get stuck in the position of having encouraged
organizations to develop proposals indicating contributions as to what they perceived as fair
only to have their positions reversed when Manila-approval is contingent upon a higher rate
of cost-recovery. This has resulted in the best efforts of competent regional managers being
overturned as PITO-P headquarters has often pressed for cost-recovery rates which are higher
than proposed from regional offices.

Several organizations in Cebu told the evaluation team that in order to return funds at levels
required they had to set entrance/user fee requirements at levels higher than could be afforded
by members representing the smaller firms within their organizations. The evaluation team
had no way to verify these statements but felt they merit consideration. (The team is also
aware that revenue from less participants paying higher prices would not necessarily mean
less revenue could be collected than if more participants attended but paid lower fees.)

The project has an excellent record to date of recovering grants funds at projected levels. Al
cost-recovered funds from technical assistance activities are returned to the national office.
So far, only about $3,000 of cost-recovery generated funds have been spent by Manila; $870
as commission to a publishing company, $1,217 for taxes and duties on CTIS software and
manuals, and $1,018 on a PHILEXPORT workshop.

Effectiveness of Technical Assistance

Without exception, the organizations which received technical assistance praised the project
and said the grants had enabled them to undertake important activities which they otherwise
could not have afforded. Several groups expressed satisfaction with the speed in which
projects were approved. A few organizations we questioned stated that only a few weeks
were needed between submission to approval. This is possible due to the monthly
opportunity for regional managers to present projects ¢ the PIC. Many of the firms we
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interviewed also commented on the ease of access they had to the project and the helpful
"partnership” attitude exhibited by the regional managers in Cebu and Davao. Those
managers were characterized as being fully supportive in helping the various associations
move from ideas to plans to actually formulating proposals. The evaluation team cannot
overstate the compliments provided by grantees in their descriptions of the assistance
provided by the project’s regional managers.

The lack of mention about management of the NCR’s technical assistance component is due:
mainly to the fact that for the past twelve months the position has beenvacant. Formerly, the
position was held by the project’s current head of the policy component; however, in his
relatively short time of incumbency as NCR manager, and given that the project was still in a
start-up mode and trying to define itself, technical assistance activities in the NCR region
never attained any momentum. The position’s year-long vacancy was a result of an offer by
a member of the PIC to identify potential candidates met with several delays and, in the end,
did not produce a suitable candidate. Eventually, PHILEXORT located a candidate who was
swiftly approved and has recently begun work. While the position was vacant, both the
Project Director and his Deputy, on a limited basis, covered the position’s responsibilities.

The single project area in which several of the organizations expressed less-than-total
satisfaction was with the project’s stringent cost-recovery requirements. It was not surprising
to the evaluation team that grantees advocated for lower cost-sharing requirements, however,
the evaluation team feels their requests merit consideration. Although all projects assisted
will likely meet their PITO-P cost-recovery requirements, the implementation of activities
leaves them with less funds than they had prior to undertaking the activity. Thus, the
opportuiiity to generate additional operating revenues for the organizations has been lost
because all revenues generated from events must be returned to PITO-P--in addition to
forfeiting revenues generated, the grant recipients must also cover the non-PITO-subsidized
portion their activity expenses.

The following are some examples illustrative of the results of the project’s technical
assistance component:

= In Cebu, PITO’s assistance to MIAP has resulted in at least two of the Chamber’s
members receiving contracts to supply metal production parts to firms operating in the
Mactan EPZ. Several other firms stated they are involved in discussions with such
firms and as a result of opportunities identified will upgrade their production
capabilities in order to acquire contracts. The Chamber is confident that activities
supported by PITO--including holding a buyers fair, and engaging in formal planning
sessions with potential buyers--is the first step towards transforming Cebu’s light
metalworking sector from being service oriented, and engaging mainly in repair work,
to becoming a manufacturing sector able to supply a steady stream of production parts
to the numerous firms operating in the Mactan EPZ. NEC has even indicateq it is
willing to source raw materials for Cebu firms able to provide a reliable stream of
parts.
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In Cebu, PITO’s support to the PCSII to co-sponsor the Cebu Furniture Fair has
already resulted in increased sales for several of the firms that participated. In all, 22
of Cebu’s stone craft furniture manufacturers participated and the fair was attended by
between 600-700 overseas buyers. Although the team was only able to meet with
representatives from four of the participating firms, all said the fair had resulied i
new business. One firm said they now have five new buyers as a result of the fair.
The Chamber also said it would not have been possible for them to finance the
Manufacturers’ Directory had it not been for the help of PITO-P. Unlike the annuzal
furniture fair in Manila, the Cebu fair is completely private-sector initiated.

In the NCR and Davao regions the team was unable to uncover any technical
assistance activities which have directly and convincingly increased exports. A major
portion of grants funding has gone to trade and investment promotion rather than
technical assistance.

An example of an activity which a current grantee would like to request funding assistasice
for, but which is currently outside the project’s no capital costs rule, is the following:

In Davao, the CFIP feels that they are unable to export furniture to the U.S. because
the moisture content of their wood is currently too high to meet U.S. quality standards.
The group feels that if their association could purchase a kiln dryer to be shared
among the membership, on a user-fee basis, then this would be the margin of
difference to enable them to export. Early this year, CFIP was approached by Insirade
to fill an export order but was unable to take advantage of the opportunity because
their products will not pass moisture content requirements. CFIP’s membership is
composed of small furniture manufacturers which have average capital assets of les¢
than P5.0 million.

Conclusions:

Technical Assistance. In Cebu, the project’s technical assistance component is
meeting with substantiai success. Many of the firms which have benefitted from
project-supported technical assistance activities have already been able to increase their
export sales as a direct result of project assistance.

In Davao, which is many steps behind Cebu and Manila in establishing itself as an
export center, the groundwork is being laid which will be necessary for the region to
begin to attract outside investment. Davao’s prospects of increased trade success are
longer-term but prerequisites to developing an export oriented economy, such as
creating a Trade Directory and attempting to address the area’s energy problems, are
beginning to be addressed.
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The Davao regional office has not undertaken any technical assistance activities that
have directly helped manufacturers to increase their exports and has yet to work
directly with any manufacturers organizations.

In the metro-Manila area, the project has undertaken few technical assistance activiiics,
particularly in relation to the size of its export commusity--and a majority of approved
expenditures have gone to support the activities of government agencies. The number
of activities approved is misleading in comparison to the level of "real" technical
assistance delivered since many of the activities funded (ten of nineteen) were to print
documents. Also indicative of the low-level of activity in the NCR is that the average
grant size was only $4,743, as compared to $24,051 in Davao and $9,539 in Cebu.
The prolonged vacancy of the NCR manager position has had a limiting effect on the
level of technical assistance activity conducted in the Manila area. However, the NCR
manager position which has been vacant for the past year has recently been filled and
this should lead to an increase in NCR technical assistance activity.

Project Approval. While the current process of approval-by-consent has served the
project well to date, it could result in projects being approved due to the advocacy of
authoritative individuals, rather than solely on their technical merits. Approval-by-
consensus, particularly for those organizations which have projects rejected, denies
prospective grantees the opportunity o learn from their failings and to improve their
future opportunities for securing donor funding, whether it be from USAID or others,
" because specific feedback cannot be provided as to the proposed activity’s
shortcomings. ' '

The PIC also has approved numerous projects which benefit agencies directly
represented by PIC members, and or former employers. The project’s relationship
with PHILEXPORT is confounding as it seems unusual the project should fund the
activities of an wigwuazation which, by design, it is supposed to receive support from
(rather than vice-versa).

The. project’s stringent requirement which prohibits funding capital costs may result in
missed opportunities to directly increase exports, as well as to provide manufacturers’
. associations opportunities to manage longer-term income-generating activities.

Financing/Sustainability. While the project may indeed have been successful at
implanting the "no-free-lunch” concept among organizations used to receiving free
assistance, partial cost recovery has meant that the more activities the project funds,
the more cost recovery falls short of actual disbursements in absolute terms. Although
a few activities have attained 100% cost-recovery none has covered the overhead costs
represented by project management--such overhead cost recovery is, of course,
essential to attaining true financial self-sufficiency for this activity. Although
substantial cost recovery is being achieved, this project component is unlikely to attain
financial sustainability.
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Decentralization. Although the project has established regional offices, approval of
technical assistance projects is nearly completely dependant upon Manila (even as PIC
meetings of Manila-based decision makers periodically meet in Davao and Cebu). The
PIC has no regional representation and the rate of all cost-sharing requirements arc
imposed by PITO-P’s central management. In reality, it also appears the regional
managers have no discretion to approve even the most modest of techaical assisizsice
activities without a formal PIC review or the approval of the project’s overall
manager.

Recommiendations:

Technical Assistance. Technical assistance activities should continue to be promoted
as per current procedures in Cebu, since the quality and volume of activity is quite
high, and the level of activity is probably at or near the management capacity of
PITO-P Cebu staff.

In Davao, there has been a much lower level of activity, in part due to the more
management-intensive process of proposal formulation, and also, in part, due to the
nascent state of the area’s export development (fewer exporters and export
associations). To increase the level of technical assistance activity in Davao the
project might consider expanding the eligible area of grants to all of Region XI--since
the island’s export sector is less developed than other project areas and since a
‘'significant portion of the island’s exports could be expected to flow through Davagc.
Also, the project should consider providing a project development specialist to the
region to assist potential grantees with project/proposal development (a one-year
USAID intern is currently assigned to the project in Davao and may be able to offer
assistance in this area, however, this should not be viewed as a substitute for the
professional requirements of the office). As has been done in Cebu, the Davao office
might consider replacing the CTIS position with a full-time project development
'specialist, since the staff requirements and activity mix of the CTIS will not be known
for several months; or, if the Davao office continues to have a need for the CTIS
positon than allocations for one of the Manila-based CTIS positions might be used to
cover project development staff needs. Supplementing staff skills in the area of project
design would permit the regional manager more time to liaise with, and cultivate, new
grantees so that the project’s regional office can begin to diversify its activities away
from the nearly exclusive support it has provided area importers and exporters through
grants to the DCCCII.

Since Manila is starting from behind in its technical assistance outreach efforts, "rules
of eligibility” for grants should be written and dispersed, possibly through
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PHILEXPORT’s network.'® Projects should be actively sought and NCR staffing
levels maintained in relation to the level of activity generated (this is not to say the
PITO-P project as-a-whole needs additional staff). Because an estimated seventy
percent plus of the Philippine’s exporters are located in the NCR region, a proaciivt
outreach campaign can be expected to generate substantal interest. In order to
manage providing assistance to the potentially large pool of grant recipients, the FITO
project may wish to consider reclassifying one or more of its six Manila-based CTiS
positions to assist with proposal development and grant disbursement and monitoring:,.
To ensure the NCR office is not inundated with a quantity of proposals that would
exceed its management capability, the office should strategically target a limited
number of export sectors for assistance.

2. Project Approval. The consensus approach to project approval should be replaced by
a simple but numerically objective rating system. At a minimum, a system should be
employed whereby each proposal presented to the PIC is documented along with the
PIC’s rationale for approving or denying funding. Criteria should be developed by the
PIC and regional managers and could include such considerations as: ability of an
organization to manage grant funds; potential to increase exports; financial plan for
management and use of recovered funds; number of potential beneficiaries; and
potential for employment creation. The new system could be tested and ironed-ous
using a sampling of past proposals. If beneficial, total scores could be divided to fall
in one of the following three categories: approved; eligible for reconsideration
following suggested modifications, or rejected based on inability to satisfy basic
criteria. If the project is to gear-up and aggressively pursue and capture opportunities
to support NCR activities--as this evaluation suggests it should--such an objective
rating system may prove beneficial to manage a potentially large influx of proposals--
and to be able to selectively support the best among many. (The project has funding
available to support a level of technical assistance activity substantially greater than
has occurred to date.)

The project may wish to reconsider its prohibition against funding the capital costs of
beneficiary projects, particularly if the activity has the potential to generate revenues
over the longer-term as well as to increase exports. Such strategies could prove an
excellent vehicle for increasing the sustainability of supported institutions, and this
recommendation fits with the team’s suggestion that the sustainability focus of this
project component be shifted from PITO-P to the beneficiary organizations (see
recommendation C). Careful criteria for such activities would need to be developed in
order to prevent PITO-P from becoming a commodity-dumping project.

18 It may also prove useful if these "rules of eligibility" were also strategically distributed to
potential grantees in the Davao/Region XI area, perhaps through the DCCCII network.
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In order to maintain the project’s integrity and avoid the appearance of conflict of
interest, PIC members should be ineligible to vote on potential grants to organizaiorns
they represent. PITO-P’s role in dispersing grants to its host organization should be
clarified.

Financing/Sustainability. A fixed cost-sharing formula should be considered; perhiaps
in the range of 33-50% to be covered by the beneficiaries. Any revenues generaied
above that level should be retained by the recipient organizations thus providing
incentives for them to set fees which are both affordable to their members but stll
provide incentives for organizational revenues to be generated (the incentive is because
fees are retained). Any cost-recovery formula adopted should maintain the flexibility
necessary to allow grantees to decide for themselves how to best generate their share
of the match.

Allowing the grantees themselves to decide how far above the cost-recovery targets
fees should be set will permit membership to set requirements they feel are appropriate
for their membership. Example: If an approved activity costs $10,000, USAID could
put up $5,000 and all fees collected thereafter should be retained by the organizations
themselves. This shifts the emphasis of sustainability away from the PITO-P project,
where it clearly has a limited prospect of success, onto the beneficiary organizations
themselves. The next years of the project will give these democratically-run
organizations an opportunity tc increase their financial viability (sustainability) through
gaining experience in managing income generating activities which prove to be valued
by their membership (as will be evidenced by receipts retained). Repeat candidates for
grants could also be judged according to their management of -evenues from prior
PITO-P-funded activities. It will still be required that budgets be carefully reviewed
by PITO-P management and adjusted as per the actual costs of approved activities.

Decentralization. Each office should be given greater autonomy in running its own
operation. This should include the authority of Regional Managers 10 approve any
project considered as modest, perhaps those under P100,000--such projects would only
require the Regional Manager’s approval and could be swiftly and decisively approved
to enable managers to move on to other tasks. However, for this to occur, as per the
above recommendation, projects must meet documented minimum project approval
criteria. Given the project’s current inability to disperse grant funds at levels
anywhere near what is available this should help in the process of expediently
channeling funds to deserving organizations, as well as free up some the regional
managers’ time to concenirate on cultivating the larger and more complex activities
that the project is capable of supporting. As procedures now stand, regional managers
must undertake the same project approval process for the $108,000 project in Davao as
they do for a $2,000 activity--a level at which many activities have been funded.
Regional managers should also be given authority to approve adjustment of line items,
up to some specified amount, perhaps 25%, without having to seek PIC approval.
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Regional managers should also be encouraged to work closely with their area’s trade
brokerage office in order to develop technical assistance activities which could
overcome export constraints faced by clients of the brokerage firms. Strategically
targeting sectors for assistance in each region would help to facilitate this process.

In order to correct the perceptions among the regions that the project is dominated by
Manila-based interests, PITO-P might consider having regional representation on ific
PIC. The PIC could possibly be restructured, or additional members could be addcd.
If regional managers are given greater authority to approve modest projects, then it
may not be necessary for the PIC to meet monthly, every other month might be
adequate. However, to maintain management focus and coordination, core
management staff might wish to continue to meet monthly.
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Chapter 4.

PROGRAM MANAGEMENT

The overall management of the PITO-P project has been assigned to PHILEXPORT under a
four-year Cooperative Agreement. The amount of the original Cooperative Agrecment, signo
September 17, 1990, was $8.75 million; the overall agreement has since been amended «ne
the current authorized budget for PHILEXPORT has been increased to $9.625 million.
Budget increases were authorized for the following line items: Brokering Services; Policy
Analysis; Salaries; Maintenance and Operations; Furniture and Fixtures; and Audit and
Evaluation. Line item budgets for information services and training and technical assistance
were reduced. '

4.1 Staffing

The project’s staffing levels, as called for in the Cooperative Agreement, were as follows:

National office Project Manager; one person.

Assistant Project Managers for each of the project’s three regions; three
persons.

" Finance and Administrative Officer for the national office; one person.

Information specialists, one each for the national office and each of the e
regional offices; four persons. '

Executive assistant for the national office; one person.

Secretary/clerks; four persons.

" Total staffing was originally set at fourteen persons.

Through a series of Project Implementation Letter amendments to the original Cooperative
Agreement, the project has boosted its overall staffing levels to twenty-six persons. (See
Annex 7 for a current PITO-P organizational chart.)

The reconfiguration of the project’s staffing pattern has resulted in the additicn of the
following positions:

Deputy Natdonal Project Manager and a sécrctary to support that position; two
persons.

A Special Assistant to the National Project Manager; one person.
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L] An Accountant and a Finance and Administration Assistant to support the
project’s Finance and Administration Officer; two additional positions.

L One Accountant each for the Davao and Cebu offices; two persons.

| Three additional persons to work on the project’s CTIS component, & data
encoder, a system’s analyst, and a system’s administrator; three persons.

4.2 Philippine Sector Contribution

As per the project’s Cooperative Agreement, "Support for the project provided by the
Philippine and U.S. private sectors will take several forms, including: fees paid by
participants in training and technical assistance activities; membership dues paid to and in-
kind contributions offered to PHILEXPORT, its members and other private sector
organizations in activities such as promotional and policy workshops; local office space,
materials and supplies; salaries of members of the PIC, and Council members; and fees and
contributions received from various fund raising activities.

To date, the project has generated approximately $50,000 in fees, primarily through technical
assistance cost-recovery. To. the best of the team’s knowledge, PHILEXPORT has not
contributed any office space, materials, or supplies to the project. However, PHILEXPORT
will soon be relocating and has planned to provide space for one or more PITO/P staif in iis
new offices, including having the NCR Regional Manager spend 50% time at PHILEXPORT.

PHILEXPORT has permitied all recovered fees io be retained, reprogrammed and managed
by the PITO-P Project. This has provided PITO-P a helpful degree of latitude in managing
the project’s finances. According to project documentation, reflows from technical assistance
activities are considered to be PHILEXPORT’s counterpart contribution to the project,
however, since all of these revenues are generated as a direct result of USAID-funded
activities which are implemented by USAID-financed staff, it is unclear how these reflows
can be considered a PHILEXPORT contribution to the project.

"In addition, the GOP DTI’s contribution of its UNDP-developed CTIS constitutes a
significant host-country contribution to the project.” Since the project has decided againsi
using the UNDP-developed DTI computer trade system, it is not evident that the GOP
currenily has any contribution to the project.

4.3 Management Information System

The Cooperative Agreement states that PHILEXPORT will submit to USAID the following:
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L] Quarterly status reports which include a list of proposals received and acied
upon; the issues identified and acted upon; and financial status reflecting the
use of PITO-P.

n Copies of the proceedings/reports of the PIC.

The project has maintained a complete and thorough documentation of PIC minutes. These
reports are helpful to document decision making processes but do not track, maintain, or
organize project activities and accomplishments in ways that can be easily assessed or
reviewed by project management.

PITO-P does not produce, nor has USAID required, project implementation reporting although
it is a stated requirement in both the Project Paper and the Cooperative Agreement. USAIDL
itself does produce Quarterly Project Status reports but these reports seem to be mostly a
catalogue of activities, and a partial listing of outputs, rather than documenting or discussing
project impact. PITO-P does not systematically collect, or have available, organized and
consistent information on project activities and their results and no guidance has been
provided to regional offices to do so. Information such as number of persons trained and the
number of enterprises they represent is not consistently tracked by all regional effices; lists of
technical assistance proposals received and their approval status has not been documented;
information detailing the transactions of the brokers, e.g. products sold, value of transactions,
profiles of suppliers, etc., is unavailable; and so forth. Although there is a standardized
reporting form of trade transactions that the brokers are required to complete monthly, these
forms provide summary informatiori and do not provide specifics about each transaction
brokered, as could easily be done given the volume of transactions conducted by the project.

On page twenty-six of the Project Paper, the following examples are give of the types of
reports the project should be producing:

= Reports and analyses of services provided by regional service centers, including the
proportion of regional services attributable to project financing. These reports shouid
include information on the numbers of clients served, types of services provided, and
the outcome of the assistance (e.g., numbers of completed trade or investment
fransactions).

& Reports and analyses of the financial operations of the regional service centers,
including information on the levels of fees generated by type of service provided. The
financial ‘reports will include information on the brokerage elements of the regional
service centers.

] For the project as a whole, information on the types and levels of trade and investment

promotion activities carried out, by category (general promotion, investor/trader
assistance, brokerage services, and information collection/dissemination).
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= For the project, numbers of economic and commercial policy studies conducted, 2
listing of the subject areas, and the impact of each study (major recommendations,
degree of acceptance by the concerned GOP agency and/or Philippine Congress, &
policy implementation plans).

n At the project level, collection of data on the types of training and technical assisiznce
provided, the provider agency, basic client information, and post-training/technical
assistance follow-up on the impact of these services on client production and exporis.

None of the above reports are routinely produced by the project although ail would be useful
as project management tools. In some cases, particularly in Cebu and Davao, technical
assistance activities are documented but results are not captured. Also, reporting formats
among the various offices are inconsistent.

4.4 Women in Development

The project’s Cooperative Agreement "requires that the project monitoring system ftrack the
provision of project services to women-owned and operated firms, project-related generation
of trade and investment by such firms, and employment impact on women." As previously
noted, the project has no performance information reporting system and, therefore, the number
of women benefitting from project activities is not tracked. The evaluation team has a sense
that women are benefitting in substantial numbers from project activities but this could not he
verified, positively or otherwise.

It should be noted that the project has no WID strategy, only a beneficiary reporting
requirement, and the Project Paper provides no assessment of women’s role in the
Philippine’s export sector upon which a strategy could be based.

Conclusions

1. The PIC committee concept of policy-setting and management oversight is
conceptually sound and works well.

2. Project staffing has increased from a total of 14 positions by design, to a current iotal
of 26 positions. Four additional positions were added for accounting personnel, three
for CTIS operations, and three for headquarters’ operation and support including a
Special Assistant to the National Manager and a Deputy National Manager and
secretary. In part, the increased need for headquarters’ staff may have resulted from
the less than expected support provided to the project by PHILEXPORT.

3. Project Implementation/Performance Reporting. The project has no implementation or
performance reporting system. Basic information concerning project activities and
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accomplishments is largely unavailable. Although project activity information is
tracked by the Cebu and Davao offices, reporting formats are not consistent.

4. Women in Development. Due to lack of project reporting, the evaluaton was trialic
tc determine the project’s impact on women.

Recommendations

i. Project Implementation/Performance Reporting. The PITO-P Manila office establish 2
project information system to report on activities, objectives, and impact as per the
project’s revised Logical Framework. The Manila office, in collaboration with
regional project managers, should develop reporting requirements and formats and
ensure information is collected and reported in compatible formats by each the
project’s three regional offices. Such reporting should form the base for monitoring
implementation progress and making performance-based management decisions.

2. Given the reconfiguration of the implementation of the CTIS, PITO-P should reassess
the staffing needs of the project’s information component.
4.5 Financia! Management

Findings: The financial management function of the project is administered by five full-timc
employees: Three in the Metro-Manila office and one in each of the iwo other regions.

The volume of transactions, i.e. the number of disbursements per month are as follows:

Metro-Manila 30 to 40 transacticns;
Cebu 20 to 25 transactions; and
Davao A maximum of 20 transactions.

The procedure for approval of expenditures has been streamlined following the
implementation of the recommendations resulting from a April 1992 audit carried out by the
USAID office of financial management services and a May 1992 as the examination by
independent auditors. :

The current procedures require the regions to submit all documentation for any expenditure in
excess of P25,000 to the national office for approval and payment. This is irrespective of the
nature of expenditure and whether the expenditure is recurring or non-recurring. For
expenditures in excess of P150,000, the documentation for approval and payment should be
submitted to PHILEXPORT even for expenditures already approved by the PIC. The regions
have each been issued a revolving fund of P15,000.
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There is no financial reporting system in place, thus resulting in the presentation of financial
information in different formats, on different bases, and using differing assumptions and
methodologies by each region and/or by each recipient of funds. This makes the compariscn
of the information difficu:lt and does not permit a meaningful analysis of the financial
information. There is also no system in place which breaks down budgeis according to
project componernit among regional offices.

Conclusions

Implementation of the recommendations set forth as a result of the audit review and the
examination referred to above, have helped simplify disbursement procedures. However, we¢
consider that the procedures are cumbersome, especially given the familiarity that the regions
have obtained as to present procedures and requirements. The current effort by the
accounting staff to comply with the procedures on approval and payment for expenditures is
out of proportion to the importance of many of the expenditures and has resulted in more
time and effort relegated to accounting tasks than would usually be justified.

Recommendations

We recommend that the approval and payment procedures be simplified further as follows:

1. The procedure for authorization of expenditures can be streamlined by authorizing
expenditures by fax. The regions should provide an outline of the expenditure which
the national office will approve. The full documentation could then either be provided
to the national office on a monthly basis and upon completion of the transactions, or
retained in the regional offices so as to be avail<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>