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What are Public-Private Partnerships?

“Government ENABLES … but the private sector DRIVES!”

This is the mantra behind PPP.  It accepts that the private sector is immensely the better implementor of projects, of strategic plans, than governments.  But businesses would get nowhere without the appropriate policies and support which only the government can provide.
The President has embarked on a 10-point agenda to uplift the economy in the span of 5-6 years.  Part of this agenda entails the need to develop the country’s potentially competitive service industries in order to generate jobs and to increase revenues in foreign exchange.  It highlights the need to transform the country into a true global player by getting the private and public sectors to march to the same beat of the drum.

We have not been competitive in the past decades.  There are many reasons for this deterioration but one common thread appears to be the lack of cooperation between the public sector and the private sector.  I will talk about the other factors later, but I wish to emphasize that the contry will get nowhere without such partnership and without citizen’s participation in governance, democratization, and sustainable development.

Improving performance whether at the firm-level, the national level, especially  towards global competitiveness – these are daunting tasks.  Neither the public sector nor the private sector can do these alone.
The PPP approach has already been used in the mid-90s to establish competitivenss in the electronics and semi-conductor industry.  It became our country’s biggest exports – has changed the texture of our industry which remains to be a competitive global player – with our exports supplying 18 percent of the world’s requirements. 

Table 1.

TOTAL PHILIPPINE TRADE

In Billion Dollars

1991-2006
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Table 2.

TOTAL PHILIPPINE MERCHANDISE EXPORTS

In Billion Dollars


Success in this industry brought about a  six-fold increase in total exports in 15 years time which proves that (a) we can be as good as anyone in the exports of specific products (eg., semi-conductors and electronic products) and (b) government can lay out supportive policies if required.   This development in effect brought the country to the level of major trading nations comfortable in importing raw materials, adding high value to them and exporting them successfully. Why did we not replicate this success to other products and services?  The private sector had long ago identified a number of industries where our core competencies can make us world class.  That is a rhetorical but valid question which we will address later.
What is even more interesting is the changing texture of the kinds of goods we export.  Whereas 20 percent of the country’s exports used to be in non-manufactured goods and  80% in manufactured state, now the ratio is 9 percent to 91 percent.  This is what we mean by more value-added and consequently, more labor inputs are required.

CHANGING TEXTURE OF EXPORTS

2006


EO 372 – To develop key globally competitive services
The service sector is the fastest growing sector of the country today.  This is brought about by many factors such as the liberalization efforts in the communications industry, the global economic integration and innovative methods which in turn created new businesses.

Tourism is perhaps the mother of all service industries.  It has a very high multiplier effect in economic activities and its impact is nationwide considering the natural assets of both our people and our locations.  Considering that it is an under-performing industry at the moment – one can project that doubling or even tripling the number of tourists is doable in the next five years as long as we get a few things right.

A PPP Task Force has been identifying other service industries with the potential of being world-class and developing appropriate strategic approaches in line with EO 372.  So far, three service industries have been identified as sufficiently promising to land in the Top Five list of exports by 2010.  These are: IT-enabled Services, Health and Wellness, and Logistics Services.  Private sector champions and leaders are rallying around these sectors to develop and implement  their plans for growth and competitiveness together with the government officials.
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Health and Wellness
The sector consists of many interest groups which we are encouraging to march towards the same direction.  There are three main clusters identified – Medical Cluster, Retirement Cluster and the Wellness Cluster... widely different in activities, but remarkably congruent in their aspiration.  We have to develop the business model relevant to us because we cannot duplicate others.  In Thailand, the 23 million tourists annually is the bulk of the market for their health and wellness cluster.  In our case, we have to convince the potential customers directly from their home bases abroad to come to the Philippines for their health services.  Consequently, they will add to the number of tourists coming to the Philippines. 
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Logistics Services

One main objective of the committee is to make the Philippines a world-class logistics hub with value-added capabilities in East Asia.  

Why should countries be interested in the Philippines on their Logistics Services needs? The case for this is  quite simple – reducing the cost and improving the quality of logistics and transport systems IMPROVES international market access for them and leads directly to increased trade. The Philippines is already well-known in value-added services on raw materials (local or imported) as evidenced in semi-conductors, electronics, textiles and garments, jewelry, furnitures, etc.  This combination of top-of-the-line logistics and value-added exports on materials results in a competitive position for the country.  If marketed properly, this service sector can be the source of a new generation of higher-level jobs with potential for exponential employment generation.
According to the US-based Council for Logistics Management (CLM), logistics and distribution rank the highest among the business processes outsourced by US companies to third-party service providers, followed by human resources (HR) and payment services.  About  95% of the chief executives in the U.S. believe they should have a more progressive form of logistics services strategy.  For instance, an American cosmetics company used to source its packaging requirements from Asia, packed their many packing units (SKUs) in the US and exported the finished products back to Asia.  Now, this company is exporting their products in bulk to Asia for final packaging here to hundreds of SKUs.  This change in logistics service strategy reduced their costs by 10%. 
In the 2004 Annual Study of 3PL by Cap Gemini, integrated logistics was defined as “that part of the supply chain process that plans, implements and controls the efficient flow and storage of goods, services and related information from the point of origin to the point of consumption, in order to meet the customers’ requirements.”  

The logistics process diagram below  illustrates how the Philippines can specifically participate in this globally competitive industry:

Diagram I:
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Logistics today transcends the conventional concept of transport/delivery services. It includes the establishment of the Philippines as the prime assembler and consolidator of components and electronics manufacturing, intermediate materials, etc. in order to simplify the burdens of logistics of manufacturers in big countries such as China, Japan and US. The value-added attraction of the Philippines can be diverse and may very well depend on the needs and requirements of various industry sectors – whether in automotives, technology products, household appliances, personal care, food products packaging and cold storage warehousing, and even in specific areas of customer services (like customs brokerage, trade and cross-border facilitation, etc.).  This also highlights the role of the Philippines as the jumping point to the integrated ASEAN market of 600 million people.
IT-enabled Services
IT-enabled services consists of outsourced services resulting from information technology involvement in a wide range of disciplines ranging from IT disciplines (design and software development) to more specialized disciplines such as banking and finance, telecommunications, design, medical transcription, and the like.   This group consists of many sectors, with call centers as the more basic sector or low-value sector and high-value sectors such as medical transcription. 

	Call Centers
	Legal records
	Medical transcription

	Accountancy
	Publications
	Software development

	Financial management
	Research abstracts
	Data mining

	HR services
	Website design
	Data encoding


Low Value ↔ High Value

IT Disciplines ↔ Specialized Disciplines

There are four stages of progress as reflected by the international acceptance levels of the industries/investments that we promote.  Stage 1 is characterized by low awareness of our capabilities due to our lack of track record in the services/industries being promoted. Today, this applies to the accountancy and animation sectors where our businesses are still relatively small.  Stage 2 means there are some measures of success but with a spotty  or inconsistent record.  Examples of these are the mining and tourism services sector.  Call centers (and garments sector) are probably in Stage 3; there is general acceptance of RP’s capabilities but investors tend to remain cautious due to some remaining concerns.  In the case of call centers, the negative factors include the lack of qualified manpower  and adequate skills for more specialized assignments such as patent monitoring or the need to locate out of crowded Manila which brings out  our infrastructure limitations.  Stage 4 is characterized by overall  general acceptability by investors towards the industry being promoted. The electronics sector is an example of Stage 4 acceptance.
The goal of the PPP Task Force is to ensure that the Philippines maximizes its share of the awesome outsourcing opportunities from the world.  There should be more sectors in the Stage 3 to 4 levels of acceptance by investors in the next years.
The global market continues to increase in an exponential manner since most companies in US and in Europe are just beginning to accept the benefits to be obtained in both reduced cost and customer satisfaction.  This growth will be limited by the availability of suppliers who have the desired capabilities in both human resources, processes and infrastructure.
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It is accepted that the Philippines is going to be a major player in the service sector, especially since its base is only 4 percent of the total, or less than 13 times that of India.  This chart projects the dramatic increase in market share that the industry associations foresee in 2010, giving us 10 percent of the market and employment of more than 500,000 to 800,000.
What are the immediate needs of the IT enabled services sector as identified by the private sector: 

· Clear and strong championship of the BPO sector

· Public statements/appearances

· Availability of senior government officials for events and roadshows
· Further facilitation of “end to end” process for investors
· Public support for English as a medium of instruction for students
· Closer coordination with a sectoral industry association

Global Competitiveness of the Philippines: EO 571

Firms need to be competitive to grow, to generate employment and to develop new products and concepts that will ensure its strong position in the future.  Such new concepts can be in terms of products or pack developments, or in improved distribution to reach the customers, effective advertising techniques, or radical changes in product positioning.
Nations must also achieve competitiveness to be a significant global player in trade and investment and subsequently to ensure jobs for their people.  Development of new concepts on a national basis such as the ones listed above are likewise needed to ensure its growth.
EO 571 created the National Competitiveness Council to improve the Philippines  competitiveness standing from the bottom third to the top third in 2010.

With the help of thousands of participants in various consultations last year which culminated in the National Competitiveness Summit in October, eight factors of competitiveness have been identified as the prime causes of our problems using the Diamond Model of Competitiveness of Dr. Michael Porter of Harvard Business School as shown below.
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We assumed that the Demand Conditions, the individual firm strategy and the support by industries will come in place as the critical factor conditions are set right.

These eight factors are the targets of the Task Force Working Groups: 
(1) competitive human resources;  

(2) effective public and private sector management; 
(3) improved transaction costs and flows; 
(4) effective access to financing; 
(5) seamless infrastructure network; 
(6) energy cost competitiveness and sufficiency; 
(7) legislative role in competitiveness; and 
(8) timely resolution of business/economic disputes (Judiciary 
and Ombudsman).
Let me share with you some of the projects identified by the Champions and the achievements made so far.
In addition to the government offices looking after these factors, more than 50 private sector leaders have volunteered to serve in the Council on a “pro bono” basis.  A champions is assigned for each of the above factors with 6-8 specific projects for action, some of which are low-hanging fruits and others with  longer timeframes (three to four years).  The list of Champions are shown in the attached table.
The PPP approach with a business leader in the helm of execution of action plans towards results is expected to be a more effective model as in the past when the electronics industry developed from nothing to become the $32 billion sector that it is today.
Coupled with these initiatives in competitiveness is the role of citizens in values formation towards governance, democratization, meritocracy and sustainable development which are essential in ensuring that benefits gained will be deeply rooted in society and sustainable for years to come.
Tasks for All Business and Public Leaders
The following strategic issues have been identified as precursors to the success of the Philippine services and industries where we have latent strengths.  Filipino leaders can play an important role by nurturing the following issues: 

· Filipino Overseas – our competitive advantage.  How to make them the prime advocates.
· Priority sectors – maintain competitive intelligence

· Identify clusters of experts in relevant fields.  Consult with them and listen to their advice.
· Link up with our PPP Champions…they await your contributions.
· This drive will include the Filipinos’ participation in value formation towards a competitive nation.

· Be the No. 1 Salesman of the Philippines!
**************
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	*	Global Offshore IT: USD 18.4 Billion; BPO: USD 11.4 Billion 
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Philippines’ Aspirations
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