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ABSTRACT

ROSARIE GONZALES ARREZA. University of Asia and the Pacific, Ortigas

Complex Pasig City, September 2003. Firm-Level Impact of Trade

and the European Union,
Adviser: Ms. Marie Annette S. Galvez

This study assessed the firm-level impact of trade discrimination against
the Philippine canned tuna industry. For this purpose, three canned tuna
companies were selected as respondents. Counterfactual analyses of the three
companies in terms of export volume, value, profit and jobs under the two
scenarios— with and without preferential duty were done. The diﬁ‘erences- of
these two scenarios quantify the trade opportunity losses of the companies. Sales
forecast were also projected.

The status and performance of the Philippine canned tuna in the world
market was analyzed. Canned tuna is one of the significant commodities that
support the country’s economic viability and accounts for 21 percent of the total
export volume of fishery products. The comparative advantage of the industry is
its cost competitiveness when it comes to labor and geographical location. The
existence of large natural source for fish enables it to have steady and abundant
supply and in turn, cheap raw materials, The tuna industry cluster centered in
General Santos has that advantages as it helps reduce transportation cost,

minimizes spoilage, and promotes effective communication among industry
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players. However, the industry’s over dependence on its major markets—the USA
and EU—weighs down its competitiveness.

This study also assessed the demand, characteristics, and consumption
trends of canned tuna in the USA and EU. Canned tuna is consumed regularly in
these markets, making it a major export product. But despite the steady demand,
Philippine export of canned tuna has been declining in terms of volume and value
because of the discriminatory tariffs imposed by the USA and EU. In addition,
Philippine canned tuna products suffer from lack of brand identity and promotion.

Results of the counterfactual analysis made it possible to estimate the
opportunity losses of the three selected companies. Findings revealed that the
tariff discrimination in the USA and EU, the two major markets of Philippine
canned tuna has led to the steady declined in the productivity and competitiveness
of these companies. In general, the discriminatory tariffs of the two major mmk&s
imposed serious impact on the economic viability of the three selected companies.
The export sales which include volume, value, profit and job declined.

With an average of 59 percent losses in volume terms of the export
sales of the three companies will also have dire consequences on the local
workforce that depends on the tuna industry and allied operations. Tuna
processing activities generate significant job not only in tuna loining and canning
activities but also in fishing, fish unloading, dock working, and fishmeal, among
many other related activities.

The three companies’ forgone value is projected to reach a total of

US$150.7 million and 352.4 million ECU from 2002 until 2010. Meanwhile, the
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opportunity losses in terms of volume are estimated to reach 105,405 metric tons
in the USA and 211,300 metric tons in EU from 2002 to 2010. These will
translate to an estimated job loss of 4,517 and 9,048 respectively. Further, profit
losses of the three selected companies will reach US$ 27 million in USA and US$
52.8 million in EU over the 9-year period.

Most of the recommendations focused on the reduction of tariff to zero
duty on canned tuna in USA and EU that would enable the local industry to
compete globally, particularly with ACP and Andean canners. The USA should
be reminded of the “Most Favored Nations Clause” — an agreement between two
nations imposing lower rates of tariff to each other as applied by other nations.
Negotiations should be conducted with the European Union through the WTO on

how to increase the volume of the 9,000 metric tons for in quota of 12 percent

tariff for the Philippine canned tuna industry. Since the effectivity of these
measures 1s not immediate, the local canners should count on how to beef up the
efficiency of their operations. They should also establish a vertical integration
with the USA, especially in packaging the technology and materials needed. In
ensuring an adequate supply of raw fish, the fleet production should be increased.
Global strategies should also be adapted which include diversifying new products
according to the geographic location of the consumers and developing new

markets.
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