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ABSTRACT
This study examines the building industry in Manila, The
Philippines, and the contribution the industry has made to
economic development.

Attention is focused on the effect of

the industry on the eradication of urban poverty through the
creation of productive employment.

Because of the importance

of the industry's output to economic growth and the possible
labour-intensive nature of building activity, an expansion of
the industry is often cited as offering a partial solution to
the urban employment problem.

By analysing data on the size,

composition and characteristics of the work force on different
types of building sites, as well as information on the
determinants of these variables, the study may assist
authorities concerned with the problems of maximising employment
in conjunction with high economic growth.
The study provides a detailed analysis of the importance
of the output mix on the level of employment generated.

After

discussing the structure of the building industry, we analyse
the rise in average labour productivity since 1955.

It is

concluded that the change in the industry's output mix towards
projects requiring more capital-intensive techniques has been
the main cause of this trend.

Data on the labour-output ratio

associated with the construction of different types of building
are used to calculate the effects of the change in the output
mix on employment.

We discuss the reasons for the change in

the output mix, including the influence which government
policies can have on this variable.
Employment in the industry is also examined from the point
of view of the individual labourer.

Because of the fluctuations

in the level of building activity and the short term variations
in the size and composition of the work force required on each
building site, labourers are employed on a casual basis.

It

has been argued that because of the precarious employment
experienced by building industry labourers, they remain in the
industry for only a short period; a transitional phase between
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agricultural and modern industrial sector employment.

However,

the results of this study suggest an alternative pattern in
which a large section of the work force are committed to
employment in the industry.

The manner in which these

labourers adjust to the low and uncertain income on a long term
basis involves an employment-migration pattern not previously
associated with the industry.

The implications of the

employment-migration patterns for the individual labourer, the
industry and the urban economy are discussed.

This analysis

presents a quite different view of the effect of the industry
on the urban employment problem from that generally found in
the literature.
The experience of the building industry can also be used
to examine a number of problems facing the Philippine economy
as a whole.

In particular, the study may provide some insight

into why the modern industrial sector has failed to absorb the
expanding urban work force, and secondly, how members of the
urban informal sector have adjusted to the difficult
environment created by this slow growth in modern sector
employment.
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CHAPTER 1
INTRODUCTION
Section 1.1;

Scope of the Study

This thesis is a study of the building industry in the
context of the economy of Manila, The Philippines, and through
this medium an examination of a number of themes central to
Philippine economic development.

It has two broad purposes.

First, to examine the performance of the building industry and
its contribution to economic development.

Second, to analyse,

from the vantage point of the building industry, some
significant aspects of Philippine economic development.
The development of the Philippine economy over the past
25 years has been a combination of success and failure.

In

terms of the rate of growth of GNP, the country is among the
top performers of all developing economies.

Yet the incidence

of underemployment and absolute poverty is widespread, and
there has been no improvement in the highly inequitable
distributions of income and wealth.

This situation has evolved

from an environment which has much in common with other
Southeast Asian economies, but includes many characteristics
peculiar to the Philippines.

Some of the critical variables

influencing the direction of Philippine economic development
are operating within the building industry.

By analysing the

effects of these forces on developments in this industry, one
may obtain an insight into how they influence conditions in the
wider context of the Philippine economy.
Section 1.2:

The Role of the Building Industry in the
Development of the Urban Economy

Most developing economies have viewed industrialisation as
the appropriate path to economic development.

But

industrialisation has tended to be interpreted narrowly; often
as synonymous with manufacturing.

Consequently, economists and

governments have concentrated their resources in analysing and
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encouraging manufacturing industry.

Yet the ancillary

industries such as trade, transport and building and
construction play an important role in economic development.
Apart from its direct contribution to GDP, the building and
construction sector promotes economic growth through the
provision of a large proportion of the investment goods
necessary to induce growth in most other sectors in the
economy.

In addition, the wide choice of possible techniques of

construction suggests that the building industry can contribute
to the creation of productive employment, and hence to the
eradication of poverty.
In The Theory of Economic Growth, Lewis [1965, p.11] argues
that there are three proximate causes of growth (defined in the
narrow sense of an increase in the output per head of
population).

These are the effort to economise, an increase in

knowledge and the application of this new knowledge, and an
increase in the amount of capital available per head of
population.

The construction sector plays a major role in

economic growth, as in most developing countries building and
construction activity accounts for approximately 50 per cent of
the gross domestic capital formation.

As a consequence, Lewis

[1965, pp.208-09] states that given finance, suitable natural
resources and appropriate institutions
... the expansion of capital is a function of the rate
at which the building and construction industry can be
expanded. Plans cannot be executed if there are not
the carpenters, the masons, the electricians and the
engineers to do the necessary construction .... Hence
the question how rapidly capital formation can be
accelerated resolves itself first into the question
how rapidly the building industry can be expanded.
It is therefore essential to economic growth that the
building industry be structured in a manner which facilitates
an efficient expansion of output and a change in the output mix
as demand requires.

The structure of the industry must also

allow the construction of the buildings with minimum cost and
delay.

An efficient industry requires a group of experienced
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builders, so it is important that the contractor be able to
cope with the severe fluctuations in demand which the industry
faces.
The role of the building industry in development extends
beyond the provision of capital stock.

It can make additional

contributions to the eradication of urban poverty by generating
productive employment.

The building industry is thought to

offer a wide choice of techniques for the construction of a
given project.

If the elasticity of substitution between

capital and labour is high, this raises the possibility that
the building industry might be acting as a sponge in absorbing
some of the new entrants to the urban work force unable to
obtain employment in the manufacturing sector.

Turin [UNIDO,

1969, p.24] has argued that employment in the construction
sector
traditionally serves as a transitional stage between
unskilled, rural agricultural employment and skilled
urban industrial occupations.
This implies that the building industry not only offers
employment, but also provides some training from which the
labourer's next (modern sector) employer will benefit.

It

further suggests that the building industry does not actively
encourage rural-urban migration.

Rather, the migrant is

attracted by the prospect of employment in the modern
manufacturing and service sectors, and the building industry
plays the passive role of offering employment when jobs in the
modern industrial sector cannot be found.

If this hypothesis

is true, then the building industry does offer some prospect of
a partial solution to the employment problem, especially given
the importance of the industry's output to economic growth.
Therefore the amount of employment generated by building
activity and the migration patterns of the labourers employed
in the industry will be major points of interest in the study.
As the employment problem in urban areas is not primarily
one of large unemployment, but rather that a large section of
the urban labour force are compelled to accept employment
involving long hours, low productivity and hence low income,
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the need is not simply to increase the amount of employment
being offered in urban areas.

Rather, it is necessary to

provide stable employment involving the prospect of higher
productivity.

Because of the fluctuations in demand faced by

contractors, employment in the building industry is usually of
a casual nature.

Therefore it is necessary to study the

stability of employment experienced by individual labourers and
the methods they use to cope with any uncertainty.
Despite its importance, very little is known about the
building industry.

As long as our knowledge is so limited it

is difficult to assess the extent to which the industry is
fulfilling its potential role, or to remove any problems or
bottlenecks which may be inhibiting the industry's contribution
to development.

This study provides information on the

structure and performance of the industry, and investigates the
role it assumes in the development of the economy of Manila.
As the study is set in an urban centre, and in order to make
the topic more manageable, the survey is limited to the building
industry and excludes general engineering construction such as
roads, dams, ports and irrigation projects.
Section 1.3:

An Overview of Philippine Economic Development
since Independence

With the attainment of independence in 1946, a concerted
effort to modernise the country was begun.

Successive Filipino

governments placed major emphasis on rapid industrialisation in
their approach to economic growth, with the manufacturing sector
being encouraged through an import-substitution strategy.
As in most developing economies in this period, the
strategy was adopted primarily in response to balance of payment
difficulties, rather than as a deliberate attempt to stimulate
manufacturing industry.

Import restrictions were introduced in

1949-1950 following a downturn in foreign exchange earnings.
Local and foreign businessmen responded to the favourable
^ The following summary of Philippine industrial development is
based on Power and Sicat [1971], I.L.O. [1974] and Castro [1974].

conditions offered by protection, and manufacturing output
increased by 11 per cent per annum from 1950 to 1957.

As the

controls most severely limited the entry of consumer goods,
the emerging manufacturing industry concentrated on the final
processing of these products.

Renewed foreign exchange

problems in 1957 resulted in a further tightening of import
restrictions, including the introduction of an extensive tariff
structure.
As a larger proportion of imported goods now belonged to
the essential imports category, including inputs for the new
industrial firms, it became increasingly difficult for the
government to ease balance of payments crises by reducing
inessential imports.

This factor, together with the increasing

corruption among government officials administering the import
controls, resulted in a change in policy in 1962.
of decontrol and devaluation was implemented.

A strategy

Castro [1974]

has argued that this marked the end of the import-substitution
era in Philippine economic history, and that such an era was
necessary to provide an environment within which entrepreneural
and business skills could emerge and mature.

While this latter

statement is generally accepted, most analysts argue that
import-substitution policies continued after 1962 in the guise
of the highly protective tariff structure.

When physical

controls on imports were lifted, the tariff policy became the
dominant means of limiting imports. Hence the protection
offered to import-competing firms was only moderately reduced.
As the "exuberant" stage of import-substitution ended, the
annual rate of growth of manufacturing sector output fell to
less than five per cent for the period 1960 to 1968.
Businessmen began to invest in the backward linkage industries
associated with the established manufacturing concerns.

The

continuation of import-substitution policies, combined with a
slow growth in export earnings, resulted in renewed balance of
payments difficulties in the late 1960s.

Import quotas were

reintroduced, although not on the same scale as in the previous
decade.
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The industrialisation policies included low interest rates
and tax incentives which tended to favour large scale, capitalintensive methods of production.

Hence employment in the

manufacturing sector increased at the relatively slow rate of
2.3 per cent per annum for the period 1956 to 1971, compared to
2.6 per cent for the total work force.
From 1970 to mid-1973 the peso was devalued by
approximately 42 per cent relative to the American dollar.
However
... devaluation was not accompanied by substantial
trade liberalization. The import controls and most of
the old import-substituting biases remained and, apart
from an important simplification of the tariff
structure in 1972, there has been no tariff reform
since. Compared with the mid-1960s, the system is, in
fact, more protectionist today
[ILO, 1974, p.16].
The devaluation gave some incentive to export industries and
there have been signs that non-traditional, manufacturing
exports are increasing.

While fiscal and investment incentives

are available for some export industries, the expansion of the
industrial export sector is being hampered by the continuing
protectionist policies.
If industrialisation is to be successful it is necessary
for the government to mobilise the resources of the rural
sector.

This sector not only must provide food and foreign

exchange to assist the growth of the industrial sector, but
also needs to generate sufficient productive employment
opportunities for the rapidly expanding, rural work forces to
prevent "premature" migration to urban areas.

Unfortunately

the import-substitution strategies designed to encourage
manufacturing production have hampered the growth of
agricultural output.

From 1950 to 1970 the average annual rate

of growth of output was only four to five per cent, resulting
in a fall in the agricultural sector's contribution to NDP from
39 per cent in 1950 to 29 per cent in 1970.
Consequently the rural surplus required by the industrial
sector was less and less forthcoming.

Employment in
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agriculture increased at 3.3 per cent during the 1950s
(slightly faster than the total work force), but by only one
per cent during the 1960s.

As the sector was unable to provide

sufficient productive employment to absorb the expanding rural
work force, the level of rural-urban migration increased.
Hence post-war economic developments have favoured urban
centres over rural areas, and a large proportion of the
resources aimed at modernisation have been concentrated in
Manila and its environs.

Approximately 15 per cent of

government expenditure on infrastructure since 1965 has been
directed toward developing the region of Manila and Rizal, the
province in which most of Manila's suburbs are located

[ILO,

1974, p.196]. As a result modern industry and commerce have
congregated in this region.
National Accounts do not provide a disaggregation by
region, but an indication of the importance of Manila in the
economy can be gauged from the following statistics.
Annual Survey of Manufactures

The 1969

reported that approximately 44

per cent of the value added of all large manufacturing
establishments was produced by firms operating in Manila and
its suburbs.

Data collected by the 1972 Census of

Establishments suggest that approximately 55 per cent of all
large manufacturing establishments are based in Manila and Rizal
These firms account for the same proportion of the total value
3
added of all large manufacturing concerns.
In the wholesale
and retail trade, including restaurants and hotels, 65 per cent
of the total receipts of large establishments accrued to firms
in Manila and Rizal.4 With the financing, insurance, real
estate and business service sector, the dominant position of

2 Bureau of Census and Statistics, Annual Survey of Manufactures
Vol. VIII, 1969.
2 National Census and Statistics Office, 1972 Census of
Establishments, Vol. III.
4 Ibid,, Vol. VI.
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Manila is even more pronounced.

Ninety-six per cent of the

total receipts of this sector were received by firms operating
in the metropolis.

In 1970 the Manila Metropolitan Area had

a population of 4.4 million, eleven times that of the next
largest city, Davao, and 30 times larger than the second city
on Luzon Island, Tarlac.^ With the concentration of economic
activity in Manila, its residents earned an average income in
1971 more than double the national average
Section 1.4;

[ILO, 1974, p.378].

Some Significant Factors in Philippine Economic
Development

This section enumerates some of the factors which have
shaped Philippine economic development over the past 20 years.
As a number of these variables have influenced events in the
building industry they will be examined in some detail in this
thesis.

The experience of the building industry illustrates

the manner in which these forces interact with other variables
and defines the channels through which they influence economic
development.
Philippine economic development has been characterised by
an expansion of the urban industrial sector, often at the
expense of rural activities.

In terms of economic growth the

above strategies have been relatively successful.

GNP

quadrupled in real terms between 1950 and 1974, implying an
average annual rate of growth of almost six per cent.

Real per

capita GNP has increased by approximately three per cent per
7
annum.
However Power and Sicat [1971] and the Ranis Report
[ILO, 1974] have argued that growth could have been even higher
but for the distortions introduced by import-substitution
5 Ibid., Vol. VIII.
g
National Census and Statistics Office, 1970 Census of
Population and Housing.
7

In 1974 per capita GNP was approximately ^2390 or US$355 at
the ruling exchange rate of US$1 = J?6.70.
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strategies.

These policies increased the divergence between

commodity and factor prices and their social opportunity costs.
The consequent misallocation of resources may have restrained
the growth of output.
Despite the considerable increase in output, there has
been no improvement in one of the most inequitable
distributions of income in Asia, and a large proportion of the
work force remain outside the mainstream of the modernisation
effort.

While the urban work force has increased rapidly as a

result of the high population growth and the inability of the
agricultural sector to provide sufficient productive employment,
manufacturing employment has grown at a relatively slow rate.
Consequently, an increasing number are forced to seek income
from activities within the urban informal sector.
Table 1.1 provides an indication of the extent of the
structural change which the economy has undergone as a result
of post-war development.

The import-substitution strategies

have resulted in a substantial increase in the manufacturing
sector's contribution to NDP.

The commerce sector has increased

its relative size slightly, while the share of NDP emanating
from agricultural activity has declined.

The fall in the

contribution of the construction sector to NDP is due to the
abnormally high level of construction activity in 1950 resulting
from the post-war reconstruction.
While the share of the manufacturing sector in NDP has
increased, the relative size of its work force has actually
fallen slightly since 1956.

Ranis argues that employment in

large manufacturing firms increased by approximately 4.9 per
cent during the 1960s, compared to 5.4 and 6.6 per cent in the
unorganised and organised service sectors.

The overall

increase in manufacturing was kept low by the very slow
increase in employment in firms utilising less than five
workers.

Despite the reasonable increase in large scale

manufacturing employment, the impact of these firms on the
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TABLE 1.1
Aggregate Trends in Sectoral Value Added and Employment

Share of
employment
(per cent)

Share of NDP
(per cen t)
1950

1956

1 974

1 956

1 974

Agriculture, fishery
and forestry

39.2

35.9

29.7

60.6

55.7

2.

Mining and quarrying

1 .1

1.5

2.3

0.3

0.3

3.

Manufacturing

12.8

16.3

20.8

12.5

10.4

4.

Construction

5.8

3.8

3.3

2.5

2.8

5.

Transportation,
communication,
storage and •
utilities

3.6

4.0

4.3

3.2

4.0

1.

6.

Commerce

13.0

14.2

16.0

10.0

11.2

7.

Services

24.4

24.4

23.6

10.9

15.5

Source:

National Accounts data and labour force surveys.
The employment data for 1956 are the average of
the May and October series as adjusted by the
Ranis Report. The 1974 data are the average of
the February, May, August and November surveys.
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total employment situation has been limited by the small size
of their work force.

They account for only three per cent of

the economy's work force

[ILO, 1974, pp.143 and 182].

The small size of the modern industrial sector work force
is largely a consequence of its capital intensity.

For the

manufacturing sector as a whole, real value added per employee
increased by approximately 3.3 per cent during the 1960s,
while labour productivity actually declined in the service and
commerce sectors.

Productivity in large scale manufacturing

probably increased by more than the average for the sector,
given the more labour-intensive nature of the smaller firms.
The type of goods produced plays an important role in
determining the techniques of production used and the level of
employment generated.

The change in the industrial output mix

has been one of the reasons for the poor performance of the
manufacturing sector in terms of employment creation.

Within

the manufacturing sector protection has favoured the production
of consumer goods and their backward linkage industries,
particularly those requiring a relatively capital-intensive
technology.

There are a number of reasons for this.

First,

import-substitution policies influenced relative commodity
prices and hence the goods produced.

As greatest protection

was initially placed on the less essential consumer goods,
these became the most profitable industries in which to invest.
Secondly, fiscal incentives have tended to lower the price of
capital below its social opportunity cost and consequently bias
investment in new projects towards capital-intensive industries
[Power and Sicat, 1971, p.85]. Thirdly, the government has
prevented interest rates from increasing to their free market
level

[ILO, 1974, p.231]. As with fiscal incentives, this has

the effect of lowering the price of capital and increasing the
relative profitability of capital-intensive projects.
This change in the economy's output mix has involved both
a movement of resources into new industries and to the
production of higher quality goods within established
industries.

This second factor is at least partially associated
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with the highly unequal distribution of income.

The structural

change also embodied an expansion of the modern service and
commerce sectors which supported the new industrial concerns.
The adoption of modern techniques in the manufacturing
sector has undoubtedly been assisted by the relatively high
level of education achieved in the Philippines.

One of the

major tasks which the Americans undertook after replacing the
Spanish colonialists was the establishment of a comprehensive
education system covering the primary, secondary and tertiary
levels.

American teachers, textbooks, and curriculae were

imported into the country to implement the task.

In many

respects the policy was successful, and the Philippines now has
one of the highest literacy rates, and one of the most advanced
educational frameworks of all Asian countries.

The basic system

was continued and expanded by Filipino educators after
Independence.

Ortigas [1974] estimates that by.1966 the

Philippines had a ratio of 27 engineers and scientists per
10/000 population.

Compared to estimates by Harbison and Myers

of the same ratio in other countries during the early 1960s,
this value is quite high.

In fact it was above the ratio of

many countries which had a higher per capita income than the
Philippines, such as Yugoslavia (21.6), Spain (11.4), Greece
(15.7) and Argentina (12.5).

Taiwan had a ratio of 30.0 while

the United Kingdom was only slightly higher at 33.2.
It was shown in Section 1.3 that much of the modern
industrial and commercial activity has been concentrated in
Manila and the surrounding region.

Not surprisingly, people

have also been attracted to the metropolis.

Migration and a

high natural increase have resulted in a population growth of
4.7 per cent from 1948 to 1960, and 4.1 per cent from 1960 to
O

1970 in Manila and suburbs.

These compare with approximately

3 per cent and 3.2 per cent for the country as a whole.

Pernia

[1975b] estimates that for the period 1939 to 1960, 38.6 per
8 1 Manila Metropolitan Area*
1, Journal of Philippine Statistics,
Vol. 24, No. 3, 1973.
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cent of the increase in Metropolitan Manila's population can be
attributed to natural increase, 44.4 per cent to net migration,
and 11.8 per cent to reclassification of geographic areas.

For

the period 1960 to 1970 the strength of the relative components
was 54.3 per cent, 37.5 per cent and 8.2 per cent respectively.
The increasing man-land ratio in the agricultural sector
and the slow growth of non-agricultural, rural employment,
together with expected higher living standards in urban areas
have resulted in substantial migration from rural to urban
areas.

The 1973 National Demographic Survey shows that of the

22.5 million persons 15 years or older, 7.9 million or 35 per
cent were migrants

[Pernia, 1975a]. Of the total migrants 82

per cent moved once, 15 per cent moved twice, and two per cent
moved three times between birth and 1973.

Table 1.2 shows that

approximately 20 per cent of all moves from birth to 1965 were
to Metropolitan Manila.

For the period 1965 to 1970, 16 per

cent of the moves were to Manila, while the share increased
again to 20 per cent for 1970-1973.

Migration within Manila

also accounted for a sizeable share of the total number of
moves.

The ratio of the number of moves to Manila to the number

of moves away from Manila was 7.6 up to 1965, 1.8 from 1965 to
1970, and 3.1 from 1970 to 1973.

The data contained in Table

1.3 show that 75 to 80 per cent of all moves to Manila were
directly from rural areas.

This implies that step-migration is

not a particularly important phenomena in the Philippines.

To

the extent that it does occur the main pattern appears to be
barrio-city-Manila, rather than barrio-poblacion-city-Manila.
Owing to the low level of employment generated by the
manufacturing sector, a large proportion of the expanding urban
work force are compelled to earn an income in informal sector
activities.

Ranis estimates that over 60 per cent of total

service sector employment represents informal activities.

If

one excludes government employees this figure rises to
g
approximately 70 per cent.
While the modern segment of the
^ ILO [1974], pp.180-82. The service sector is here defined to
include the commerce, transport, storage and communication
sectors.
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TABLE 1 .2
Relative Importance of Selected Migration Patterns

Birth
to
1 965

1 965
to
1 970

1 970
to
1 973

Total number of moves
within the country

6,135,305

1,894,105

1 , 372,91 2

Number of moves from
rural areas ,
poblaciones and
cities to Mani1aa as
a percent of total
number of moves

19.8

16.3

20.1

Number of moves within
Manila
as a percent
of total number of
moves

3.7

13.5

11.7

Number of moves from
Manila to rural areas,
poblaciones or cities
as a percent of total
number of moves

2.6

9.2

6.5

31 .8

23.5

14.9

Number of moves within
rural areas as a percent
of total number of moves
Source:

Taken from Pernia ( 1 975a), Table II.

Notes :

(a)

Metropolitan Manila, which is defined to include
Manila and Suburbs plus six other municipalities.
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TABLE 1.3
Relative Importance of Different Starting Points
for Moves to Manila

Area of origin for
moves to Manila during
relevant time periods

Birth to 1965

1965 to 1970

1970 to 1973

Rural areas

82

75

79

Poblaciones

5

2

2

13

23

19

Cities

Source:

As with Table 1.2

service sector accounts for a lower proportion of total
employment, it is growing at a faster rate than the informal
segment.

Between 1961 and 1971 employment in the modern service

sector increased by an annual rate of 6.6 per cent, compared to
5.4 per cent in the informal service sector.

If one combines

the unorganised or informal segments of the service and
manufacturing sectors, then these activities accounted for
approximately 60 per cent of total non-agricultural employment
over the decade 1961-1971.
The concentration of employment in the commerce and
service sectors can be seen in Manila.

Table 1.4 shows that in

1970 almost 70 per cent of the work force were engaged in the
service (43 per cent), commerce (15 per cent) and transport (10
per cent) sectors.

Manufacturing provided only 20 per cent of

the total employment.

Construction employed six per cent of the

total work force and 10 per cent of the male work force.
While a large part of the work force is engaged in low
income activities, open unemployment is not particularly high.
Data collected in the 1970 Census suggest that only 7.1 per cent
of the labour force are totally unemployed.

Approximately 60

per cent of the unemployed were looking for their first job.*
■*"0 1 Manila Metropolitan Area1 , Special Report, No. 5, 1970
Census of Housing and Population, Table II.

TABLE 1.4
Experienced Workers 10 years old and over by Major Industry Group,
Mani la and Suburbs, 1970
(per cent)

Total

Agri culture

Mining
and
quarrying

Manufact
uring

Utilities

Constru
ct i o n

Commerce

Transport
communication Services
and storage

Industry
not
stated

Both
sexes

100

2.2

0.2

19.6

0.8

6.3

14.8

10.4

43.0

2.7

Ma 1 e

100

3.2

0.3

20.5

1 .2

10.1

13.4

16.1

31 .5

3.7

Fema1e

1 00

0.6

0.1

18.1

0.1

0.2

17.0

1 .2

61 . 7

1 .1

Source:

Manila Metropolitan Area

II

Special Report No.5, 1970 Census of Population and Housing, Table 4.
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The labour force surveys conducted by the National Census and
Statistics Office show that open unemployment in urban areas
was approximately 10 per cent in the late 1960s, but this
appears to have fallen to approximately seven per cent by 19731974.

The totally unemployed are mainly young persons looking

for their first job, and the period of unemployment is
relatively short.

Unemployment among household heads is quite

low at approximately two per cent.
The excess supply of urban labour relative to modern
sector demand has produced a fall in real urban wages, despite
the considerable growth in GNP.

The Central Bank index of the

unskilled labourers' wage indicates that the 1974 real wage was
only 70 per cent of the 1960 wage and 63 per cent of the 1955
wage.

The fall in real wages was particularly severe in the

early 1970s as a consequence of the high inflation following
the devaluation of the peso.

The data suggest that the fall

in real wages was even more pronounced for most skilled and
semi-skilled labourers.

The only group which may have retained

their purchasing power are the regular employees of the large
industrial and commercial firms.
Most growth models predict a rise in real wages with
economic growth.

Lewis [1954] argues that as a result of the

surplus labour conditions in the agricultural sector, the
industrial sector will initially face a perfectly elastic
supply of labour at a wage slightly above the rural subsistence
level.

However the expansion of the modern sector will

eventually result in the absorption of all surplus labour, and
industrial wages will rise.

The fall in urban wages in the

Philippines implies that they were above a subsistence level
at the beginning of the period.

This can be explained by the

possibility that the surplus labour had already been absorbed
or that agricultural income in the Philippines never reached
a subsistence level.

During the 1960s changes in the domestic

terms of trade favoured the agricultural sector and average
rural incomes appear to have increased slightly

[ILO, 1974,

p.11]. However agricultural employment expanded very slowly
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(only one per cent per annum), and those unable to obtain jobs
were forced to migrate to the cities.

The demand for labour

from the modern urban sector increased at a slower rate than
the supply and wages fell.

As a result the wage differential

between rural and urban labourers has declined.
The industrialisation policies of the various governments
and the high rate of economic growth have done little to
improve the distribution of income in the country.

The Gini

ratio remains at the relatively high level of 0.5.

The share

of total income accruing to the poorest 20 per cent of families
has fallen from 4.5 per cent in 1956 to 3.8 per cent in 1971.
This tendency has been particularly pronounced in the rural
areas.

Indeed the share of the bottom 60 per cent of rural

families has fallen from 32.8 per cent of the total income in
1956, to 27.2 per cent in 1971.^
Table 1.5, taken from the decomposition analysis by
Mangahas [1975], suggests that while the Gini ratio has
increased in the rural areas since 1961, the income
distribution in the urban areas actually improved between 1965
and 1971.

However there is evidence to suggest that the 1971

data suffer from substantial under-reporting among the higher
income groups.

Ranis [ILO, 1974, p.9] draws attention to the

fact that the data imply a fall of almost one-third in the real
income of the top 10 per cent of urban families between 1965
and 1971.

Such an occurrence is highly unlikely.

As the 1971

data for the urban areas are highly suspect, both Ranis and
Mangahas tentatively conclude that the income distribution in
the cities has remained unchanged since 1965.

Together with

the increase in the Gini ratio in the rural areas, this implies
that the income distribution for the country as a whole may
have deteriorated during the 1960s.
Not only has there been no improvement in the income
distribution, but the incidence of absolute poverty still

BCS Survey of Households Bulletin, Series No. 4 and 34.
Summarised in ILO [1974], p.10.
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TABLE 1.5
Gini Ratios by Area, 1961, 1965 and 1971

Area

1961

1965

1971

Greater Manila Area

0.4751

0.4973

0.4481

Other Urban

0.4987

0.4861

0.4421

Rural

0.3971

0.4226

0.4614

Total Philippines

0.5023

0.5051

0.4910

Source:

Mangahas, M.

[1975], Table 5

remains widespread.

The deterioration in rural conditions,

combined with the capital-intensive nature of modern
manufacturing, has resulted in a large number of labourers
working long hours in return for a very low income.

While

these persons are employed, their productivity and income are
so low that many live in poverty.

The usual method of

measuring the extent of absolute poverty is the proportion of
the population living below some poverty line.

The difficulty

with this method is in determining the "correct" poverty line.
To some extent this will depend on the aim of the research.

A

number of studies have estimated a poverty line for the
Philippines on the basis of desired nutritional levels and the
corresponding income [Tan 1975a].

While these studies are both

valuable and interesting, their use in measuring the extent of
absolute poverty is limited by the very high level of the
poverty line.

Using Tan's estimates, which are considerably

lower than some other studies, approximately 66 per cent of
all families in the Philippines were poor in 1971.

The value

of the poverty line for Manila in 1973 was ^14.75 per day,
compared to the minimum legal wage of ^8.00.

While this cut

off point seems too high, it is not obvious what the "correct"
level should be.
The following analysis is based on a poverty line of an
annual income equivalent to the real value of the legal minimum
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wage in 1956 earned on each day of the year.

This would be the

income earned in 1956 by a family in which the household head
had a relatively stable position as an unskilled labourer, and
no other members of the family were employed.

While one might

wish to argue that families earning an income higher than this
level were also poor, it would be difficult to dispute that
families with an income below this level were poor.
Table 1.6 shows that the proportion of families in the GMA
living below this poverty line has increased slightly, except
for 1965.

Tables 1.7 to 1.10 present some of the characteristics

of the families living in poverty.

Compared to the average

distribution for Manila and suburbs, families living below the
poverty line have fewer members.

Even so, 36 per cent of the

families had six or more persons dependent on the income.
Despite the very low family earnings, approximately 30 per cent
of the families reported that more than one family member had
received income during the survey week.

The age of the

household heads was skewed toward the younger age groups, but
for a substantial proportion of the families (26 per cent) the
head was 45 years or older.

Both the manufacturing and

construction sectors were over-represented in the poorer
families.

The under-representation of the service sector may

appear surprising as a large part of the informal sector are
engaged in service activities.

It probably follows from the

fact that none of the modern service employees would be living
below the poverty line.
The large percentage of the labour force engaged in
informal sector activities and the high incidence of absolute
poverty, indicate that Manila, along with most primate cities
in S.E. Asia, harbours a large number of urban poor who have
gained little from the substantial economic growth in the
country as a whole.

While the governments' policies have

encouraged an impressive increase in output, they are also at
the core of the problems which have accompanied this growth.
The slow increase in modern sector and agricultural employment
has led to an ever increasing section of the population who have
been alienated from the mainstream of development.
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TABLE 1.6
Proportion of Families Living below the Poverty Line,
Manila and Suburbs, 1956, 1961, 1965 and 1971

Assumed poverty
line, current
pri cesb
(P)

Proportion of families
living below the
poverty 1 i nec
(per cent)

1956

1460*

20.5

1961

1610

21 .2

1 965

1 997

17.5

1971

3060

23.2

Source:

BCS Survey of Households Bulletin, Series No. 34

Notes:

(a)

Equivalent to the legal daily minimum wage
(P4)earned on each day of the year.

(b)

The 1956 real income was converted to
current prices with the Central Bank
consumer price index for Manila.

(c)

Where necessary it was assumed that the
distribution of income within reported
income groupings was such that x per
cent of the income of that group accrued
to x per cent of the families within the
group.
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TABLE 1.7
Families Living below the Poverty Line by Size of Family,
Manila and Suburbs, 1971
(per cent)

Family size

1

2-5

6-9

10 or more

Distribution for
families below
poverty line

3

61

33

3

Average distribution
for Manila and
Suburbs

2

' 47

40

10

Source : As for Table 1 .6.
TABLE 1 .8
Families Living below the Poverty Line by Age of Household Head
Manila and Suburbs, 1 971

65
or
older

Less
than
25

25-34

35-44

45-54

Distribution for
fami lies below
poverty line

10

37

27

16

5

5

Average
distribution
for Manila
and Suburbs

6

27

27

19

15

7

Age

Source:

As for Table 1.6

55-64
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TABLE 1.9
Families Living below the Poverty Line by Main Source of Income
of Household Head, 1971
(per cent)

Main Source of Income

Wages and
salaries

En trepreneura1
activities

Other

Distribution for
fami lies below
poverty line

71

20

9

Average
distribution
for Manila and
Suburbs

77

16

7

Source: As for Table 1.6

TABLE 1.10
Families Living below the Poverty Line by Major Industry Group of
Household Head, Manila and Suburbs, 1971

Major
industry
group

Manufacturing

Utilities

Constructi on

Commerce

T ransport

Services

Unemployed without
work experience

Distribution
for fami lies
be 1 ow
poverty line

28

2

14

15

13

18

10

Average
distribution
for Manila
and Suburbs

23

2

8

18

13

24

12

Source:

As for Table 1.6
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This discussion can be summarised by the following list
of factors which have played a significant role in Philippine
economic development:
(1)

The high rate of growth in real GNP;

(2)

The failure of the modern industrial sector to
absorb the expanding urban work force;

(3)

Substantial rural-urban migration;

(4)

The rapid expansion of the urban informal sector;

(5)

The decline in real urban wages;

(6)

No improvement, and a possible worsening, in the
income distribution and the proportion of the
urban population living in absolute poverty;

(7)

The acceptance, by the modern sector, of a
technology biased towards capital-intensive
methods;

(8)

The change in the relative factor prices;

(9)

The change in the output mix in the economy and
its impact on the rate of growth of modern sector
employment;

(10)

The particularly high level of education among the
Filipino population.

This list is not meant to be exhaustive.

However these forces,

and the impact that they have on economic development can be
examined through the experience of the building industry.
Section 1.5:

Plan of the Study

Succeeding chapters are arranged in the following manner.
Chapter 2 outlines the methodology used in the survey of
building sites, while Chapter 3 discusses the structure of the
building industry.
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Chapters 4-6 examine with the use of both macro and micro
data the level of employment generated by the building industry.
These chapters provide an insight into a problem plagueing the
Philippine economy, i.e. the slow growth in industrial sector
employment.

As the technology used in the building industry is

similar in scope to that used in the manufacturing sector, and
as the demand for the industry's services emanates from the
modern sector, the forces determining the level of employment
in building are likely to be similar to those determining the
level of employment in the industrial sector as a whole.
Chapter 4 analyses, with the aid of macro data, the
determinants of the level of employment in the construction
sector in the Philippines.

A rise in the level of labour

productivity is examined, and possible causes, including changes
in the output mix, changes in relative factor prices, and a bias
in the education of engineers are critically evaluated.

Chapter

5 details the changes in the output mix of the building industry
in Manila and their causes.

With the use of micro data Chapter

6 compares the labour intensity of constructing different types
of building, and the impact of the change in the output mix on
the level of employment.
Chapters 7 and 8 discuss employment in the building
industry from the point of view of the individual labourer.
Because of the casual nature of employment in the industry,
labour conditions are more akin to those found in the informal
sector work force than in the formal sector.

Hence the analysis

of conditions in the building industry, and the methods
labourers use to adapt to an uncertain income, may provide some
understanding of conditions in the informal sector as a whole.
Chapter 7 examines the stability of employment and the
level of income earned by building industry labourers.

The data

for this analysis were obtained from a survey of building
industry labourers conducted by the author.

In Chapter 8 the

methods adopted by the labourers to cope with uncertain
employment and a falling real wage are presented.

This involves

a discussion of the employment-migration patterns followed by
the labourers and the recruitment procedures used in the industry.
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Because of the unique position of the building industry
(the way in which it straddles both the formal and informal
sectors) one is able to study, from the vantage point of one
industry, two causally related but quite distinct problems
facing the Philippine economy.

First, why the industrial

sector creates relatively little employment, and second how
the members of the urban work force unable to obtain modern
sector employment cope with their difficult environment.
Chapter 9 concludes the thesis with a summary of the role
played by the building industry in the development of the
urban economy.

CHAPTER 2
FIELD SURVEY METHODOLOGY
Section 2.1:

Introduction

Given the nature of the study and the availability of
secondary data, the information which had to be collected by
micro surveys can be classified into three main areas:
(1)

the structure of the building industry;

(2)

the level of employment generated by the
construction of different types of building;

(3)

data relating to the building industry labourer
including migration patterns, methods of skill
acquisition, stability of employment and income
earned.

A study of the industry structure requires information on
the type and size of firms which construct the different types
of building.

The industry can then be described by a matrix

showing type and size of building by type of contractor by
technology used.

Such a matrix will identify different markets

within the industry and should be useful in evaluating the
implications of changes in the industry's output mix.

Some of

the characteristics of the firms, such as the degree of
specialisation in the type of work undertaken and the type of
client, number and status of employees, value of fixed assets
and sources of income other than construction activity can also
be studied.
A series showing the amount of employment generated by
building activity needs to be estimated.

Apart from secondary

data on the value of buildings constructed, this requires
information on the average employment-output ratio for the
construction of different types of building.

Data on the

amount and type of labour and equipment used on different
building sites were collected for this purpose.

Labourers

working on the building sites were interviewed on their
employment and migration histories.
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Before discussing the methodology used on these field
surveys, the following section defines the Greater Manila Area,
the region covered by the study.
Section 2.2:

The Greater Manila Area

It was necessary to limit the study to the older
statistical area of "Manila and Suburbs", which includes the
City of Manila, Quezon City, Pasay City, Caloocan City, Makati,
San Juan, Mandaluyong and Navotas.

This area will be referred

to as the Greater Manila Area (GMA).
Recently, the National Census and Statistics Office has
established the statistical concept of "Manila Metropolitan
Area".

Apart from Manila and Suburbs this concept includes 26

other cities and municipalities in the provinces of Rizal,
Laguna, Cavite and Bulacan.

While this latter concept does

give a better indication of the population masses in and
around the City of Manila, it was not used in this study for
a number of reasons.

First, data relating to the value of

permits issued for construction activity are published only for
Manila and Suburbs.

Second, in the time available it was not

possible to include the additional areas within the scope of
the micro case studies.

With respect to the types of building

under construction, the GMA is likely to include a higher
percentage of high-rise buildings and perhaps a lower
percentage of factories than the Manila Metropolitan Area.
However, the techniques of construction for each category of
building are likely to be the same in the two areas.
Section 2.3:

A Discussion of Two Possible Methodologies

Given the information to be collected, two approaches
seemed feasible.

One could view the contractor as the basic

unit of the study and obtain all information through the firms
For a complete listing of the additional areas see National
Census and Statistics Office, 'Manila Metropolitan Area1, Special
Report No. 5, 1970 Census of Housing and Population,
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interviewed, or alternatively, one could regard the building
site as the basic unit of the study.

The first methodology was

used m the OECD study of the Mexican building industry.

In

this approach the population for the study comprises all
contractors operating in the industry within the geographic
location of the study.

The sample is chosen randomly from a

listing of this population; possibly after it has been
stratified according to the size of the firm.

From information

collected on the buildings constructed by these firms, one
could compile the matrix showing type of building by type and
size of contractor.

Using the firm-based methodology it is

necessary to choose a sample of building sites from the total
number of projects being completed by the sample of firms.

The

techniques of construction used on different categories of
building, and the resulting employment-output ratios, are
obtained from these projects.
The population for the survey of labourers comprises all
building labourers engaged in the industry in the particular
geographic area of the study.

As no such listing is likely to

be available, the sample must be obtained through several
sampling stages.

In the Mexican study the sample was chosen

from the work force of the firms interviewed for the survey of
contractors.

Therefore three sampling stages were involved:

choosing the sample of firms; the sample of sites from all of
the projects on which the firms were currently engaged; and
finally the sample of labourers from the work force on each of
these sites.

On each site approximately 20 to 30 per cent of

the work force were interviewed, and an attempt was made to
ensure that the occupational distribution of the sample
reflected that of the project as a whole.
The major disadvantage of this method is the difficulty
of obtaining a complete listing of contractors.

If the study2

2 Three monographs have been published as a result of this
study:
(a) Germidis, D.A. [1972]; (b) Germidis, D.A. [1974];
and (c) Araud, G., Boon, G., Urquidi, V. , and Strassman, P.
[1973]. For a discussion of the methodology used in the survey
see Germidis [1974], pp.13-21.
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is to cover the whole industry, the sample must range from the
largest construction firm to the individual self-employed
foreman.

If the population listing includes only formally

organised and registered firms, the results obtained will refer
to only one section of the industry.

The effect of this

limitation will depend on the relative importance of the
excluded contractors.

In the Mexican study the population

listing was taken from the membership of the national
contractors' association.

If a similar method were used in the

Philippines, virtually all residential buildings and the
smallest non-residential buildings would be excluded from the
survey.

These are constructed almost exclusively by self-

employed foremen.

Given that it would be impossible to obtain

a listing of these independent foremen, any survey which used
the contractor as the basic unit of study in the Philippines
would omit a major section of the building industry.

All

results of any such study would be biased in favour of the
largest contractors and projects.

This would not only affect

the value of the employment-output ratio, but the results of
the labourer survey would refer to only a particular sub-set
of the population.

As one would expect self-employed foremen

to play an important role in the building industry in other
Asian countries, the disadvantages of a contractor-based
methodology may be valid for countries other than the
Philippines.

A second disadvantage is that some of the

information required refers more to the site or project than
the contractor.

Therefore it would be an advantage to have

the site rather than the contractor chosen randomly.
A site-based methodology regards all current building
sites in the specified geographic area as the population.

A

sample, stratified according to category and/or size of
building, is chosen randomly from this population.

Information

on the type and size of contractor engaged on the different
categories of building is gained by interviewing the contractor
working on each site included in the sample.

Data on the

amount of labour and equipment used on each site are obtained
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from the project engineer or foreman.

The sample for the

survey of labourers is chosen randomly from the work force
engaged on the site.

Hence the sampling procedure for the

survey of labourers involves only two stages, compared to the
three stages required with the firm-based survey.

The sample

of labourers can be stratified according to the type (and/or
size) of building and the occupational structure of the work
force, so as to reflect the composition of the population.
The considerable advantages of the site-based methodology
over the contractor-based methodology have already been
discussed.

However, a site-based survey does present a number

of problems.

First, information regarding the characteristics

of the firm is not based on a randomly selected sample.

Yet

in a situation where a complete population listing of
contractors cannot be obtained, the site-based methodology may
still be preferred as the sample will at least include the full
range of contractors.
Second, it may be difficult to obtain a listing of
building projects currently under construction.

The severity

of this problem will vary from country to country.

In most,

some form of permit is required before a building can be
constructed.

Depending on the extent to which this requirement

is met, a listing of permits issued in the previous months
might yield a close approximation of buildings currently under
construction.

Obviously such a list would not include the

many temporary and/or illegal squatter houses which are common
in all Asian cities.

If these buildings were to be included

in the study, a separate survey would need to be undertaken.
As an alternative to the permit data, one could choose the
sample according to geographic location.

If resources were

available, one could enumerate all building sites within the
area covered by the study and choose the sample from this.
Alternatively, one could divide the location of the study into
a number of different districts, choose a number of these
randomly, and include all building sites in these areas in the
sample.

One would need to stratify the districts according to

the main type of building contained within each.

This would

33

ensure that the full range of buildings is included in the
survey. Whichever method is used to choose the sample of
building sites, the problems created will be small compared to
the limitations of the population listing of a contractor-based
study.
Section 2.4:

Methodology Employed

Because of the advantages discussed above, a site-based
methodology was employed.

While the study is concerned with

the building industry in the GMA, limitations of time and
finance necessitated confining the survey to the cities of
Manila, Makati and Quezon City.

In 1974 these cities accounted

for approximately 65 per cent of the value of all permits
3
issued m the GMA.
As the types of building and techniques
of construction found in these cities are unlikely to differ
from those used in other parts of the GMA, this limitation
should not prevent the results from being applied to the GMA
as a whole.
The building permits issued by the city engineers of the
three cities were used to obtain a listing of building sites.
The permits were stratified into three categories according to
type of building:
(a) HRB:

high-rise buildings which were defined as

buildings of more than three storeys and costing
at least ^1,000,000.
(b) RB:
(c) NRB:

residential buildings, excluding HRB.
non-residential buildings, excluding HRB.

Since buildings currently under construction should have
obtained their permit a number of months earlier, it was hoped
that the building permits issued over the last X months (where

Estimated from a detailed list of permits issued in the GMA
in 1974.
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X - 15 for HRB; X — 7 for RB; X = 10 for NRB) would give a
close approximation to the actual population of buildings under
construction.
A sample of 47 building sites was chosen randomly from the
stratified population.

On three of the sites permission to

conduct the survey was refused; the remaining builders
co-operated to varying degrees.
is given in Table 2.1.

The composition of the sample

Each category was not given an equal

weighting in the choice of the sample.

While HRB accounted for

only a very small percentage of the total number of permits
issued, their share of the total value of buildings under
construction and the total amount of employment generated was
quite substantial.

The labour productivity on HRB was also

substantially different from that on the smaller sites.

It was

necessary, therefore, to use a higher sampling fraction for
this category than for RB and NRB.

As the NRB category was a

less homogeneous grouping than RB, a slightly higher sampling
fraction was used in the selection of the NRB.
TABLE 2.1
Composition of the Sample by Type of Building

A)

Number of permits issued
over the relevant time
period(a)

B)

Sample size

C)

Sample size as a percentage
of the population a

HRB

RB

NRB

Total

72

689

387

1148

7

21

19

47

10%

3%

5%

Notes:

(a) In Manila, Makati and Quezon City

Source:

Detailed listing of building permits issued

4%

The main problem faced during the survey was that for the
RB and NRB categories the building permits were not a perfect
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match with buildings actually under construction.
to a variety of reasons.

This was due

Some persons had obtained permits but

had not commenced building,

perhaps owing to the uncertainty

about future prices of building materials.

In a number of

cases the permit to construct the building was obtained after
the building was completed.

For the RB category seven of the

21 sites chosen from the permits were found not to be under
construction, while for NRB the number was nine out of 19.
problem was particularly serious in Manila.

The

The response to

this problem was to replace the "non-existent" unit by another
building site of the same type and approximate value and size,
and in the immediate neighbourhood of the chosen unit.

For RB

this was relatively easy, as there were always residential
buildings of the same approximate size and value being built
in the same district.

However, for NRB it was not always

possible to find a building of the same type (e.g. replacing a
factory with a factory) so that emphasis had to be placed on
size and value.
Once the building site was located the following
information was obtained:
(a)

The size and composition of the work force.
Ideally one would have liked access to log books
containing daily information on the type of work
undertaken, equipment used and size and composition
of the work force.

Most sites maintained a log

book although the format and amount of information
included varied greatly.

On the smaller sites it

consisted merely of a record of the work force.
This was usually passed to the owner of the
building or the office of the contractor once a
week and used to prepare the payroll.

Only on the

larger sites was a permanent record kept on the
site itself.
On some of the larger building sites access to the
log books was obtained.

However in most cases the

information required was obtained through the
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foreman or contractor, and hence the quality of the
data depended upon the willingness of the respondent
to impart the information.

From the more willing

respondents it was possible to obtain fairly
complete information.

The respondents were asked

about the size and composition of the work force at
the commencement of work on the site.

For how long

did the work force stay at this size?

What happened

when it changed?
future?

What are the likely changes in the

In this way it was possible to depict the

labour flows for the whole construction period.
From the less willing respondents information was
obtained on the size and composition of the current,
the maximum and the minimum work force, and the
length of time that each was employed.

This

procedure usually left some gaps and the method used
to fill them will be discussed below.
(b)

The amount and type of equipment and the length of
time over which it was used.

(c)

If there was a construction firm in charge of the
project, the manager was interviewed to obtain
information on structure of the industry questions,
such as size of the firm, source of demand, type of
projects undertaken, main constraints to expansion,
etc.

(d)

The foreman and a number of labourers working on
each site were interviewed regarding their
employment history, acquisition of skills and
migration patterns.

Given that no population listing of building industry labourers
is available, the sample could not be chosen randomly.

It was

hoped that by choosing the building sites at random, and then
choosing the labourers to be interviewed on each site at random,
a degree of quasi-randomness might be obtained.

The problems

involved in matching actual building sites with those chosen
randomly have already been discussed.

It was also found to be
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impossible to choose at random which labourers to interview on
each site.

While most sites did have a list of the labourers

working on the site, paying too much attention to specific
names on the list tended to arouse suspicion as to the real
purpose of the interview.

Consequently, it was thought best

to allow the foreman to choose who would be interviewed.

This

might have biased the sample towards labourers who were regular
employees of the foremen.

However, this was not the case;

usually the respondents were those who were less busy, or at
least engaged in less critical tasks, at the time of the
interviews.
That regular employees were not over-represented is shown
by the fact that on sites supervised by independent foremen and
small construction firms, the proportion of the sample who were
regular employees of the foremen, and the proportion of the
total work force on the site who were regular employees of the
foremen were both approximately 50 per cent.

It was not

possible to make a similar calculation on sites supervised by
large contractors.

For reasons which will be discussed later

in the thesis, it is very difficult to obtain a meaningful
definition of a regular employee of the foreman or firm on
these sites.

However, there is little reason to believe that

the bias would arise on the large sites when it did not do so
on the smaller ones.
The sample could also be biased toward regular employees
if contractors follow the practice of hiring labour for a very
short period (one or two days) to undertake a specific task.
The methodology would have difficulty in identifying these
persons.

They would be included in the sample only if they

were working on the site on the day of the interviews, and were
chosen by the foremen to be interviewed.

However, there is

little evidence to suggest that this type of recruitment is
important.

Data collected on the type of work sub-contracted

gave no indication that small unskilled tasks were let on a
pakiao

(piece-rate) basis.

Therefore, if this practice does

occur the short-term labourer must be paid on a daily basis.
While collecting data on the number of labourers employed in
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the construction of the buildings, access to logbooks and
attendance sheets, from which payrolls were prepared, was
obtained on a number of sites.

None of these sources

indicated the presence of very short-term labour.
Information on labour flows shows that while there are
variations in the number employed on the site during the
construction period, these are rarely of a daily nature.

(Day-

to-day fluctuations which do occur are caused mainly by the
absence of regular employees.)

Most changes are due to the

beginning or completion of major tasks.

The impression gained

was that most minor tasks were undertaken by the work force
employed for the whole or major part of the construction
period.

One cannot conclude from this that the practice of

hiring labour for only one or two days does not occur.

But if

it does the number of mandays employment generated in this
manner would be small compared to the total employment
generated.

Any bias which may arise from the exclusion of

these workers would therefore not greatly change the overall
conclusions.
If time had been available the methodology could have
been extended to include intensive observation of particular
building sites.

This could be achieved by living on the site

for the period of construction.

Apart from observing the

extent to which short term labour was employed, this technique
would have allowed longer and more useful interviews of the
work force.

However, such a technique is extremely time-

consuming, and could not be used in this study.
This survey does not provide information on the
construction of buildings not covered by permits.

One would

expect that most of these buildings are the low-cost, often
temporary structures situated in the many slum and squatter
settlements of the city.

As a study of the informal sector,

including construction activities, is being undertaken by the
School of Economics, University of the Philippines and the ILO,
this section of the building industry was not included in the
author's survey.
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Section 2.5:

General Limitations of the Survey

Limitations of time and finance restricted the sample size
to that discussed in Section 2.4.

As such the results

presented below must be regarded as provisional until a larger
survey using the same methodology can be undertaken.

Until

that time the analysis of the survey results should be valuable
as they provide data in areas where no other information is
available.
During the course of the survey a number of limitations
of the methodology became apparent and some changes might be
considered if a larger study is undertaken.

First, the sample

was stratified by type of building only (i.e. into HRB, RB and
NRB).

A stratification by type and size of building would have

produced a more homogeneous classification, in line with the
different markets within the industry.

These will be discussed

in Chapter 3.
One of the major problems of the survey was the
unreliability of the building permits issued as a listing of
buildings currently under construction.

This raises the

possibility of sampling by geographic area, and including all
building sites in the chosen district in the sample.

The

problem with this approach is that it becomes more difficult
to stratify the sample, and to control the sampling fraction
within each stratum.

While some geographic areas will include

only one category of building (e.g. Ayala Avenue will include
only HRB), most areas are likely to contain a wide range.
Unless some prior information is available on the number and
category of buildings in each area, it would not be possible
to control sampling fractions among the strata.

If it was

decided to limit the survey to three or four cities within the
GMA, it would be possible for a larger study to enumerate all
building sites, appropriately classified, and to choose the
sample from this.

This would be the ideal solution.

If a

larger geographic area was required, then the list of building
permits would seem preferable to sampling by geographic unit.
The problems created by the inaccuracy of the list of permits
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are limited mainly to the NRB category.

In the case of RB it

was always possible to find a suitable replacement of similar
size, value and geographic location, for the "non-existent
building site".

In this situation the damage caused by the

inaccuracy is minimised.

Given the advantage of being able to

stratify the sample more accurately, choosing the sample from
the list of building permits would appear to be the best
approach.
Section 2.6;

Survey of Licensed Firms

Of the 44 building sites for which information was
obtained, only 22 were built by construction firms.
half were constructed by independent foremen.

The other

As a result data

on the characteristics of construction firms were rather
limited.

It was thought that this would be supplemented by

information collected by the Philippines Licensing Board for
Contractors.

Unfortunately this was not released to the author

because of its confidential nature.

Hence it became necessary

to undertake a survey of licensed construction firms.

This

does not imply that the firm-based methodology should have been
used initially.

If the site-based survey could have been

extended, then the problem would not have arisen.

But given the

time available, one month, and the limited type of information
to be collected, a firm-based survey was more expedient.
This survey is discussed in some detail in Appendix A.

CHAPTER 3
THE STRUCTURE OF THE
BUILDING INDUSTRY IN THE GMA
Section 3.1:

Introduction

Section 1.2 outlined the importance for economic growth
of a building industry structured in a manner which facilitates
efficient production and allows for an expansion of the
industry, or a particular part of the industry, as demand
requires.

A number of features peculiar to the industry make

it difficult to attain such a structure.
First, the industry experiences quite severe annual
fluctuations in its demand.

For the contractor this problem

is accentuated by the discontinuous nature of the demand for
his services.

His level of activity consists of a number of

discrete jobs, and there is no guarantee that when one project
is completed another will be available.

Even during a year in

which the industry's level of output is quite high, a
contractor may experience periods of excess capacity or even
inactivity.

These fluctuations may result in high failure

rates among construction firms.

Long-term planning is difficult

because of the uncertain nature of future demand, and problems
are created for new firms attempting to establish a sound
financial base.
A second problem peculiar to the industry is the lack of
standardisation of the product.

The industry is required to

produce a wide variety of goods both in terms of the size and
type of building.

These projects involve the utilisation of

a wide range of techniques and equipment.

Hence the industry

comprises a number of subsectors or markets; within each of
these markets demand must be satisfied in an efficient manner.
This may require contractors who concentrate on particular
markets, while maintaining the ability to move into different
markets if the output mix of the industry should change.
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This chapter is concerned with the extent to which the
building industry in the GMA has been able to overcome these
problems, and efficiently produce the buildings demanded.

In

the absence of direct evidence on the level of excess demand
and comparative cost structures, this assessment must be based
on an examination of the existing industry structure and such
inferences as can be drawn from this.
Section 3.2 defines the different markets within the
building industry in the GMA.

Following this the relative size

and structure of each market is analysed.

Section 3.9

examines the strategies adopted by contractors to cope with
fluctuations in demand, and Section 3.10 discusses the role of
the government in the industry.

The concluding section

compares the structure of the industry in the Philippines with
that found in some other developing economies.
Section 3.2:

Different Markets within the Building Industry
in the GMA

In discussing the structure of the building industry in
the GMA the most striking feature is the coexistence of
different markets within the industry.
four markets:

One can distinguish

the modern, the intermediate, the conventional

and the informal.
The modern market is that part of the industry concerned
with the construction of high rise buildings and large nonresidential buildings; a large non-residential building being
defined as one valued at J*800,000 or more in 1974 prices.

In UNIDO [1969], Turin argues that the construction industry
in less developed economies can be divided into four categories
an international-modern, a national-modern, a nationalconventional and a traditional.
In the Philippines most large
construction firms are locally owned, so that the international
modern category is an inappropriate name. The national-modern
category is roughly equivalent to the intermediate market; the
national-conventional category to the conventional market; and
the traditional category to the informal market.
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These projects are supervised by large, mainly locally owned
construction firms, employing techniques borrowed from the
industrialised countries. The intermediate market includes
luxury residential buildings (costing £*4 00,000 or more) and
medium-sized non-residential buildings (costing from £*400,000
to £*800,000) .

These buildings are constructed primarily by the

medium-sized firms using techniques requiring some small
pieces of equipment, such as concrete mixers, hoists and
concrete vibrators.
The conventional market refers to the smaller residential
and non-residential buildings (valued at less than £*400,000)
which are normally within the scope of the building permit
records of the various cities.

These buildings are constructed

under the supervision of a foreman.

While the foreman is

usually paid on a daily basis, he is responsible for many of
the problems normally handled by a contractor.

He will, for

example, hire a work force, supervise their work, make
technical decisions regarding the construction of the building,
and advise the owner on when to order materials.

The owner of

the building is responsible for purchasing the materials and
for paying the labourers.

The plans for the building are drawn

by an architect or engineer who may be consulted on particular
problems.

No equipment is used on these sites.

The informal market covers the residential and nonresidential buildings, often temporary structures, in the low
income, slum and squatter areas of the city.

This market was

not included in the survey conducted by the author, as a
study of the informal sector in Manila is being conducted by
the University of the Philippines and the ILO.
includes questions on construction activity.

This survey
Unfortunately,

the results of this study are not yet available.

Consequently,

this thesis must be confined to the modern, intermediate and
conventional markets.
The above definition of the different markets included
the predominant type of contractor operating within each
market.

This does not mean that only one type and size of
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contractor operates within each market.

It is to be expected

that some smaller construction firms will work within the
conventional market.

It is also possible that a large non-

residential building may be placed in the modern market, not
because of complexity (as reflected in cost per square metre),
but because of sheer size.

In this case a medium-sized firm

might have the technical competence to construct the building,
and the problem of obtaining the necessary working capital
might be overcome by advances from the owner.

Therefore smaller

construction firms might also undertake some work in the modern
market.

However in both the modern and the conventional

markets these firms account for only a small portion of the
total output.

In the intermediate market on the other hand,

the smaller firm will predominate.

Similarly, independent

foremen and large contractors will sometimes operate in the
intermediate market.
Section 3.3:

Relative Size of the Different Markets in 1974

Official statistics disaggregate private building activity
by type of building (residential, non-residential and additions,
alterations and repairs) but not by size of project.

However,

for the year 1974 it was possible to obtain a detailed list of
all building permits issued in the GMA.

This allows a division

of private building into the modern, intermediate and
conventional markets.

As buildings constructed in the informal

market are unlikely to have a permit, they are excluded from
these data.

The value of government building in the GMA is

also unavailable, but this may not bias the results to any
significant degree as government building represents only a
small part of total building activity.

Table 3.1 shows that

between 1967-68 and 1972-73 the government's contribution to
total building activity in the Philippines did not rise above
10 per cent.

Also, government building activity is spread over

the three markets.

TABLE 3.1
Government Building as a Share of Total Building, Philippines,
Fiscal Years 1967-8 to 1971-2
(pm at current prices, except per cent)
1967-68

1968-69

1969-70

1970-71

1971-72

1972-73

(1)

Government construction

61 3

671

858

762

1039

1408

(2)

Government building as
a percentage of
government construction

25

21

15

16

18

18

157

140

131

118

187

253

(3)

Government building

(4)

Private building

1581

1325

1644

1840

1719

2574

(5)

Total building

1738

1465

1775

1958

1906

2827

(6)

Government building
as a percentage of
total building

9

10

7

6

10

9

Source:

Row (1).
Row (2).

Row (4).

Gross Value of Government Construction: NEDA, National Income Accounts, 1967 to 1972,
Table 10, GNP by Expenditure Shares, 1967 to 1972.
Expenditures on Government Construction, Table 8.8, NEDA Statistical Yearbook, 1975.
For National Government expenditure the items are listed so that a distinction between
expenditure on building and infrastructure can be made. However for Government Corporations
and Local Government Construction the totals are not disaggregated. It was assumed that all
construction expenditure by the Government Corporations was for building projects, while
30 per cent of Local Government construction was for buildings. On this last point, the
local governments are given a listing of 15 items with which to record their construction
activity. Only two of these 15 items involved building construction. Therefore, the amount
of building activity undertaken by Government Corporations and Local Governments may be
overestimated.
Gross Value of Private Construction. Same source as Row (1).
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Table 3.2 presents a disaggregation, by size, of the level
of residential and non-residential building undertaken in the
GMA in 1974.

By applying the defitions of the markets

presented in Section 3.3, the information contained in this
table can be used to estimate the size of the modern,
intermediate and conventional markets.
given in Table 3.3.

These estimates are

They show that the modern market accounted

for 38 per cent of the floor area constructed, and 55 per cent
of the value of building activity.

The conventional market,

on the other hand, constructed 50 per cent of the floor area
and 34 per cent of the value.

This is due to the higher cost

per square metre of constructing modern market buildings,
especially high-rise buildings.

The intermediate market is

much smaller than the others with only 10 per cent of the floor
area and 11 per cent of the value of the buildings constructed.
Unfortunately such detailed information was not available
for years before 1974.

However the most significant change in

the structure of the industry since the early 1960s has been
the growth of the modern market, and especially the construction
of high-rise buildings.

This has been associated with the

phenomenal development of the Ayala section of Makati into the
business and commercial centre of the Philippines.

Combined

with this has been a rapid expansion in the demand for luxury,
high-rise residential units, and the construction of 14
international standard hotels to coincide with the World BankIMF Conference held in Manila in October 1976.

This change in

the industry's output mix is examined in some detail in
Chapter 5.

Data presented there suggest that the share of

high-rise buildings in the industry's output has risen from
approximately five per cent in 1960 to 35 per cent in 1974.
Most of this expansion occurred after 1970 (see Table 5.2).
It appears that in both relative and absolute terms resources
have moved away from the construction of residential buildings
to high-rise buildings.

While the importance of the traditional

luxury residential building may have declined in favour of the
high-rise residential unit, it has been the conventional market
which has suffered the largest fall in output.

TABLE 3.2
Building Permits Issued by Type and Size of Building, GMA, 1974.

Floor Area
Thousands of
square metres
A)

Per cent

Value
Millions of f

Per cent

(1)
(2)
(3)

Total residential building
High-rise building
Luxury RB
Sma11 RB

514
82.2
51 .4
380.4

100
16
10
74

208.7
73.1
31 .3
104.3

100
35
15
50

(1)
(2)
(3)
(4)

Total non-residential building
High-rise building
Large NRB
Medium NRB
Small NRB

749
232.2
209.7
104.9
202.2

100
31
28
14
27

407
166.9
142.5
40.7
56.9

1 00
41
35
10
14

107

100

74.6

100

B)

C)

Additions, alteration and repairs

Source:

Detailed list of all building permits issued in GMA as collected by a private research organisation

Notes:

See following page
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TABLE 3.2 (Continued)

Notes:

( 1)

RB = residential buildings other than high-rise
buildings.
NRB = non-residential buildings other than highrise buildings.

( 2)

High-rise buildings (HRB) refers to buildings of
at least four storeys and costing at least
?1,000,000.

3)

Luxury RB refers to RB costing J?4 00,000 or more,
but excluding HRB.

( 4)

Small RB refers to RB costing less than ^400,000

( 5)

Large NRB refers to NRB costing J*8 00,000 or more
but excluding HRB.

( 6)

Medium NRB refers to NRB costing JE*400,000 to
?800,000.

( 7)

Small NRB refers to NRB costing less than
J*400,000.

(

TABLE 3.3
Relative Size of the Modern, Intermediate and Conventional
Markets, GMA, 1974
Floor Area

Value

?

Thousands of
square metres

Per cent

Modern Market

524

38.3

382.4

55.4

Intermediate Market

156

11.4

72.0

10.4

Conventional Market

690

50.3

236.0

34.2

Total of the three markets

1 ,370

100

Millions of

690.4

Per cent

1 00

Source : Tab!e 3.2
Notes:

Modern Market = HRB + Large NRB
Intermediate Market = Luxury RB + Medium NRB
Conventional Market = Small RB + Small NRB + Additions, alterations and repairs.

ID
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The following sections discuss the structure of the
modern, intermediate and conventional markets in terms of the
number of contractors, their relative size and the
concentration of market power.

The evolution of these

structures will be explained in terms of barriers to entry,
including technological requirements, and the growth of the
market.

The assessment of the number of firms operating in

each market is based on estimates of the number of active firms
in the building industry in the GMA registered with the
Philippine Licensing Board for Contractors.

A full analysis

of how these estimates are obtained is presented in Appendix A.
Section 3.4:

Size and Type of Contractors Engaged in the
Different Markets

The survey of building sites undertaken by the author
provides information on the type and size of the contractor
engaged on each site.

Unfortunately the building sites in this

survey were stratified only by high-rise buildings, residential
buildings and non-residential buildings, rather than by the
markets discussed above.

It is possible to rearrange the

survey sites into the three markets (the informal market was
not covered by this survey) but the random element no longer
applies.

As a very definite pattern emerges from the survey,

and it is the pattern one would expect on a priori grounds, it
would appear that using the survey results in this manner has
not affected the general results to any great extent.
For the modern market a second source of information is
available, at least for the high-rise buildings.

On most large

sites a signpost is erected giving the name of the contractor
working on the project.

From this it was possible to obtain

information on the contractors working on high-rise buildings,
and the number of sites on which each firm was engaged.

As

high-rise buildings are concentrated in three or four small
geographical areas, information was collected for most of the
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buildings under construction in June 1975.

As large non-

residential buildings are scattered over the whole of the GMA,
the collection of similar data for this section of the market
was impractical.
The survey of building sites conducted by the author
included ten projects which were part of the modern market;
seven high-rise buildings and three large non-residential
buildings.

Their composition, according to the category of

the contractor, was as follows:

2

6 were constructed by Category A firms
••
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the owner of the building.

The firm which constructed its own large non-residential
building was one of the largest manufacturing firms in the
country.

This practice was an exception rather than a general

occurrence.

The information obtained from the signposts on

high-rise buildings gave the following composition of
contractors;
64 per cent were constructed by Category A firms
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The data from both sources are similar except that the 10
per cent constructed by the owner of the building in the site
survey was constructed by Category B firms in the signpost
survey.
2

It seems safe to suggest that 70 to 80 per cent of the2 3
...

The category of the construction firm is awarded by the
Philippine Licensing Board for Contractors. The criteria used
are explained in Appendix A. Category A covers the largest
and most experienced of the contractors, and Category D the
smallest and least experienced.
3
Eighty-two high-rise building sites were identified, but
information could be obtained on only 76 of the projects.
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buildings in the modern market are constructed by Category A
and Category B firms, and 20 to 30 per cent are built by
Category C and D firms.

If one considered the value, rather

than the number of buildings constructed, then the share of
the market captured by the Category A and B firms would be
higher, as the smaller firms are confined to the technically
less complex and less expensive buildings.
In the case of the intermediate market, the survey of
building sites indicates that 82.per cent of the projects are
constructed by Category C and D firms, while on 18 per cent of
the sites the architect was responsible for the construction
under a system generally referred to as "by administration".
Under this system the architect not only draws the plans for
the building but is also responsible for hiring and supervising
a foreman.

The foreman will hire the labourers and supervise

their work, but unlike the system which operates in the
conventional market, the architect visits the site often and
offers close supervision of the construction.

The architect

also orders the materials and pays the labourers, billing the
owner every week or month.

The architect is paid a fee based

on a percentage of the cost of the building.

While the larger

firms do occasionally enter the intermediate market, their
share of total output appears to be quite small.
For the conventional market most of the sites are built
under the foreman-owner arrangement discussed in Section 3.2.
The site survey suggests that 70 per cent of the buildings are
constructed in this manner, with a further 13 per cent being
built by the foreman-architect arrangement discussed in
reference to the intermediate market.
constructed by Category C and D firms.

Seventeen per cent are
In the last few years

a small number of the larger firms have entered into the
middle income housing market by developing estates in which
they provide the infrastructure and construct most of the
houses.

Government sponsored low cost housing has been

constructed either by the National Housing Corporation using
prefabricated components, or by large private contractors.
However these sections of the conventional market represent
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only a small percentage of the total market.

From the

detailed list of building permits issued in 1974 , it is
possible to estimate the value of residential buildings
constructed by the large developers. On each occasion they
obtain a large number of permits which are listed in blocks,
each dwelling having the same address, value and floor area.
On this basis it is estimated that dwellings valued at
approximately ^6 million were constructed by the large
developers.

This represents about one per cent of the

conventional market for 1974.

It is unlikely that the value

of government sponsored low cost housing would be any higher
than this amount.

Therefore it seems reasonable to suggest

that Category C and D firms account for about 20 per cent of
the conventional market, while foremen, either in association
with the owner of the building or the architect, account for
80 per cent.
Section 3.5:

The Structure of the Modern Market

Estimates derived in Appendix A show that approximately
100 Category A and B firms based in the GMA were active in the
building industry in 1974.

The discussion of the previous

section suggests that most of these firms were engaged in the
modern market.

Information obtained from the signposts erected

on high-rise building sites implies that a maximum of 50 firms
.
4
were working in this section of the market.
Fifteen of these
firms held only a Category C or D classification.
Obviously not all Category A and B firms need be
constructing high-rise buildings.

However, if they are

operating in the building industry in the GMA, they must be

The name of the contractor was obtained on 76 of the 82 sites
identified. Thirty-seven firms were engaged in the construction
of these 76 buildings. One must allow for the six sites on
which the name of the contractor was not obtained, and for a
maximum of 10 other sites which may have been missed by the
survey. Assuming that each of these 16 sites were built by
different contractors, none of whom are already enumerated, a
maximum of 53 firms is obtained. However, one would expect the
number to be closer to 45.
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engaged primarily in the construction of either high-rise
buildings or large non-residential buildings.

In 1974

approximately 50 permits were issued for the construction of
large non-residential buildings.

This implies that not all of

the 100 Category A and B firms were engaged in the modern
market in the GMA in 1974.

It is necessary to consider the

number of government projects which fell within the scope of
the modern market, but this does not alter the general
conclusion.

Some firms may have been working on building

construction outside the GMA, including cities within the
Manila Metropolitan Area, and/or on general engineering
construction.
It appears that a maximum of 100 Category A and B firms,
and possibly 15 to 30 Category C and D firms are available to
work in the modern market in the GMA.

As the demand was

insufficient in 1974, not all of the firms were active in the
market.

With the increase in demand in 1975 and 1976 some of

peripheral firms are likely to have moved into the market.
It is possible to carry the discussion further by
considering some evidence relating to the concentration of
market power within the modern building market.

Unfortunately

these data refer only to high-rise buildings, but as they
accounted for more than 60 per cent of the value of the modern
market in 1974, the investigation seems justified.

The

analysis is based on information obtained from the signposts
erected on high-rise building sites.

All estimates are based

on the 76 sites for which the name of the contractor was
obtained.
Initial estimates of market power were based on the number
of sites being constructed by each firm.

A Concentration Curve

and a Lorenz Curve based on this definition of market power are
presented in Figure 3.1.

The Concentration Curve shows that

Even if it is assumed that each of the 50 large nonresidential buildings were constructed by different Category A
and B firms, with a maximum of 35 firms engaged on high-rise
buildings, this still leaves 15 firms without work.

o 60

R =-3641

0

10

20

30

37

Number of firms

Cumulative percent of firms

FIGURE 3.1
Concentration Curve and Lorenz Curve for High-rise Building Market, 1975
Note:
(a) Share of market measured in terms of number of sites.
Source:
Information obtained from signposts on building sites.
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the largest firm was constructing 12 per cent of the sites,
while the two largest firms accounted for 18 per cent of the
sites, the three largest for 25 per cent and the four largest
for 30 per cent.

These four firms represent only 10 per cent

of the total number of firms constructing high-rise buildings
at the time of the survey.

The Gini ratio associated with the

Lorenz Curve of Figure 3.1 was 0.364.
A more interesting definition of market shares would be
one based on the value of buildings completed.

However the

data for such an analysis are more difficult to obtain and may
be less reliable.

It is estimated that the permit value of

high-rise buildings under construction as of June 1975 was
approximately ?850 million.
different methods.
issued.

This estimate can be reached by two

The first relies on the value of permits

Buildings under construction as of June 1975 would have

obtained a permit in late 1973, 1974, or the first five months
of 1975.

Table 3.2 shows that the value of permits issued for

high-rise buildings in 1974 was ?240 million.

It is estimated

that the value of permits issued in January to May 1975 was in
the order of J*530 million.

This latter figure includes four

buildings valued at ^380 million.

It was further assumed that

permits valued at approximately ?80 million (including one
valued at J?40 million) were issued in late 1973 and the
buildings were still under construction.

This gives an

estimated total of J?850 million.
This is consistent with information available on the value
of buildings being constructed by the different firms working
in the industry.

The information obtained from the signposts

was used to identify the sites being constructed by the
different firms.

For the largest sites it was possible to

obtain estimates of the value of the building from the list of
building permits, information contained in trade journals, or
from the author's surveys of building sites and firms.

(For

the smaller sites available data were usually insufficient to
match the information in the listing of building permits with
that from the signposts.)

On the basis of this information,

it is estimated that the four largest firms in the market were
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constructing high-rise buildings valued at approximately J?615
million in June 1975.

The next five firms (in terms of size)

appeared to be constructing buildings of an average size of J*7
As these firms were engaged on 17 sites, this
represents a total of ¥119 million.

Finally, the smaller firms,

constructing only one or two high-rise buildings, were assumed
to be undertaking projects with an average permit value of ¥3
million.

All these estimates appear quite realistic and give

an overall total of approximately ^850 million.
These estimates imply that the largest firm in the market
was constructing 26 per cent of the value of high-rise
buildings.

Similarly, the two largest firms accounted for 51

per cent, the three largest for 68 per cent, and the four
largest for 72 per cent.

In approximate terms, 10 per cent of

the firms accounted for 70 per cent of the value of the market.
Figure 3.2 presents an illustration of this market structure
with the use of a Lorenz Curve.
is 0.753.

The corresponding Gini ratio

It is apparent that the distribution of market

shares is more unequal when the market is measured in terms of
the value of buildings constructed than in terms of the number
of sites constructed.

This results from the fact that the

largest firms (in terms of the number of sites completed)
construct the largest projects.
Before these ratios are used to further analyse the
structure of this market, a number of their limitations need
to be discussed.

First, the above calculations are based on

the assumption that each project is completed by one contractor.
While the same type of activities are sub-contracted on most
sites (Section 3.9), if the value of work sub-contracted on the
larger sites is a higher proportion of the total value of the
project, then the Gini ratios will be overestimated.

A second

problem is created by the sites for which information could not
be obtained.

Assuming that these buildings were small projects

constructed by smaller firms, then their inclusion would have
a more pronounced effect on the cumulative proportion of firms
column than on the cumulative proportion of the market.

Hence
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R = -7366
R'= -7526

Cumulative percent of firms

FIGURE 3.2
Lorenz Curve for High-rise Building Market, 1975
Notes:

Source:

(a) Share of market measured in terms of value of
buildings constructed.
(b) See following page.
See text
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FIGURE 3.2 (Cont'd)

Notes:
(b)

The final segment of the Lorenz Curve (for values on

the horizontal axis greater than 24 per cent) is drawn as a
straight line.

This reflects the assumption that the 28

smallest firms were constructing 36 sites at an average value
of J*3 million.

A more accurate curve might be obtained by

drawing the final segment of the curve as a free-hand
continuation of the earlier segments.
dotted line.
are given.

This is shown by the

Correspondingly, two estimates of the Gini ratio
The first, R, is calculated from the normal Gini

ratio formulae on the assumption of a straight line in the
final segment.

The second, R1, refers to the area under the

dotted curve, and is obtained by counting the squares between
the dotted curve and the straight line and adding this to R.
The value of R was 0.7366 and R1 was 0.7526.
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the initial segment of the Lorenz Curve would be pushed away
from the diagonal.

It is not possible to say whether the new

curve would continue to lie outside the one drawn in Figure 3.2.
Therefore the overall effect on the Gini ratio of the exclusion
of these sites is unknown, although it is possible that it may
be depressing the value of the ratio.
Before attempting an explanation of how the market
structure described above has emerged, it may be useful to
compare the degree of concentration of market shares with that
found in other sections of the Philippine economy.

As the

high-rise building section of the modern building market is a
more detailed industry specification than that for which other
Gini ratios are available, direct comparison is not possible.
The following paragraphs are simply intended to place the
absolute value of the Gini ratio given above into some
perspective.
Information relating to market concentration in other
sections of the Philippine economy is available from two
sources.

Data collected by a private research organisation,

Ruben G. Leano Marketing Research, allow an estimation of a
Gini ratio for the construction sector in 1971.

The statistics

were collected from information held by the Philippine Licensing
Board for Contractors or from the contractors personally.

Share

of the market is defined in terms of net worth and is calculated
for all licensed firms, with no attempt being made to distinguish
between active and inactive firms.
The largest firm accounted for 17 per cent of the net worth
of the industry; the two largest firms for 24 per cent; the
three largest firms for 31 per cent; and the four largest for
35 per cent.

These four firms represented only 1.7 per cent of

the total number of firms.
0.865.

The Gini ratio for this market was

While the four largest firms in the high-rise building

market accounted for 72 per cent of the market (compared with
35 per cent for the construction industry), the Gini ratio was
6 See Appendix A.
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higher in the construction industry.

This reflects the fact

that the four largest firms represent a much higher proportion
of the total number of firms in the high-rise building market.
Also, a high proportion of the total number of firms in the
construction industry are very small.

Forty-three per cent of

the firms in the construction industry account for only 2.3
per cent of the total net worth.

The equivalent lower section

of the high-rise building market constructs buildings valued
at 5.7 per cent of the total market.
While one cannot directly compare Gini ratios based on
different definitions of market share, and calculated four
years apart, one would expect a more unequal distribution of
market shares in the construction industry as a whole than in
the high-rise building market.

There exists in the civil

engineering market a greater differential in the value of
individual projects.

The ratio of the value of the largest

to the smallest project in the civil engineering market would
be much higher than the same ratio for the high-rise building
market.

By virtue of their size, the large civil engineering

projects are always awarded to the small number of very large
civil engineering contractors.

Hence these firms account for

a substantial proportion of the total industry output.
Sicat [1972] has calculated Gini ratios for manufacturing
industries at the two digit ISIC level of classification.

His

estimates are based on information collected for the 1960
Annual Survey of Manufactures.

The fact that they are so

old decreases the usefulness of Sicat's estimates for our
purposes.

Sicat presents Gini ratios for 18 industries.

They

range from a high of 0.867 for Food (Manufactured), to a low
of 0.572 for Leather Products Except Footwear.
Some comparison is possible between the Gini ratio for the
construction industry and those presented by Sicat.

The

construction industry is a two digit ISIC classification and
Sicat measures market share in terms of fixed assets which one
would expect to bear a close correlation with net worth.
course the time differential of 11 years still prevents a

Of
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confident comparison.

Only the top industry in Sicat's listing

has a Gini ratio higher than the construction industry:
compared to 0.865.

0.867

Despite the difficulties mentioned above,

this fairly strong result suggests that the degree of industrial
concentration in the construction industry is high relative to
the rest of the industrial sector.

In part this results from

the discrete nature of demand in the construction industry and
from the wide differential between the largest and smallest
projects.
There are eight industries in Sicat's study for which the
Gini ratio is higher than the adjusted Gini ratio (R1) of the
high-rise building market.

From this one can tentatively

conclude that a grouping of industries in the Philippine economy
by industrial concentration would find the high-rise building
market in the top half of the list, but probably closer to the
median.
So far it has been established that the high-rise building
section of the modern market has a fairly high concentration of
market power, with a small number of firms accounting for a
large part of the market, and a sizeable number of smaller
firms which tend to operate at the periphery.

The question to

be addressed at this point is how this structure emerged.
The market had its beginnings in the early 1960s and grew
in a quite orderly fashion until 1973, after which it
experienced boom conditions.

During the initial stage of

growth it is likely that certain barriers to entry resulted in
the market being controlled by a small number of firms.

The

availability of technical knowledge required for the
construction of high-rise buildings was probably limited in
the early 1960s.

While engineering courses may have covered

some of the theoretical aspects involved, the supply of highly
qualified engineers with practical experience must have been
limited.

This placed the established firms which had such

engineers at an advantage.

Second, entry into the market

required a certain amount of capital investment, both in the
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form of equipment and working capital.

In the early 1960s

construction equipment was very difficult to obtain because of
government controls on imports.

Hence equipment was both

scarce and expensive and could be purchased by only relatively
large firms.
To the extent that some contractors construct a higher
quality building for the same price, the product is not
homogeneous.

The established firms attempted to maximise the

possible product differentiation.by advertising in the trade
and business journals.

In a relatively new market, especially

one which requires a high level of technical competence from
the producer, and a very large outlay by the purchaser, it is
to be expected that established firms will receive the bulk of
the market.

The firms which became, and still remain, the

main contractors in the market, were long established in the
more traditional markets in the construction industry.

Most

were previously involved in the construction of large nonresidential buildings, although one was also involved in the
civil engineering market.

It is rumoured that one of the firms

which experienced very high growth in its level of output as
the high-rise building market expanded, benefited (and
continues to benefit) from a certain amount of political
patronage.
Therefore, during the 1960s a small number of firms, with
possible advantages from the barriers to entry discussed above,
were able to supply a slowly growing market.

However the boom

conditions since the 1970s have changed this structure to the
one described above.
The first effect of the high rate of growth of output on
the market structure was to strengthen the position of the
established firms.

They have expanded quite rapidly and

construct all of the very large high-rise building projects,
and a high proportion of the medium sized projects.

While it

is too recent an event to state categorically, these firms do
not appear to have experienced any diseconomies of scale (e.g.
through increased costs of coordination and control).
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However these firms are no longer able to supply the whole
market, and smaller firms have entered into the construction of
high-rise buildings.

While each of the smaller firms accounts

for an insignificant portion of the total market (in most cases
less than one per cent), their diversification into the market
has resulted in quite substantial increases in the value of
construction undertaken by each of the firms.

Of the Category

C and D firms working on high-rise buildings who were interviewed
(either in the site survey or the firm survey), all were
constructing either one or two high-rise buildings along with
other smaller projects.

In most cases the high-rise buildings

accounted for 40

to 65 per cent of the total value of work

undertaken.

firms realise that the boom conditions in the

The

market may last only a relatively short period, so they want to
obtain maximum benefit
time maintaining

from these conditions while at the same

links with their more traditional markets.

As well as the inability of the large, established firms
to supply the whole market since 1973, other factors have
facilitated the entry of the smaller firms.
required is now more widely available.

The technology

Engineers who previously

worked with the larger firms have been attracted to the smaller
firms, or have formed their own companies.

The use of sub

contracting in such areas as post-tensioning, pre-stressing,
and for techniques of construction such as the lift-slab
method, means that the required technical expertise of the main
contractor does not include highly specific knowledge of all
aspects of the construction of the building.

Also the smaller

firms tend to construct only the smaller (four to six storey)
projects, which again lessens the required technical expertise.
This fact also lowers the amount of capital which the firm
needs to enter the market.

Buildings of only four or five

storeys are quite often built without the use of expensive
pieces of equipment such as cranes.

The working capital

required on these projects will be much less than on the larger
projects.
More important, the introduction of new forms of contract,
has lessened the problems of raising sufficient working capital
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for the smaller firm.

Since the rapid rise in the price of

building materials associated with the increase in oil prices,
very few large, private projects have been constructed under
the traditional, fixed-price type of contract.

Many

contractors were caught unawares by the steep rise in prices
in 1973, and were left with projects which would cost more to
complete than the contract price.

In some cases the clients

were willing to adjust the contract price, but in others the
contractors were forced to complete the project at their own
expense or to abandon it.
contract are in use.

Currently, two main types of

The first is similar to the "by

administration" system discussed above in relation to the
intermediate market.

Under this contract the owner of the

building pays directly for the labour and materials, and the
contractor earns either a lump sum or a percentage of the total
costs.

The contractor may send all accounts directly to the

client, or the client may deposit working capital with the
contractor and this is replenished when necessary. The second
method involves a fixed price contract but a substantial
deposit, usually more than 50 per cent, must be paid to the
contractor before the project begins. This enables the
contractor to purchase all of the building materials before
construction commences. This method has the advantages of
minimising the cost of building materials used on the project,
and of offering the client a certain price.

It has the

disadvantages associated with safely storing large quantities
of materials.

In a variation on either of these contracts the

client provides certain types of building materials to the
contractor, in the belief that his connections allow him to
obtain the materials more cheaply than the contractor. This
is quite common in the Philippines.

A third type of contract

is a fixed price contract with payments according to the stage
of completion, but incorporating an escalation clause to take
account of changes in the prices of building materials and
labour.

This type is mainly confined to government contracts.

Under either the first or the second type of contract, it would
be possible for the smaller firms to overcome the problems of
finance which previously may have prevented them from entering
the market.
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Section 3.6:

The Structure of the Intermediate Market

The structure of the intermediate market is more akin to
the perfect competition model.

A large number of medium and

small contractors each account for an insignificant proportion
of the market.

It was shown in Section 3.4 that approximately

80 per cent of the intermediate market sites are constructed
by Category C and D firms, the remaining 20 per cent being
constructed by independent foremen usually under the supervision
of architects.

Estimates derived in Appendix A suggest that

approximately 275 Category C and D firms based in the GMA were
active in the building industry in 1974.

These firms account

not only for the bulk of the intermediate market, but also for
25 per cent of modern market and 20 per cent of conventional
market sites.
It must be remembered that the intermediate market is, by
definition, very specialised and quite small.

It consists of

luxury residential buildings, excluding high-rise buildings,
and non-residential buildings valued between **400,000 and
**800,000.

In this latter category one would expect mainly

factories and medium sized office buildings and commercial
buildings.

However government regulations tightly control the

construction of factories in the GMA so that most are
constructed outside the city limits.

Also medium sized office

buildings do not appear to be in strong demand.

Small firms

operate mainly from residences, while the large and medium
sized firms are constructing high-rise office blocks or
purchasing or leasing space in these modern market buildings.
According to the detailed list of permits issued in 1974,
only 150 permits were granted for buildings in the intermediate
market.

The Category C and D firms constructed 80 per cent or

120 of these sites.

Given that approximately 30 firms are

operating simultaneously in the modern and intermediate markets,
a maximum of another 90 firms could be engaged in the
intermediate market along with projects in the conventional
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market, general engineering, speciality construction, or the
building industry outside of the GMA.

This represents a

maximum of 120 firms working in the intermediate market.
The remaining 150 Category C and D firms must be operating
in the conventional market, either solely or with projects in
the building industry outside the GMA or in general engineering
or speciality construction.

In 1974 these firms' share of the

conventional market amounted to approximately 620 sites.
Allowing for the fact that the firms operating in both the

*

intermediate and conventional markets constructed approximately
200 of these sites, this leaves 420 sites for the 150 firms.
In 1974 approximately 30 intermediate market sites were
constructed by foremen, usually supervised by architects.

As

most foremen work on only one site at a time, and as most
intermediate market projects take from five to eight months to
complete, it is likely that approximately 30 different foremen
were operating in the market.

Most of them would supervise

conventional market projects as well as an intermediate
project during a 12 month period.
Therefore approximately 150 contractors (firms or
independent foremen) were operating in the intermediate market
in 1974.

This should be regarded as a maximum estimate.

However of more importance than the exact number of contractors
operating in the market is the fact that no contractor is large
enough to control a significant share of the market.

Of the 17

Category C and D firms interviewed, the firm which had
undertaken the largest volume of intermediate market
construction accounted for only four per cent of the total
market (this firm constructed only luxury residential buildings).
Two firms had completed projects equivalent to approximately
two per cent of the market, and all others accounted for less
than one per cent of the market.

While it cannot be claimed

that these firms were randomly selected from all active firms,
they are more likely to be biased toward the larger firms.
It is apparent that the level of industrial concentration
is much lower in the intermediate than the modern market.

One
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of the main Reasons for the emergence of this market structure
has been the lack of barriers to entry.

Very little equipment

is used and because of the size of the project the working
capital required is limited.

Economies of multi-site

operations do not appear to be significant as most of the
possible benefits (e.g. organising labourers into specific job
teams which move from site to site) require the construction
of a large number of sites in the one area.
occurs.

This rarely

As the techniques of construction are not particularly

complex, this aspect does not act as a barrier to entry as it
initially did in the modern market.

It also makes it more

difficult for the builder to differentiate his product from
that of the other firms.

Coupled with the slow growth in the

size of the market, the above factors have created an
environment similar to the perfect competition model.
Section 3.7:

The Structure of the Conventional Market

The structure of the conventional market also closely
resembles the perfect competition model for the same reasons
as discussed for the intermediate market.

It has already been

established that a maximum of 240 Category C and D firms are
operating in the conventional market.

However approximately

70 per cent of the market (in terms of number of sites) is
constructed by foremen in cooperation with owners and another
10 per cent by foremen supervised by architects.

This means

that approximately 2,460 conventional market sites were
constructed by independent foremen in 1974.

Evidence available

from the foremen interviewed in the site survey suggests that
independent foremen construct two to three projects during the
year.

This implies that approximately 1,000 independent

foremen were operating in the conventional market in 1974.
The important role played by the independent foremen in
the building industry in the GMA is illustrated by the fact
that, assuming no great difference in shares of each market as
measured by number or value of projects, the independent
foremen were responsible for a higher level of output than the
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Category C and D firms in 1974.

The independent foremen do not

work for construction firms or for only one architect or
engineer.

Rather they operate on a freelance basis relying on

contacts in the industry to obtain work.
Seventeen of the foremen interviewed in the site survey
were of this type.

Most began work on the building sites as

unskilled labourers and spent from nine to 20 years acquiring
skills and working at the various trades before becoming a
foreman.

For approximately half of those interviewed this

period was of nine to 15 years duration.
All independent foremen maintain a "permanent" group of
labourers who transfer with him from site to site.

The foreman

usually works on only one site at a time, with each project
lasting approximately four to six months.

Two or three times a

year the foreman must search for new work, and his success or
failure will influence the stability of employment of the
members of his permanent work force.
of his jobs through informal contacts.

The foreman obtains most
Half of the respondents

obtained their current job on the basis of work they had
previously done for the owner of the building, or a friend or
relative of the owner.

The other half had been recommended for

the position by an architect or engineer for whom they had
previously worked.
Section 3.8:

Some Implications of the Market Structure

The discussion of Sections 3.5 to 3.7 suggests that
contractors in the building industry in the GMA cover a wide
spectrum ranging from the self-employed, independent foremen
to the large construction firm.

While most of the industry's

output is produced at either end of the spectrum, the group of
medium-sized, experienced firms provide the industry with
greater flexibility in meeting with changes in demand.

This

is illustrated by the expansion of the modern market which
resulted in the medium-sized firms moving into the construction
of high-rise buildings.

Any fall in the capacity of the

intermediate market was met by independent foremen (under the
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supervision of architects) moving from the conventional market.
Hence the structure of the building industry constitutes a
sound base for coping with increases in demand and changes in
the output mix.

This fact, together with the minor role played

by foreign firms, is an indication of the degree of
sophistication and competence attained by the industry.
The competitive nature of the conventional and intermediate
markets should contribute to efficient production of output.
Clients in these markets are likely to obtain a building at a
price approaching the lowest possible cost.

The structure of

the modern market, where a small number of very large firms
control a substantial share of the market and a large number
of smaller firms operate at the periphery, allows the
possibility that producers may use their market strength to
earn monopoly profits, and increase the price of the product.
The oligopohistic structure of the modern sector has arisen
largely because of the nature of the industry.

The

construction of high-rise buildings requires expensive
equipment and advanced technical knowledge.

The construction

industry is different from most other industries as the total
level of output cannot be regarded as a continuous production
of units of similar value which, subject to the benefits of
economies of scale, can be efficiently produced by firms of
approximately the same size.

The ratio of the value of the

largest project to the smallest project in the high-rise
building section of the modern market was slightly higher than
60 in June 1975.

In a market which includes a small number of

very large projects and a large number of smaller projects, and
when the larger projects are always constructed by the same
firms, a highly concentrated market structure must emerge.
While this market structure has not resulted from the
deliberate actions of the small group of large contractors,
they do face less competitive pressure because of it.

Prices

in the modern market may include some monopoly profit as a
result.

This does not imply that prices would be lower in a

perfectly competitive environment.

The advantages of large

scale production may be greater than the monopoly profits.
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Section 3.9;

Strategies Adopted by Contractors to Cope with
Fluctuating Demand

The fluctuations in the level of building industry output
are analysed at the macro level in the following chapter.

This

section examines some of the methods adopted by construction
firms to minimise the problems created by an uncertain demand.
The effects of the fluctuations on the independent foremen will
be discussed in Chapter 8.

The discussion is based on

information gained from interviews with construction firms
engaged in the building industry in the GMA.

In total, 16

Category A and B firms and 16 Category C and D were interviewed
in the two surveys conducted by the author.

This group

included approximately half of the large firms which dominate
the modern market.
Generally, the firms attempt to minimise the fluctuations
in their level of activity by spreading their interests over
as wide a spectrum of the construction industry as possible.
The contractor will rarely confine his activities to one narrow
market.

Despite these precautions contractors do experience

periods of low demand.

They therefore attempt to minimise

their long term commitments and overhead expenditures which
allows them to cut back or expand their capacity at short
notice and minimum cost.

This is achieved through sub

contracting specific jobs on most projects, and by maintaining
the majority of their work force on a casual basis.
Firms can expand the scope of their activities by
accepting projects from different clients, by working in
different markets, and by widening the geographic area in which
they operate. Only five of the 32 firms (15 per cent) obtained
„
7
all of their contracts from the one type of client in 1974-75.
Thirty-eight per cent of the firms completed projects for
clients from three different categories.

The majority of the

The different categories specified in the questionnaire were
national government, provincial or local government, private
business firms, private individuals, and speculative building
by the contractor.
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firms interviewed (75 per cent) undertook projects in general
engineering construction and speciality construction as well
as in the building industry.

Of the eight contractors who

worked only in the building industry, all but one were engaged
in two different markets.

Virtually all of the larger firms

undertook projects outside the GMA.

However, as most provincial

towns supported a number of small contractors, few of the small
firms based in the GMA expanded their catchment area beyond the
metropolitan region.
As contractors face an uncertain future demand they employ
most of their work force on a casual basis.

The exceptions to

this are the managerial and administrative staff who are
usually regarded as permanent employees.

Half of the firms

interviewed claimed that they would attempt to retain at least
some of their foremen during periods when they could not be
fully employed.

Hence the firms offer greater security of

employment to their clerks and typists than to their highly
skilled manual labourers.

While these arrangements are of

obvious benefit to the firms, they create difficulties for the
construction labourers who are provided with what appears to
be precarious employment by the industry.

The mechanisms with

which they adapt to this instability are examined in Chapter 8.
Sub-contracting particular jobs on each project assists
the firm in minimising the problems created by the fluctuations.
The electrical and plumbing work are usually sub-contracted on
all sites.

On the intermediate and conventional market sites,

these jobs are let to self-employed artisans (pakiao), while
on the larger projects firms specialising in the appropriate
activity are awarded the contract.

On the larger sites special

construction activities such as post-tensioning, excavation,
waterproofing and air-conditioning may also be sub-contracted.
This practice means that firms do not need to purchase
special equipment or hire technical personnel or skilled labour
which would be idle during periods of low demand.
Most, if not all, firms were still managed by the family
who established the enterprise.

The respondents were asked

whether they, the owners of the firm, had business interests
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other than the construction firm.

Nineteen answered 1 yes1,

five 1 no1, and eight refused to answer.

More than half of the

supplementary business concerns were related to the building
industry (e.g. the production and supply of building materials,
real estate, architectural and engineering consultancy).

Hence

there is a certain amount of vertical integration in the
industry.
There are, of course, some firms which are unable to
survive the periods of low demand and are forced to leave the
industry.

This is illustrated in the relatively high

proportion of licensed firms who could not be contacted during
the survey of firms (see Appendix A).

However, a large number

of firms using the techniques discussed above are able to cope
with the fluctuations in the level of activity and have been
active in the industry for a considerable period.
Section 3.10:

Role of the Government in the Building Industry

The legal constraints within which the building industry
must operate include registration with the Philippine Licensing
Board for Contractors, minimum wage legislation and a labour
code specifying employment conditions.

Each of these are

discussed in later chapters and Appendix A.
The government's major influence on the industry is
through its impact on the level and composition of demand.
This can be either direct, through the value of government
buildings constructed, or indirect, through the impact of
government economic policies on the level of investment demand.
The government is much less important as a client in the
building industry compared to general engineering construction.
Table 3.1 shows that government building represents only six
to ten per cent of total building output.

However, the

government can influence both the absolute level and the
composition of building activity through its credit policies,
investment incentives and other macro-economic policy measures.
This point is documented in Chapters 4 and 5.
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The Philippine Contractors Association (PCA) is a grouping
of contractors and other firms connected with the industry.
Over the last few years a concerted effort has been made to use
the PCA as an active lobby to the government on such matters as
the labour laws, escalation clauses in government contracts,
bidding procedures for government contracts and government
attitudes to foreign contractors.

As of October 1974 the PCA

had approximately 220 members with about 60 per cent of these
being contractors.

Table 3.4 shows the membership of the

Manila branch of the PCA by the registered category of the
contractor.

Fifty per cent of the licensed Category A and 23

per cent of the Category B firms were members of the PCA at
this time.

This compares with only eight per cent of the

Category C and speciality contractors, and one per cent of the
Category D firms.

Hence the PCA represents mainly the larger

modern section of the industry.
Contact between the PCA and the appropriate government
departments appears quite close, and the PCA has had some
success in influencing government policy over the last few
years.

In 1974 Presidential Decree 454 introduced an

escalation clause into government contracts to deal with the
spiralling price of building materials following the earlier
devaluations and oil price rise.

The government amended tax

and import duty rules to allow domestic firms to bid for
internationally financed projects on equal conditions with
foreign contractors.

The PCA has also had some limited success

in lobbying the government on the terms of the new labour code
(see Section 7.10).
Section 3.11:

Conclusion

Discussing the construction sector (building plus general
engineering) in Kenya, Ethiopa and Sri Lanka, Turin argues that:
The industry is these countries does not have a sound
structural base on which to build a substantial
expansion.
In all three countries the structure of
the industry is characterised by an extreme dichotomy:

TABLE 3.4
Number of Contractor Members’ of the Philippine Cons tractors Association
(Manila Branch) by Category, October 1974
Category

Speciality
Contractors

Total

A

B

C

D

Number

47

25

23

12

24

131

Percentage
of
Licensed
Firms

50

23

8

1

8

7

Source: List of members supplied by the Philippine Contractors Association
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at one end, a large number of small and very small
indigenous contractors or self-employed artisans, at
the other a small number of large and very large
private or public contracting organisations.^
The large firms are often foreign owned.

The small indigenous

contractors account for only a minor proportion of the total
demand as the design and specifications of all but the simplest
buildings are beyond their capabilities.

This results both

from specifications based on western standards and from the
lack of experience of these firms.
With a dualistic structure buildings outside the main
concern of the two groups of contractors are unlikely to be
efficiently constructed.

The small firms may not have the

competence to supervise these projects, while the modern firms
will only construct medium-sized projects when larger ones are
not available.

More importantly, this type of structure does

not provide a basis for an expansion of the modern market
through medium-sized firms upgrading their capacity after the
appropriate experience.

This could create a bottleneck in the

expansion of the country's infrastructure and stock of
buildings.
The situation in the Philippines as described above is
quite different from that found in these countries.

The

industry appears capable of meeting the demand in all markets
in the industry.

While the large firm and self-employed

artisan play important roles in the industry, there is a
considerable number of medium-sized firms with some expertise
and experience.

In this respect the industry in the

Philippines is similar to that in South Korea, as described
by deWilde et al. [1972].^
Contractors in both countries benefited from working with
American engineers and contractors during the reconstruction

^ Turin et al.

[1972], p.C.3.

^ If the volume of work completed outside the home country is
an indication, the Korean industry is probably slightly more
advanced than its Filipino counterpart.
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periods following World War II and the Korean War.

This

period provided experience in the use of equipment and in
working to advanced plans and specifications.

The Philippines

also inherited an established education system based on the
American framework which produced a large number of engineers
competent in the modern techniques of construction.

A large

number of the medium-sized firms are engineers who have
established their own business.

While the large firms and the

self-employed artisans account for a larger share of the
industry's output, the medium-sized firms do provide a sound
base for an expansion of the industry.

This was witnessed with

the growth of the modern market in the GMA since 1973, when a
large number of these firms were able to move into the modern
market and meet the excess demand.
It has also been shown that a group of contractors have
survived the fluctuations in demand and have acquired
considerable experience over many years in the industry.

These

firms have removed the need to rely on foreign contractors for
virtually all building projects.

In general engineering

construction foreign firms often win contracts on large,
internationally-financed projects.

However the largest

construction project undertaken in the Philippines, the
Pantabangan Dam, was recently completed by a consortium of
Filipino contractors.

The local firm completed the project

ahead of schedule and at a price well below that bid by overseas
firms.

If this consortium practice is continued in the future,

then it is likely that most construction activity will soon be
undertaken by Filipino firms.
Finally, the industry structure suggests that most
buildings are constructed at competitive prices.

The possible

exceptions are the largest high-rise buildings, which are
constructed by a few very large firms.

However as this

structure results mainly from the nature of the market, a more
competitive environment need not imply lower costs for the same
quality product.
see Section 4.4 for a discussion of the impact of this
contact on the industry in the Philippines.

CHAPTER 4
FACTORS INFLUENCING THE LEVEL OF EMPLOYMENT:
AN ANALYSIS OF THE MACRO DATA
Section 4.1:

Introduction

In Section 1.2 it was shown that one of the possible
contributions of the building industry to economic development
was through employment creation and the effect of this on the
eradication of urban poverty.

In Chapters 4 to 6 of this

thesis we examine the level of employment generated by the
industry.

We estimate the number of persons employed in the

industry and analyse the short and long term fluctuations in
this level of employment.

Possible causes of changes in the

size of the industry's work force are critically evaluated.
A central question to be examined is the reasons for the
use by the industry of a relatively capital-intensive
technology.

Among these may be a change in the industry's

output mix, a change in the relative factor prices and the
influence of the education of Filipino engineers.

In this

chapter macro data for the construction sector are used to test
these hypotheses.

It will be shown that the change in the

output mix is the main reason for the fall in the labour-output
ratio in the sector.

Since no separate data on the level of

employment in the building industry are available, the macro
analysis refers to the construction sector in the Philippines.
This has the advantage of placing the study of employment in
the building industry in the GMA which follows into a wider
perspective.
In Chapter 5 I shall discuss the change which has
occurred in the output mix of the building industry in the GMA
and examine the reasons for this shift in demand.

Chapter 6

looks in greater detail and with the use of micro data into
some of the issues raised in Chapter 4.

The impact of the

change in the output mix on the level of employment generated
by the building industry will be calculated.
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The industry mix of an economy is often recognised as
possibly a more important determinant of the choice of
technology and hence employment generation than relative factor
prices [Power and Sicat, 1971; Oshima, 1972; and ILO, 1974].
However, there have been very few detailed studies of the
impact of a change in the output mix on the level of employment.
The following chapters provide such a study for one particular
industry.

As we shall also illustrate that the forces causing

the change in the output mix in the building industry are common
to the industrial sector as a whole, the proposition which
emerges from the analysis may be valid for a wider section of
the economy.
Section 4.2;

The Sources of Data

Two sources of data on the level of output in the
construction sector are available.

The most commonly used are

the value added and gross value of construction series prepared
as part of the National Accounts.

However alternative

estimates are made by the Philippine Architecture, Engineering
and Construction Record (PAENCOR), a privately published
journal.

Before analysing the trends which emerge from these

series, the methodology and limitations associated with each
of the estimates will be discussed.
The value of private building activity in the National
Accounts estimates is based largely on the value of building
permits issued by local government authorities in Manila and
24 other cities.

The permits are assumed to be undervalued to

the extent of representing only 70 per cent of the actual cost
of buildings constructed.

The level of private building in

Manila and the other cities is inflated to the level for the
Philippines as a whole by the assumption that the ratio of
construction in the 25 cities to construction in the
Philippines is identical to the ratio of the aggregate increase
This discussion is based on the National Economic Council,
Sources and Methods of Estimation for the National Accounts of
the Philippines and Supporting Tables3 1971.
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in assessed value of taxable real property in the 25 cities to
the increase in total assessment for the country.

This gives

the value of private non-farm construction in the Philippines.
The value of farm construction is obtained by extrapolating
from a benchmark estimate established by the 1956 Survey of
Private Capital Formation in Agriculture.

It is assumed that

the increase in farm construction follows the trend in value
added in agriculturef except in years in which massive
reconstruction has followed natural calamities.

The sum of

farm and non-farm construction gives the total gross value of
private construction.

This is sub-divided into residential and

non-residential building on the basis of the permits issued in
the 25 cities.
The estimate of the gross value of government construction
represents the total expenditure for construction and major
repairs of buildings and infrastructure works incurred by all
government agencies (national, local and corporations).

The

sum of private and government construction gives the total
gross value of construction at current prices.

Net value added

in construction is obtained by multiplying this estimate by the
value added ratio which is calculated from data collected in
the 1961 Economic Census of the construction sector.
While the National Accounts data on the level of building
activity are undoubtedly more reliable than similar estimates
for a large number of third world countries, they do suffer
from a number of limitations.

The first problem arises from

the reliance on building permits as the basis of the estimate
of private construction.

These data have a limited coverage as

not all buildings constructed in the 25 cities are registered
with the local authorities.

One would expect that the majority

of the unlicensed buildings are the smaller and more temporary
structures, but some large projects may also fail to obtain
permits.

Obviously, the coverage of the building permit data

will vary from city to city with the vigilance of the local
authorities.
Secondly, the value of building permits issued probably
underestimates the total cost of buildings constructed as
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owners often undervalue their proposed projects when applying
for a permit.

The price of the permit increases with the

estimated cost of the building.

The National Accounts

statisticians attempt to overcome this problem by the
assumption that the value of permits issued represents only
70 per cent of the value of buildings constructed.

This

assumption is based on three studies conducted in the mid-1960s
on the extent of underestimation of building permits.

A survey

conducted by NEDA in 1975 should show whether this assumption
is still valid.
A third problem associated with the use of building permit
data is that the permits indicate only the intention to build
and not the level of construction which actually takes place.
It is possible, indeed likely, that a part or the whole of a
building is constructed in a year other than that in which the
permit is obtained.

The extent to which this occurs because of

lags between the issue of the permit and the commencement of
construction may be lessened by the penalties which are
incurred if construction does not commence within three months
of the date of the permit.

If the building is not commenced

within 12 months then a new permit must be obtained.

Even if

projects are commenced in the year that the permit is issued
construction may well continue into following years.

If the

level of construction activity over time is relatively stable,
or at least increasing or decreasing at a steady rate, then
this problem will be minimised.

However, in periods of sharp

fluctuations, or where a very large project is involved, these
data could give misleading estimates.
A second limitation of the National Accounts methodology
is the way in which estimates of the level of activity in the
25 cities is inflated to the level of activity for the country
as a whole.

While the assumption (that the level of

construction activity in the 25 cities will bear the same
proportional relationship to construction in the Philippines
as the increase in the assessed value of taxable real property
in these cities to the country as a whole) may give an adequate
indication„of the trend over time, it will not capture annual
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fluctuations around this trend.

The value of property may

change for reasons other than new construction.

Also, the

ratio used to inflate the level of construction in the 25
cities is the value predicted by a linear (and since 1971
curvilinear) trend.

During periods in which the level of

construction outside the 25 cities fluctuates independently of
the level of construction in the 25 cities, the estimated
values could be misleading.
Another limitation of the National Accounts estimates is
the application of a constant value added ratio to the gross
value of construction to obtain the net value added series.
It is likely that the actual value added ratio has changed over
time with changes in the output mix of the sector, with the
introduction of new techniques of construction and with the
increase in the price of construction materials.

This weakness

has been rectified in the latest estimates of the National
Accounts for the period 1972-1974.

2

A declining value added

ratio has been utilised, although as yet it is not clear how
the ratios were calculated.
The final problem which will be discussed is the
derivation of constant price estimates.

Prior to 1967 the

Manila retail price index of construction materials was used
to deflate both the gross value of construction and the net
value added series.

Since 1967 the value added series has been

deflated by a money wage rate index based on wages received by
construction labourers working in Manila, while the gross value
of construction has been deflated by a composite price index
derived as a weighted average of the money wage and the retail
price of construction materials.
'This poses the question of what meaning can be attached
to a real value added series.

Value added is a monetary

concept and has no natural units of value or of quantity
2

See NEDA, National Income Series, No. 3, 1975.
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measurement.

Theoretical analysis'^ shows that a real value

added function with the desired properties must exhibit
constant returns to scale. Assuming that such a value added
function does exist for the construction industry, then the
correct deflator would be a composite index of the price of
labour and capital (assuming that labour and capital are the
only primary inputs in the value added function), in which the
weights applied to the two indices are determined by the cost
function which minimises the production of a unit of value
added.

Given the restrictive nature of these assumptions and

the fact that this cost function is not known, what is the best
alternative?
In the National Accounts the value added estimates are
currently deflated by a money wage rate index.

This in effect

assumes that the price of capital is changing at the same rate
as the price of labour.

Therefore the real value added series

will be over or underestimated to the extent.that the price of
capital increases at a faster or slower rate than the price of
labour.

An alternative methodology is the so-called Double

Deflation Method in which real value added is defined as the
difference between the value of output and the value of
material inputs each of which has been deflated by an
appropriate index.

The difficulty in using this method lies

in obtaining information on the value of material inputs used
in construction activity.

In the National Accounts estimates

the level of material inputs is assumed to be a constant ratio
of the level of output.

The value of this ratio is equal to

one minus the value added ratio.

This of course is the general

weakness of the value added series whether it be in current or
constant prices.

Lloyd [1975, p.28] has shown that the 1... sufficient and
necessary condition for the existence of a real value added
function with the desired properties, which we may construe as
a unit of value added, and of a price index which may serve as
a price of a unit of value added, is that there exist a
quantity index of the primary inputs which is linearly
homogeneous1. He further proves that the desired price index
for deflating the value added function is obtained by
minimising the cost function for the production of a unit of
value added.
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In view of all the problems associated with the value
added series it will not be used to any great extent in the
discussion that follows.

One of the main purposes of a value

added series is the derivation of an index of labour
productivity.

However, given the problems discussed above it

would appear that the best series to use for this purpose is
the total gross value of construction deflated by an
appropriate index.

The usual objection to this is that an

increase in total output resulting solely from an increase in
the value of materials used would be registered as a gain in
productivity.

However, because of the way value added is

estimated in the National Accounts this problem will not be
overcome by using the value added series.

Therefore the usual

objection to the use of total output also applies to the use of
value added in this particular case.
Once it is decided to use total output rather than value
added the main problem is the choice of a deflator.

As a price

of output index is not available, a composite index comprising
the retail price of construction materials and the money wage
rate will be used.

Such an index will be a close approximation

to a price of output index if pricing is based on a cost-plus
method and if inventory levels do not influence pricing.

Both

of these conditions hold in the present circumstances.
Ideally one would like a different price index for each
component of the industry's output, i.e. for residential
building, non-residential building and government construction,
although even at this level of aggregation the output in each
component is far from homogeneous.

However, as the types of

construction materials and labour used are, to a large extent,
the same in each of the three categories this problem is less
acute.

One might also prefer to apply different weights to

each of the price indices for the three categories of
construction.

The use of one set of weights for all of the

categories will create problems only if the elasticity of
substitution between categories is very high.

For that case a

change in the relative factor prices (of materials and labour)
would result in a much greater change in relative factor usage
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in one or two of the categories.

However, there is no reason

to believe that this is in fact the case for the construction
industry in the Philippines.

The weighting used in the

composite price deflator is that used by the National Accounts
statisticians, 40 per cent to the wage index and 60 per cent
to the price of construction materials index.

It is likely

that this weighting overestimates the share of wages in total
costs, especially for the 1970s when sharp increases in the
prices of construction materials may have changed the relative
position.
PAENCOR uses two different methods to estimate the level
of construction activity and takes the average of the two as
the assumed value of the level of output.

The first, PAENCOR

Method A, is based on building permits issued and estimated
population, while the second, PAENCOR Method B, is calculated
from data on the consumption of construction materials.

In

Method A the level of private construction is divided into
urban and rural construction.

The level of urban construction

is taken as the value of permits issued in Manila and 36 other
cities, after adjustment for undervaluation.

The estimated

population of the country for the year under study is divided
into rural and urban.

The level of per capita construction in

urban areas is then calculated.

Per capita rural construction

is derived from the urban estimate with a quantity and a
quality cost adjustment.

It is assumed that the cost

adjustments are one-half for quantity factors and two-thirds
for quality factors.

Therefore per capita construction in

rural areas is one-third of per capita construction in urban
areas.

The level of government construction is taken from the

National Accounts estimates.

The peso value of construction

on United States defense bases is also included.

This method

is quite similar to the National Accounts estimates except for
the way in which rural construction is measured.

However, this

alternative method of calculating rural construction does not
solve the problems discussed above in relation to the National
Accounts data.

Assuming that the estimated levels of rural and
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urban population are based mainly on time trends, the level of
building activity in the rural areas will follow the
fluctuations of the level of building activity in the urban
areas.
The PAENCOR Method B estimates are obtained by inflating
the value of 'basic construction materials consumed1 to the net
cost of construction activity.

Basic construction materials

are taken to be steel bars, galvanised iron sheets, structural
shapes and sections, lumber, plywood, wall boards, sand and
gravel and cement.

Estimates of the quantity and value of

materials consumed, including imports, are obtained from major
producers and various government departments.

Most of the

materials are at factory prices and exclude transportation and
marketing costs.

Basic construction materials are assumed to

represent 40 per cent of the total cost of materials.

Net cost

of construction activity is the sum of labour and total
material costs in the ratio of one to four, i.e. materials
account for 80 per cent of net costs.
This methodology represents an interesting alternative to
that based on the level of building permits.
of problems remain.

However, a number

First, reliable estimates of the value of

materials consumed are difficult to obtain.

Second, accurate

data on the ratio of material costs to the total value of
construction are required.
inadequately covered.
from the cities.

Third, rural construction is

All data on construction materials comes

As a large percentage of rural construction

materials are likely to be locally produced, fluctuations in
the level of rural construction will not be reflected in the
estimates.

This problem could also arise from large government

infrastructure projects undertaken in rural areas.

To the

extent that some of the materials for such projects are locally
obtained and therefore not reported, the value of such projects
will be underestimated.
While it could not be claimed that these estimates are
likely to give a closer approximation to the actual level of
construction activity than the National Accounts estimates, the
PAENCOR have shown that a methodology based on the value of
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construction materials consumed is feasible.

Given some of the

problems associated with the permit valuation methodology it
may be worthwhile for NEDA to estimate series using both
methodology.

If the two series were found to be compatible,

the real value added series could be calculated by the double
deflation method.
The four estimates of the total gross value of
construction are presented in Table 4.1.

The year 1955 was

chosen as the starting point for the study as a number of the
data series commence on this date.

Also, by 1955, the economy

had recovered from the unusual conditions of the reconstruction
period after World War II and had begun its post-war recovery.
Table 4.1 and Figure 4.1 show that the National Accounts,
PAENCOR Method A and the PAENCOR Average series present similar
estimates.

However there are substantial differences between

the National Accounts and PAENCOR Method B series for the
periods 1964 to 1967 and 1970 to 1974.

The earlier period

coincides with a sharp expansion in the level of government
expenditure on infrastructure (Section 4.8).

For reasons

discussed above government construction may be under-reported
in the PAENCOR Method B estimates.

This may also explain the

divergence between the two series in 1970 when the level of
government construction fell by 50 per cent, but the PAENCOR
Method B series recorded only a relatively small decline in the
total value of construction.

From 1971 the difference between

the two estimates may have resulted from the substantial
increases in the price of construction materials caused by the
devaluation of the peso and the rise in oil prices.

Because

of the rapid nature of the rise in construction costs (the
price of construction materials index more than doubled between
1971 and 1974) the degree of underestimation in permit data may
have increased during this period.

However, it is difficult to

accept the decline in total construction activity in 1974
suggested by the PAENCOR Method B series.

This was a boom

period both for the economy and the construction sector, with
substantial increases in the level of government construction
and non-residential buildings.

The apparent fall may have
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TABLE 4.1
Different Estimates of the Level of Activity in
the Construction Sector ( 1 967 Prices, J>m)
(A)
National accounts
estimates total
gross value of
construction

1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1 965
1 966
1967
1968
1969
1970
1971
1972
1973
1974

899
1 ,077
1 ,258
1,176
1 ,277
1,188
1,387
1 ,363
1 ,675
1 ,834
2,055
1 ,998
2,287
2,003
2,219
1 ,697
1 ,837
2,386
2,474
2,622

(B)
PAENCOR assumed
value of
construct!on
activity:Average
of Methods A & B
n .a .
n. a.
n. a •.
1 ,069
1,122
1,162
1 ,296
1 ,308
1 ,727
1 ,787
1 ,835
1,718
2,076
2,208
2,158
1 ,886
2,103
2,406
2,343
2,705

(C)
PAENCOR
Method
A

n. a .
n. a.
n. a.
1,112
1,123
1,148
1 ,296
1,219
1 ,639
2,055
1 ,962
1,916
2,475
2,375
2,052
1 ,694
1 ,666
1 ,959
1,911
2,862

(D)
PAENCOR
Method
B

n .a
n. a
n. a
1 ,026
1,119
1,176
1 ,297
1 ,397
1 ,815
1 ,518
1 ,708
1,516
1 ,677
2,040
2,263
2,078
2,540
2,854
2,774
2,549

Current price estimates obtained from National Accounts data and
various issues of the Philippine Architecture Engineering and
Construction Record (PAENCOR)
(1) Current price estimates were deflated by a construction
composite price index similar to. that used in the National
Accounts estimates since 1967. The index is a weighted
average of the retail price of construction materials index
(60 percent) and a construction money wage rate index (40 percent).
The average money wage of the construction sector was calculated
as the weighted average of the daily wages of carpenters,
electricians, masons, painters, plumbers, foremen and unskilled
labourers as reported by the Central Bank Statistical Bulletin.
The weights were those used by the National Accounts statistic
ians. Both the wages and the price of construction materials
refer to conditions in Manila.
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FIGURE 4.1
Different Estimates of the Total Gross Value of Construction
Source:

Table 4.1
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resulted front the practice during this period of contractors
purchasing most of the materials for a project at the
commencement of work on the site, rather than spreading the
purchase over the whole construction period.

For large

projects taking more than one year to complete, this could
introduce an error into the estimates.
The main source of data on the Philippine labour force
is the National Sample Survey of Households Bulletin (formerly
the BCS Survey of Households Bulletin).

From 1956 to 1971

nationwide sample surveys were usually conducted in May and
October of each year.
quarterly.

From 1972 they have been undertaken

Apart from the inaccuracies created by sampling

variability, the main problem with this data has been a lack of
consistency between the actual population of the country and
the control population used to extrapolate the results of the
labour force surveys to the country as a whole [Ruprecht, 1966
and ILO, 1974].

Labour force, employment and unemployment data

have been re-estimated to correct for this bias by the Ranis
Report [ILO, 1974].

These are the data used throughout this

thesis.
Annual estimates of the construction work force are taken
as the average of the May and October surveys up to 1971, and
the average of the four surveys since 1972.

For the three

years in which only one survey was undertaken (1960, 1964 and
1969) , the estimate was obtained in the following way.

For the

years in which the survey was conducted in both May and October,
the average proportional difference between the May and October
figure and the May-October average was calculated.

This average

proportional increase or decrease was then applied to the sole
May or October figure for each of the three years to give an
estimate of the May-October average.

No survey was undertaken

in 1970.
Section 4.3:

The Relative Size of the Construction Sector

Over the period 1957 to 1973, value added in construction
increased at a slower rate than any other sector except

91

agriculture, while employment in construction increased at a
faster rate than all sectors except services and commerce.
Table 4.2 shows that the average annual rate of growth of value
added in construction was approximately 4.1 per cent, compared
to an increase in NDP of 4.6 per cent.

However, in 1972 and

1974 construction had the highest growth rate of all sectors.
Value added in the construction sector accounts for
approximately three to four per cent of NDP.

Owing to the

emphasis placed on industrialisation in post-war economic
development and the consequent rapid growth of investment in
durable equipment, the output of the construction sector as a
proportion of Gross Fixed Capital Formation^ has fallen
substantially since 1955 (Table 4.3).
The level of employment in the construction sector
increased by an average of 3.9 per cent per annum, compared to
2.8 per cent for the total employed work force.

This was equal

to the growth in employment in the commerce sector, and only
the service sector increased its work force at a faster rate.
The share of the construction sector in the total employed work
force has increased from approximately 2.5 per cent to 3.0 per
cent, while its contribution to total non-agricultural
employment has fluctuated within the range of 5.9 and 7.3 per
cent.

The sector accounted for approximately 12 per cent of the

male non-agricultural work force during the early 1970s.

As the

growth rate of value added in construction is slightly higher
than that of employment, labour productivity in the sector has
increased.
The construction sector has experienced the severest and
most frequent fluctuations in its level of output and employment
of all the sectors.

The real gross value of construction

actually fell in six of the years after 1955 and a negative rate
of growth of employment occurred in at least eight years.

Gross Fixed Capital Formation is the sum of the economy's
investment in construction projects (i.e. the output of the
sector) and investment in durable equipment.

The
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TABLE 4.2
Rate of Growth of Value Added3 and Employment
by Sector, 1957 to 1973b
(per cent)

Value added

Employment

Agriculture, fishery and forestry

3.5

2.1

Mining and quarrying

7.4

1 .0

Manufacturing

6.1

1 .9

Construction

4.1

3.9

Transport, communication storage
,and utilities

5.0

3.6

Commerce

5.3

3.9

Services

4.3

5.2

Net Domestic Product

4.6

Total employed work force

Notes: (a)
(b)

Source:

2.8

1967 prices.
The starting value was taken as the average of the
1956, 1957 and 1958 estimates, and the final value
as the average of the three year period, 1972-1974.
National Accounts estimates and the National Sample
Survey of Households Bulletin. The value added in
construction was estimated on the basis of a
constant value added ratio and deflated by the
construction money wage index.

TABLE 4.3
Position of the Construction Sector in Net Domestic Product,
Capital Formation and Employment, 1955 to 1974.
(A)
Total gross
value of
construct!on
1967 prices
(Pm.)
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973

(B)
Annual rate
of change
(per cent)

899
1 ,077
19.8
1 ,258
16.8
1,176
-6.5
1 ,277
8.6
1,188
-7.0
1,387
16.8
1,363
-1.7
22.9
1 ,675
1,834
9.5
2,055
12.6
-2.8
1,998
2,287
14.5
-12.4
2,003
10.8
2,219
-23.5
1,697
8.2
1 ,837
2,386
29.9
5.7
2,474
2,622
6.0
(see following page).
-

(C)
Value added in
construction
as a percentage
of NDP
1967 prices
3.4
3.8
4.1
3.4
3.4
3.0
3.3
3.1
3.6
3.9
4.1
3.7
3.8
3.1
3.1
2.5
2.8
3.5"
4.0
3.4

(D)
Construct!" on
as a percent
age of gross
fixed capita1
formation
1967 prices
56.1
55.9
55.1
53.0
50.4
52.6
47.6
43.2
45.0
43.4
46.6
42.6
39.6
33.9
37.8
30.2
31 .1
38.9
36.9
32.6

(E)
Number of
persons
employed in
cons truction
sector
(thousands)
-

209
242
231
210
262
257
262
320
358
314
299
326
378
352
461a
450
429
438
394

(F)
Annual rate
of change
of employ
ment
(per cent)

(G)
Share of the
total employed
labour force
in construction
(per cent)

-

15.8
-4.5
-9.1
24.7
-1 .9
1 .9
22.1
11.9
-12.3
-4.8
9.0
16.0
-6.9
30.0a
-2.1
-4.7
2.1
-10.7

2.5
2.8
2.5
2.3
2.8
2.6
2.6
3.0
3.1
2.9
2.7
2.7
3.2
2.9
3.8a
3.6
3.3
3.3
2.8
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TABLE 4.3

(Continued)

Notes:

(a)

See point (5) below.

Source:

(1)

Column A is the National Accounts estimates of
Table 4.1.

(2)

Column C is from the National Accounts.

(3)

Column D is obtained by dividing Column A by the
sum of Column A and the new purchases of Durable
Equipment deflated by the price index used in
the National Accounts estimates.

(4)

Columns E to G:
from 1956 to 1969 and 1971 the
data are the average of May and October BCS
Survey of Household Bulletin estimates as
adjusted by Ranis Report.
For the method used
to obtain a May/October average in years in which
only one survey was undertaken see text
(Section 4.2).
1972-1974 figures are the average
of four surveys.

(5)

No labour force survey was undertaken in 1970.
The figure for this year is a preliminary
estimate from the 1970 Census of Population and
Housing.
The estimate appears very high,
especially considering the fall in the total
value of construction in 1970.
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second industry in terms of instability was mining and
quarrying.

Its level of output fell in three of the years

and its work force declined in four years.
Table 4.4 allows some comparison of the relative size of
the construction sector in the Philippines with that in other
countries.

As in all international comparisons these data must

be interpreted with extreme caution.

The output of the

construction sector as a proportion of GDP is approximately the
same in the Philippines, Indonesia and Malaysia, but this is
below that of India, South Korea, Thailand and the more
developed economies.

However, the contribution of the

construction sector to both non-agricultural GDP and gross
fixed capital formation is lower in the Philippines than in
the other countries.

This suggests that in terms of output the

industry may be relatively smaller than in the other developing
Asian economies.
In terms of employment the construction sector in the
Philippines is larger than most of the developing Asian
economies.

However, a comparison of the employment data is

made difficult by the limited time period they cover.

As most

of the countries do not conduct labour force surveys, the data
are from population censuses undertaken in the early 1970s.
Also, the estimate from the 1970 census in the Philippines is
much higher than the labour force survey data of the adjacent
years (Table 4.3).
Section 4.4:

Changes in the Labour-Intensity of Construction
Activity

This section discusses the changes in the labour-intensity
of construction activity over the period 1956 to 1974 and
examines the main reasons for the changes.

For convenience the

analysis will* be in terms of labour productivity rather than
its inverse, the labour-output ratio.
Figure 4.2 shows that the level of labour productivity has
increased over the period despite considerable fluctuations
around the trend component.

This suggests that the capital-

TABLE 4.4
A Comparison of the Relative Size of the Construction Sector, Selected Countries

Construction as
a proportion of
GDpa
(per cent)

Philippines
India
Indonesia
Thailand
Mai aysia
South Korea
Mexico
Japan
U.S.A.
Notes:

2-3
5
2-4
4-7
3-4
4-6
5-7
7-8
5

Construction as
a proportion of
non-agricultural
GDP
(per cent)
3-5
8-9
4-7
6-9 .
4-6
6-8
5-8
7-8
5

Construction as
a proportion of
gross fixed
capital
format!ond
(per cent)
28-45
48-55
62-65
48-55
45-55
55-65
n. a.
5 6— 6 3 b
57-60

Employment in
construction as
a proportion of
total work force

3.8
1.2
1.9
1.1
2.1
4.5
4.4
7.5
6.4

(1970)
(1971)
( 1 970)
(1970)
(1970)
(1970)
(1970)
(1970)
(1974)

(a) Range of values for the period 1965 to 1974. All estimates are in current prices,
(b) 1970-1974 only
Source: United Nations, Yearbook of National Accounts Statistics, and I.L.O., Yearbook of
Labour Statistics
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FIGURE 4.2
Labour Productivity in the Construction Sector
Notes:

Source:

(a) Labour productivity is calculated as the gross value of construction, as
estimated in the National Accounts and the average of PAENCOR Methods A
and B, divided by the number of persons employed.
(b) The 1970 figure is based on the Census estimate of employment in the
construction sector.
Tables 4.1 and 4.3.
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labour ratio in the industry has also increased.

Reliable

estimates of the capital-labour ratio are difficult to obtain.
A flow, rather than a stock concept of capital is required, and
because of the fluctuations in the number of persons employed
on a particular site, labour should be measured in man-days
rather than the number of labourers employed at any given time.
Such data are not available for the construction sector as a
whole.

Data collected by the Economic Censuses do suggest an

increase in the capital-labour ratio (Table 4.5), but as these
estimates do not conform to the desired specifications, they
should be treated with some caution.
An increase in the capital-labour ratio of the construction
sector can result from a number of factors.

First, the output

mix of the sector may shift towards projects which, for
technical reasons, involve a greater use of equipment.

Second,

equipment may be substituted for labour following a fall in the
price of capital relative to wages.

Third, technical progress

of a capital-intensive nature may change the production function
facing the contractor.

Each of these will be considered in

turn.
(a)

Changes in the output mix.
The most convincing explanation of the change in labour

productivity is provided by the shift in the sector's output
mix away from single storey dwellings and small non-residential
buildings towards government construction and high-rise
buildings.

Further, within government building and construction

there has been a shift towards the more capital-intensive
projects.
The number of man-days employment generated per ^1,000
expenditure on government building and construction has fallen
from an average of 58 for the period 1955 to 1962, to 42 for
the period 1955 to 1972.

In 1972, j?l,000 generated only 34
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TABLE 4.5
Capital-Labour Ratios for the Large Establishments3
i n the Construction Sector
Stock of equipment
1967 prices*3
(P 1000)

Number of
construction
1 abourers
(average for
the year)

Capital-labour ratio
(P 1000/employee)

1961

26207

16133

1 .62

1967

54328

1 9984

2.72

1972

119770

40495

2.96

Notes:

Source:

(a)

Firms with more than 10 employees.

(b)

The book value at the beginning of the year plus
purchases during the year of transport and
machinery equipment. This was deflated to 1967
prices with the General Wholesale Price Index
for machinery and transport equipment compiled
by the Central Bank.
National Census and Statistics Office,
Census of Establishments, 1961, 1967, 1972.
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man-days of employment.

5

In 1972 the construction of highways

accounted for 54 per cent of all government building and
construction expenditure, compared to an average of 41 per cent
for the period 1955 to 1972 and 24 per cent for 1955 to 1962.
The number of man-days employment generated per pi,000
expenditure is lower on highways than any other form of
government construction.

At the same time the labour-output

ratio for the construction of highways has fallen from an
average of 54 for the period 1955 to 1962 to 32 in 1972,
suggesting the adoption of more capital-intensive techniques.
Data presented in Chapter 6 suggest that following the
boom in high-rise building construction, labour productivity
has increased in the modern building market.

Most of these

projects have been for non-residential purposes.

While

construction of this type of building began in the 1960s, they
did not account for a large proportion of non-residential
buildings until 1973-1974.

Some high-rise buildings have been

constructed for residential purposes, but most dwellings are
built in a relatively labour-intensive manner.
This discussion suggests that most of the increase in
labour productivity in the sector has occurred within
government building and construction, and in later years nonresidential building.

Hence one would expect that the

fluctuations in the level of productivity were caused by
fluctuations in government construction, and in later years
non-residential building.
5

Figure 4.2 shows that the5

Annual Reports of the Department of Public Works,
Transportation and Communications. These figures are in
current prices.
If the data are deflated to 1962 prices with
the construction composite price index, then the labour-output
ratio is approximately the same in 1962 and 1972. However,
the construction composite price index is based on the price
of labour and materials in Manila. As most government building
and construction occurs outside Manila, this deflator
overstates the relevant increase in costs. Over this period
wages in Manila increased by 75 per cent, whereas the average
wage paid by government contractors increased by only 43 per
cent.
(Data are not available for material costs for
government building and construction.)
In constant prices the
labour-output ratio is likely to have fallen.
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fluctuations can be analysed by considering three sub-periods.
From 1956 to 1964 labour productivity remained virtually
constant, despite sharp fluctuations in 1959 and 1960.

During

this period the level of government building and construction
remained relatively constant, while both non-residential
building and residential building increased (Figure 4.3).

The

value of non-residential and residential building increased
sharply in 1963 and 1964 but this had little impact on the
level of labour productivity.
In 1965 the level of productivity increased sharply and
continued to do so until 1967.

There was a fall in productivity

in 1968 with another recovery in 1969.

This second period

coincided exactly with the marked expansion in the level of
government building and construction from 1965 to 1969, with
a temporary decline in 1968.

During the same period the level

of residential building remained virtually constant, while the
value of non-residential building constructed showed a declining
trend.

This expansion in government building construction was

accompanied by an increased availability of equipment.

Up to

1962 the government had placed restrictions on imports of
construction equipment, and virtually no heavy equipment was
produced domestically.

The rise in demand and the removal of

import restrictions encouraged contractors to invest in
equipment and most of the new infrastructure was constructed
with capital-intensive techniques.

Consequently, the level of

output increased at a faster rate than employment, and
productivity rose.
The two estimates of productivity show some divergence
during this period.

While the series based on the PAENCOR

estimate of total output shows the same rising trend and annual
fluctuations as the National Accounts estimates, its figures
for 1965 to 1967 are considerably lower.

Also, the decline in

productivity in 1968 is not as severe in the PAENCOR series.
It is this series which fits best with the hypothesis that the
level of government building and construction alone was the
major influence on productivity.

If the National Accounts

estimates are in fact the more accurate data, then they suggest
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FIGURE 4.3
Composition of the Total Value of Construction
Source:

National Accounts data.
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that by 1968 a significant part of non-residential building
was being constructed with equipment-intensive techniques.

The

sharp fall in productivity in 1968 and the fact that it did not
reach a higher value in 1969 would be explained by the
considerable fall in the value of non-residential buildings
constructed in these years.

This explanation seems plausible

as the construction of condominiums began in 1967, hence adding
to the number of high-rise buildings under construction.
In 1970 the level of productivity declined substantially
as the expenditure on government building and construction fell
by more than half the 1971 figure.

However, for the remainder

of the period labour productivity rose to its former level with
increases in government building and construction and nonresidential building.
This discussion suggests that most of the changes in
labour productivity can be explained by shifts in the output
mix towards government building and construction and later
non-residential building.

In addition within each of these

categories there has been a shift towards more capitalintensive projects.

While factors other than changes in the

output mix cannot offer as strong an explanation of the changes
in productivity, they have undoubtedly played some part in the
adoption of more capital-intensive techniques.
(b)

Changes in relative factor prices.
An increase in wages relative to other factor prices could

result in the substitution of equipment or labour-saving
materials for labour.

However, real wages in the construction

sector have fallen over the period under study, and the money
wage has increased at a slower rate than the price of
construction materials and the purchase price of equipment
(Table 4.6).

But this trend must be disaggregated into a

number of sub-periods.

Up to the early 1960s the price of

materials and equipment increased quite rapidly owing to
restrictions on imports of these goods.

Following the

devaluation and decontrol of 1962, the rise in material and
equipment prices was considerably slower as the domestic values
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TABLE 4.6
Price Indices for the Different Factors of Production
(1967 = 100)
Money wage rate

1955
1956
1957
1958
1 959 '
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
Source:

76.8
76.3
76.7
78.7
80.1
80.4
80.9
82.0
85.9
87.2
90.7
95.2
100.0
116.9
124.6
132.9
138.2
143.1
147.2
156.9
1.

2.
3.

Price of construction
materials
66.0
70.1
71.8
71 .3
75.0
80.1
83.5
86.0
91 .6
95.8
97.4
99.2
100.0
101.5
103.1
125.4
145.5
158.1
203.3
360.9

Purchase price of
equipment
52.2
53.4
55.6
60.2
66.9
77.0
85.2
91 .1
98.7
98.3
98.4
99.3
100.0
102.0
109.2
134.7
156.0
168.0
187.4
229.8

Money wage rate index is the wage componmen t of the Composite
Price Index for the construction industry. It is based on
wages of carpenters, masons, electricians, painters, plumbers,
labourers and foremen working in Manila as reported by the
Central Bank Statistical Bulletin. The wage of each occupation
has been weighted according to the weights used by the
National Accounts statisticians in deriving the deflator for
the gross value of construction since 1967.
The price of construction materials is the relevant component
of the Re tail Price Index for Manila.
The purchase price of equipment is the machinery and transport
equipment component of the Home Consumption Wholesale Price
Index for Manila.
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were realigned with world prices, and from 1964 to 1969 the
price of labour relative to materials and equipment increased.
However, as a result of the renewed balance of payments
difficulties in the late 1960s, the devaluations of the early
1970s, and the rise in oil prices in 1973, the cost of
materials and the purchase price of equipment again increased
considerably faster than wages.
To the contractor, the cost of using capital is the
allowance for the depreciation of equipment plus the cost of
financing the purchase of equipment.

If the contractor

obtains a loan, the cost of finance will be the interest
payments on that loan.

If the purchase of the equipment is

financed from internal funds, then the rate of return on the
most profitable alternative investment represents the cost of
finance.
A price of capital index comprising these two components
was constructed in the following manner.

The regimen used by

the Central Bank to estimate the purchase price of equipment
index was assumed to be a representative collection of
equipment.

The purchase price of these pieces of equipment is

the value of the index.
to **53.40 in 1956.

Hence in 1967 they cost ,6*100 compared

The depreciation allowance was calculated

by dividing the purchase price of the equipment by its useful
life.
The cost of financing the purchase of equipment was
calculated by multiplying the real interest rate by the
purchase price of equipment.

As the interest rate faced by

contractors is unknown, this component of the price of capital
was estimated on a number of assumptions.
Generally contractors are not regarded as good credit
risks by banks, but some of the larger firms do have access to
this source of credit.

Government regulations have resulted

in bank lending rates well below the opportunity cost of
capital.

The banks responded to this situation by demanding

prepayment of interest and additional bank charges.

The Ranis

Report estimates that these factors have resulted in effective

106

rates of interest which are at least two percentage points
higher than the nominal rates [ILO, 1974, p.232].

The

effective rate of interest was calculated as the weighted
average of the nominal rates charged by the commercial banks,
plus two percentage points. The real effective rate of
interest was obtained by subtracting the increase in the GNP
deflator from the effective rate.

As a firm is unlikely to

obtain sufficient bank credit to finance the total cost of
equipment, a price of capital index based on partial bank
finance and partial internal financing was constructed.
For firms unable to obtain bank credit the cost of finance
was estimated on the assumption of either a constant or a
declining real interest rate.

The cost of capital indices

based on these assumptions are presented in Table 4.7.
For contractors with access to bank credit the price of
labour fell relative to the price of capital during the period
up to 1964 when the level of labour productivity remained
constant.

With the lifting of import restrictions the price

of capital fell relative to wages from 1964 to 1969.

This

coincided with the sharp rise in the level of labour
productivity.

While the price of capital index rose marginally

faster than wages from 1969 to 1972, the difference does not
seem sufficient to explain the sharp fall in productivity in
the early 1970s.

The purchase price of equipment increased

substantially from 1972 to 1974, but bank credit at negative
real interest rates resulted in a fall in the price of capital
during this period.
productivity.

Again this coincided with a rise in labour

However, for contractors without access to bank

credit, the price of capital increased relative to wages during
the last period of rising productivity.
This discussion suggests the need to distinguish between
firms able to obtain bank credit at very low interest rates
and those forced to find finance from other sources.

The

change in relative factor prices can explain the fluctuations
in productivity of the firms with access to bank credit, but
not for the rest of the industry.

But the number of
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TABLE 4.7
Price Indices for Labour and Capital in the
Construction Sector, Selected Years
(1967 = 100)

Year

Money
wage
index

1955

76.8

59.1

52.0

62.4

1964

87.2

114.4

98.0

117.6

1967

100.0

100.0

100.0

100.0

1969

124.6

109.4

109.2

109.2

1972

143.1

168.0

134.4

1974

156.9

132.6
57.5®

229.8

183.8

Notes:

Price of capital indicesa
Constant
Firms with
real
Declining
access to
interest
real interest
bank credit0
rate^
ratec

(a)

These estimates are based on a useful life of equipment of 10
years. Estimates of the depreciation allowance were also
calculated for a life of five ybars. Similar results were
obtained in both cases.

(b)

Based on the assumption that 25 percent of the cost of
equipment was financed from bank credit and 75 percent from
internal funds with declining real interest rates. Estimates
were also made for a 40:60 breakdown.

(c)

Estimates were calculated for a real interest rate of 20, 15
and 10 percent. This index is for 10 percent.

(d)

The assumed interest rates were:
1955,
1964 - 20 percent
1967,
1969 - 15 percent
1972,
1974 - 10 percent
These rates are similar to nominal rates of return to
investment in manufacturing as estimated by various authors
for the period 1955 to 1971 (ILO, 1974, Table 138, p571).
As these estimates are the average for the larger
manufacturing concerns, they would appear reasonable guides
to the real interest charged on non-bank finance or to the
opportunity cost of using internal funds.

(e)

The sharp fall in the price of capital results from the use
of the actual inflation rate in calculating the real rate of
interest.
It could be argued that contractors will base
their decisions on the expected rather than the actual rate
of inflation.
If inflationary expectations are taken as a
weighted average of past rates, the expected rate of
inflation will be less than the actual rate. Hence the
real interest rate will be higher, moderating to some extent
the fall in the price of capital.

108

contractors who have access to bank credit is quite limited.
For each year from 1960 to 1974, less than 1.5 per cent of the
total value of loans granted by commercial and savings banks
was lent to contractors. For the first nine months of 1974,
the total amount lent to contractors was ?315 million.6 The
amount lent for building construction, ^40.7 million,
represents approximately 10 per cent of the value of the
modern building market in the GMA in 1974 (Section 3.3).

The

remaining amount lent to contractors represents approximately
10 per cent of the value of government building and
construction for that year.
Loans granted to contractors are for use as working
capital and for the purchase of equipment.

A number of factors

suggest that the loans are used mainly as working capital.
Until recently lump-sum contracts were the main type of
contract used on large building sites and on all government
projects.

This type of contract necessitates substantial

holdings of working capital by the contractors.

Secondly, the

vast majority of all loans granted by the commercial banks
mature within one year.

In 1974, 70 per cent of loans granted

by commercial banks had maturity periods of less than one year.
Loans repayable on demand plus those maturing within one year
7
represented 91 per cent of the total loans granted.
If loans are granted mainly for working capital on the
larger projects, then the size of each loan would be quite
large.

Given that the total value of loans granted represents

only a small percentage of the value of the modern building
market and of government building and construction, these
points imply that only a small number of contractors are granted
loans.

In interviews with the author, a number of large

contractors working on high-rise building projects complained
of being unable to obtain loans from banks.
° Central Bank of the Philippines, Statistical Bulletin,
December 1974, Tables 21 and 32.
^ Ibid., Tables 16 and 28.
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The changes in the relative factor prices (alone) do not
give a convincing explanation of the changes in labour
productivity.

One would not expect an initial fall followed by

a rise in the level of productivity, as occurred in the 1970s,
to result from an increase in the relative price of capital
over a two or three year period followed by a fall in the price
of capital for a few of the larger firms.

One might expect

some lags in the relationship, and for most of the sector the
relative price of capital continued to increase from 1969 to
1974.

The fact that the changes in the relative factor prices

coincide to a certain extent with the changes in productivity,
and hence with the change in the output mix, suggests that
another variable may be influencing the change in factor prices
as well as the change in the output mix.
balance of trade.

This variable is the

For reasons which will be given more fully

in Sections 4.7 and 4.8 non-residential building and government
construction appear to be positively correlated with the
balance of trade.

Also, when the external balance is favourable

imports are more freely available, lowering the purchase price
of equipment and the relative price of capital.

As a result

increases in government building and construction are usually
accompanied by a greater availability of equipment.

This is

utilised because of the technological requirements of government
building and construction projects.
(c) Technological progress.
The introduction of new techniques of construction changes
the production function of the contractor and hence the labouroutput ratio at which he operates.

As most innovations come

from the more developed economies, they are likely to be laboursaving.

Many capital-intensive innovations may not be

profitable in a labour abundant, capital scarce country if
socially optimum prices are operative.

However the new

techniques might still be adopted if the market prices differ
from the social opportunity cost or if forces such as imperfect
knowledge result in a non-optimum decision by the contractor.
We have seen that contractors with access to bank credit enjoy
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capital costs well below the socially optimum level.

This

helps to explain the adoption of capital-intensive innovations
by these firms.

A second reason for the acceptance of new

techniques could be a lack of information on labour-intensive
alternatives owing to a bias in the technical education of the
engineers.

The relatively high standard of technical education

in the Philippines was discussed in Section 1.4.

It is usually

accepted that the advanced educational framework has played an
important role in the economic development of the country.
However, as the technical education is based on western
experience, it may have created a preference among engineers
for the most modern techniques and provided them with little or
no information on a technology more suited to a labour abundant
economy.
As a student, the Filipino engineer is given little
training in the use of labour-intensive techniques of
construction, and it appears that little effort is made to
suggest to the engineer that he should consider the relative
advantages of a wide range of techniques.
appears to extend into the work situation.

This situation
The trade journals

contain many articles and advertisements on the use of
equipment, and on techniques of construction used on large
projects in both the Philippines and overseas.

In the numerous

trade journals read by the author there was not one article
which considered the use of labour-intensive techniques.
Information relating to the use of anything but the modern,
equipment-intensive techniques* does not appear to be available
to most of the contractors and engineers working on large
construction projects.

The engineers are encouraged to think

that more labour-intensive techniques are inferior, non
competitive and troublesome, without these assumptions being
tested.
The direct impact of American firms and engineers on the
industry during the reconstruction period following World War
II may also have played a part in creating a preference among
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Filipino contractors for western technology.

Most of the large

contractors in the Philippines commenced work in the industry
at this time.
The war resulted in an almost total destruction of the
country's physical capital, and the years immediately following
the Japanese surrender saw a massive attempt to replace and
rebuild infrastructure and buildings.

The speed at which this

reconstruction was achieved was made possible largely by the
influx of finance from the USA.

The spending of this money was

supervised by a number of bodies including the US Philippine
War Damage Commission, the US Public Roads Administration, the
Corps of Engineers of the US Army and the US Public Health
Service.

While these bodies worked in close co-operation with

Philippine Government authorities, it appears that the American
engineers played an important role in the authorisation and
specification of individual projects [Hartendorp, 1958].

As a

result most of the larger projects were probably built with
techniques familiar to the Americans administering the funds,
at least to the extent that this was possible given the
shortage of some construction materials.
While most of the construction was undertaken by Filipino
firms, the presence of American firms was quite noticeable.

A

US Department of Commerce (1955) study on conditions for US
investors in the Philippines lists at least 17 firms wholly or
partly owned by American interests who were actively engaged in
construction activities as of 1955.

Many more firms were

engaged in the importing of construction materials and
equipment.

The Atlantic, Gulf and Pacific Co. of Manila, at

this time partly-owned by American interests, played a major
role in the reconstruction including the building of one of the
largest bridges in Manila (the Ayala Bridge).

The Philippine-

American Life Insurance Company was one of the biggest
contractors in the field of private building construction.
Apart from a large residential project 1Philamlife1 constructed
at least 11 large industrial, commercial and institutional
buildings [Hartendorp, 1958].

However, the American influence
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on the industry was probably greater at the planning stage,
during which the design and specification, and hence techniques
of construction, were decided.
The bias in the education of the engineers appears to have
resulted in the introduction of modern techniques over and
above that which can be explained by changes in the output mix
or relative factor prices.

This conclusion is suggested by a

study of labour-intensive techniques of road construction
conducted by the ILO and the Committee to Study Labour-Intensive
Construction Methods in the Department of Public Works,
O

Transportation and Communication.

The study compared the costs

of constructing flood-control levees, gravel-surfaced roads and
the concrete paving of roads by labour-intensive methods and
the more usual equipment-intensive techniques.

It found that

the labour-intensive techniques were often cheaper than the
equipment-intensive counterparts even at market prices, and were
almost always cheaper when shadow pricing was used.
This suggests that despite the fact that competitive
labour-intensive techniques of construction were available,
they were not being used or even being considered by the
contractors and engineers. In terms of Figure 4.4 this means

Labour
FIGURE 4.4
o

The results of this study are summarised in the Ranis Report
[ILO, 1974, pp.205-11].
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that the engineers were considering only points A and B on a
given isoquant, and were unaware that point C existed.

The

knowledge that points such as C do exist means that the same
level of output may be achieved for a smaller outlay (yy rather
than y1y1).

The costs, in terms of forgone output and

employment of not recognising and utilising point C have been
increased by the fact that for most of the industry and most of
the period the price of labour has been falling relative to the
price of equipment.
This study suggests that lack of information on labourintensive techniques may be one of the reasons for the adoption
of modern technology in the construction sector.

The Philippine

government is undertaking a study of labour-intensive
alternatives and attempting to spread the information to their
regional engineers.

However greater impact may be made if

universities engaged in both research and teaching in this area.
Section 4.5:

Fluctuations in the Level of Employment in the
Construction Sector

This section examines the causes of the annual fluctuations
in the level of employment generated by the construction sector
in the Philippines.
seen in Table 4.3.

The extent of these fluctuations can be
Variability in the contractors' demand for

labour results in most labourers obtaining only casual
employment.

The mechanisms used by labourers to adapt to

instability in their employment and income are discussed in
Chapter 8.

If the construction sector is to contribute to the

eradication of poverty through the generation of stable
productive employment, then these fluctuations need to be
modified.

Before this can be achieved the causes of the

fluctuations must be identified.
The analysis of the previous section suggests that the
fluctuations in the level of employment have been caused by
changes not merely in the level but also in the composition of
the sector's output.

With a given level of output one would

expect the level of employment to be lower the higher the
share of non-residential building and government construction
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in total output.

When the share of residential building in

total output increases, one would expect 7 ceteris paribus,
the level of employment to increase.
These hypotheses can be tested with the following
equations:
(1)

EMP = F(TO, NRB/TO, RB/TO)

(2)

EMP = F(TO, NRB/TO, GBC/TO)

(3)

EMP = F(TO, RB/TO, GBC/TO)

where EMP is the employment series presented in Table 4.3.
TO is the total gross value of construction output
in 1967 prices.
NRB/TO is the ratio of non-residential building to total
output.
RB/TO is the ratio of residential building to total
output.
GBC/TO is the ratio of government building and construction
to total output.
As no employment figure is available for 1970 the
equations were estimated for 1956 to 1969 and 1971 to 1974
as one time period.
(1)

The results obtained were:

EMP = -41.37 + 0.15TO - 0.45NRB/TO + 0.69RB/TO
(0.26)
(7.31)***
(2.21)**
(2.23)**
R2 =

.83

DW = 2.27
(2)

EMP = 413.24 + 0.14TO - 0.75NRB/TO - 0.30GBC/TO
(2.47)
(5.67)*** (2.29)**
(1.01)
R2 =

.78

DW = 2.25
(3)

EMP =-567.42 + 0.14TO + 1.24RB/TO + 0.63GBC/TO + 0.40A(1)
(9.43)***
(3.94)***
(4.02)***
(1.50) *
(3.80)

DW = 2.16
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[Figures in brackets are the relevant t-statistics and ***
implies that the t-statistic is significantly different from
zero at the one per cent level of confidence, * * at the
five per cent level and * at the ten per cent level. A(1)
is an auto-correltation parameter indicating the presence
of first order auto-correlation.]
The level of output is highly significant and the value
of the coefficient suggests that a /I million increase in
construction activity (in 1967 prices) creates jobs for
140 to 150 labourers for the year.

Both NEB/TO and RB/TO

have the expected sign and are significant at the one per cent
or five per cent level.

However the results for the GBC/TO

variable are ambiguous.

In equation (2), GBC/TO has the

expected sign but is not significant, whereas in equation (3)
it is significant but has the incorrect sign.

This

uncertainty may be the result of multicollinearity in the data.
The coefficient of determination obtained by regressing
GBC/TO against the remaining explanatory variables in
equations (2) and (3) was within the range of .6 to .7.
Some of the changes in employment not explained by this
model could be due to the methodology used to estimate the
level of output.

Table 4.8 shows that since 1965 the greater

part of the fluctuations in the level of employment has come
from rural areas.
prior to 1965.)

(The rural-urban breakdown is not available
One would expect government building and

construction to be the main source of rural construction
employment.

However, in most cases the fluctuations in rural

employment do not coincide with the changes in government
building and construction.

While government expenditure in

rural areas may have changed independently of total government
building and construction, it is probable that private building
is responsible for some of the fluctuations in rural employment.
The method used in the National Accounts to estimate the level
of private rural construction was discussed in Section 4.2.
It was shown that annual variations in the level of private
rural construction may not be captured by this methodology.

TABLE 4.8
Employment in the Construction Sector by Urban and Rural Location, 1965 to 1974
1965

1966

1967

1968

1969

1970

1971

1972

1973

1974

Urban employment

141

137

176

181

157

n. a.

210

209

231

208

Rural employment

173

161

150

197

195

n .a.

240

220

207

183

Total employment

314

299

326

378

352

n. a.

450

429

438

391

-7

-15

-7

6

14

17

2

-1

8

Residual in equation (1) as
a percentage of the
dependent variable

Source : National Sample Survey of Households Bulletin (formerly the BCS Survey of Households
Bulletin).
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This suggests that some of the fluctuations in employment
may have been caused by changes in the level of output which
were not included in the National Accounts estimates.

For

example, in 1966 the predicted level of employment from
equation (1) was 15 per cent above the actual level (Table 4.8).
Total employment fell during the year, but most of the decline
occurred in the rural areas.

This suggests the possibility that

the level of activity in rural areas was lower than recorded
in the National Accounts.

In 1967 predicted employment was

again higher than the actual level.

During the year both

total employment and the recorded level of output increased.
However the level of rural employment fell, indicating a decline
in the actual level of construction in the rural areas.

As the

level of rural construction in the National Accounts is based
partly on trends in the urban area, this fall in rural
construction activity may not have been recorded.

Hence the

level of output for the sector as estimated in the National
Accounts may be higher than the actual level of construction,
explaining the predicted value of employment being higher
than the actual value.

Similar explanations can be provided for

the relatively high residuals in 1968, 1971 and 1974.
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Section 4.6:

Fluctuations in the Level of Residential Building

Having established in the two previous sections that the
fluctuations in the level of employment are caused primarily by
changes in the level and composition of output, it is now
necessary to examine the reasons for the fluctuations in the
9
level of output.
The three categories of construction
activity (residential building, non-residential building and
government building and construction) will be considered
separately.

Despite some of the differences between the housing

markets of the Philippines and some of the more developed
economies, econometric studies of the housing markets in the
USA, Canada and Australia do provide an interesting starting
point for the current study.
Maisel [1965] suggests that the equilibrium number of new
dwellings which enter the market in a given period will depend
on the increase in 1 final demand', which is equal to new
household formation plus any removals from the housing stock.
The actual number of new dwellings which enter the market will
depend on housing starts in previous periods.

Changes in the

level of vacancies will reflect any disequilibrium position.
Such changes will influence current and future starts as an
increase in the level of vacancies will result in lower profits
for builders because of the costs of holding vacancies and the
effect of increased vacancies on the selling price and rents of
completed units.

A fall in the level of vacancies will provide

incentive for the builders to increase their inventory of
dwellings under construction.

The market operates so that the

builder, after considering demand conditions, decides on the
number of units to construct.

In a market in which

approximately one-half of all new housing has been started by
builders who expect to sell the unit during construction or at
completion, this is probably a reasonable assumption.

In this

model the estimating equation for the level of commencements is

The reasons for the change in the output mix will be discussed
in Chapter 5.
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a reduced form which includes the final demand variables
together with the level of non-normal vacancies and factors
influencing the willingness of builders to increase housing
starts or hold vacancies, such as the cost and availability of
credit, rents and building costs.

In this case the credit

variables enter through the supply function of the builders.
In his model of the Canadian housing market, Smith [1969]
assumes that the availability and cost of credit will influence
the demand for housing by individual consumers.

His estimating

equation for the level of commencements contains only demand
factors as explanatory variables.

These variables are the rate

of return on investment in housing and the amount of mortgage
credit made available by government and private institutions.
Struik [1973] also introduces the cost and availability of
credit as a demand variable.

In his model the level of

approvals for dwelling construction are determined by the
interaction of supply and demand forces.

Previous approvals

modified by a 'wastage rate1, which is influenced by such
factors as the availability of materials and labour and the
prevailing level of confidence in the economy, give the level
of commencements.

The level of completions are estimated as a

distributed lag of past commencements.
In the Philippine situation it is the demand factors which
have the greatest influence on the level of commencements of
residential building.

The practice of builders constructing

dwellings which they plan to sell after commencement is rare.
In most cases the builder will not commence the construction of
a dwelling until a firm contract has been entered into with the
owner.

The structure of the market discussed in Chapter 3

suggests that when an individual wishes to have a dwelling
built he will have little difficulty in obtaining an architect,
firm or foreman to undertake the construction.

However during

periods of high demand shortages of materials and/or skilled
labour may increase costs and lower the level of commencements.
The only estimates of the level of residential building
constructed in the Philippines are based on permit valuation
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data collected by the City Engineers of Manila and other large
cities.

While these data refer to approvals, they should be a

fair approximation to the level of commencements on an annual
basis.

From the above discussion one would expect the value

of dwellings constructed to be determined by net household
formation, the backlog of demand, the rate of return on
investment in residential building, the availability of credit
and the availability of building materials as indicated by the
price of building materials relative to the general price
level.
Regression analysis was used in an attempt to explain the
fluctuations in the level of building activity.

Unfortunately,

multicollinearity among the data, resulting from the trend
component in most of the variables, precluded strong econometric
results.

No accepted methods have been devised which

satisfactorily solve the problems created by multicollinearity.
One suggested procedure is the principal components technique,
which involves replacing each of the independent variables with
a linear combination of all or a group of the variables.

The

new variables are not correlated, but the economic
interpretation which can be placed on these variables is
minimal.

While the transformed equation may be adequate for

prediction purposes, it is less useful for testing hypotheses
that certain variables are responsible for the fluctuations in
the level of the dependent variable.
First-differencing the variables will often be successful
in removing multicollinearity when the correlation results from
a trend common to all the regressors.

However, the common

trend in the explanatory variables is also likely to be present
in the dependent variable, and one of the purposes of the
analysis may be to calculate the extent to which the trend in
the dependent variable is caused by the trend component of the
explanatory variables.

First-differencing may also be useful

if auto-correlation is present in the disturbances of the
estimated equation.

However, in cases in which auto-correlation

is not present, first-differencing may introduce auto
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correlation into the model.

This technique was tried in the

equation for non-residential building as auto-correlation was
present, but it failed to improve the results.
A third method of handling multicollinearity is to remove
some of the regressors from the equation in the hope that this
will reduce the interdependence among the explanatory variables.
However, this reduces the usefulness of the equation for
hypothesis testing.
Because of these difficulties the results of the
regression model are not presented in any detail below.

Despite

this, the analysis of Sections 4.6 to 4.8 does identify the
major determinants of the fluctuations in the level of
construction activity.
The main influence on the level of residential building
has been the value of credit released for housing construction.
This can be seen from the following equation:
RED = 252.69 + 0.99 NHF + 1.10 CRRB
(3.41) (1.52)*
(4.17)***
R2 =

.90

DW = 1.90
Estimation period:

1955 to 1974

where RBD is the gross value of residential building
constructed in the Philippines at 1967 prices.
The current price estimates were obtained from
the National Accounts table on Gross Domestic
Capital Formation and deflated by the
construction composite price index.
NHF is net household formation in the Philippines.
Based on estimates of the number of households
in the country as reported in the BCS Family
Income and Expenditure Surveys for 1956, 1961,
1965 and 1971.

Estimates of the number of

households for years between these benchmarks
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were gained by using the average annual compound
rate of growth implied by the benchmark estimates.
The growth rate for 1971 to 1974 was taken from
the Ranis Report projections [ILO, 1974,
pp.606-08].

NHF was taken as the absolute

increase in the total number of households.
CRRB is the value of credit released for the
construction of residential buildings by
government and private non-bank financial
institutions.

This was obtained from the Central

Bank Statistical Bulletin table on Loans Granted
by Non-Bank Financial Institutions, Classified
by Purpose.

The 1 real estate1 category was

assumed to include mainly residential buildings.
This was deflated to 1967 prices by the
construction composite price index.
Despite a high positive correlation between the two
explanatory variables both remain significant.

The NHF variable

is likely to be acting as a proxy for a number of variables with
a strong trend component such as urbanisation, increasing per
capita incomes and modernisation.
The relationship between CRRB and RBD can also be examined
with the aid of Figure 4.5 which suggests that the 20 year
period can be divided into two sub-periods.

From 1955 to 1964

was generally a period of expansion during which residential
building increased at an average annual rate of 7.2 per cent.
Over the same time CRRB increased at an annual rate of 20 per
cent from a very low initial value of J?13 million.

During the

ten year period beginning 1964 the level of residential
building fluctuated around a virtually constant trend.

This

appears to have resulted from an equally drastic decline in the
rate of growth of CRRB, which experienced an annual growth rate
of only 1.1 per cent.

Government credit for housing is provided

on subsidy terms and is therefore rationed by officials.

It

appears that there may have been a deliberate government policy
to decrease the rate of growth of CRRB over the last decade.
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FIGURE 4.5
The Value of Residential Buildings Constructed (RBD) and the Amount of Credit
Released for Housing (CRRB), 1967 Prices
Source:

See text.
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The relationship between NHF and RBD reflects a number of
different forces.

In an ideal situation one would expect each

household in the country to live in its own dwelling unit.

In

this situation an increase in the number of households (i.e.
NHF) will lead to an identical increase in the number of
dwelling units constructed.

This in turn would result in an

increase in the value of residential buildings constructed
(i.e. RBD).

If NHF is increasing at a faster rate than the

number of dwelling units constructed, then a backlog or excess
demand for housing will result.

If RBD is increasing at a

faster rate than the number of dwelling units constructed, the
standard of housing must be increasing.
It would be of interest to disaggregate the relationship
between NHF and RBD into these different components.

This can

be done by considering arc elasticity estimates of the relative
importance of the different forces.

RBD has been increasing at

an average annual rate of 3.9 per cent compared to 4.0 per cent
for NHF and approximately 2.4 per cent for the number of
residential buildings constructed.10 These figures suggest
that while the elasticity of RBD with respect of NHF is close
to one, a large part of the increase in RBD has resulted from
an increase in the standard of housing and hence the backlog in
housing demand has been increasing over the period.

The

elasticity of the number of residential buildings constructed
with respect to NHF is 0.6, implying that an increasing number
of households are sharing the same dwelling unit.

This fact

has been recognised by the government and was often mentioned
in discussions of the government's low-cost housing program.
The usual government estimate was that "... the Philippines has

Two estimates of the rate of growth of the number of
residential buildings constructed are available. One is based
on the number of building permits issued for dwellings in
Manila and suburbs and 32 other cities for the period 1958 to
1974. These data imply an average annual growth rate of 2.4
per cent. The second estimate was based on the total number
of dwelling units enumerated by the population censuses of
1960 and 1970 (2.3 per cent).

125

a backlog of about a million housing units and a yearly demand
of 480,000 units that could at best be met at the rate of only
50 per cent" .
Over the same period the elasticity of RBD with respect to
the number of residential buildings constructed was 1.6,
implying that the households which have been able to build new
dwellings have been constructing higher standard housing.

This

could result from an increase in the average size of the
dwelling unit and/or an improvement in the quality of materials
used in the construction of the building.

Data collected in

the 1960 and 1970 censuses suggest that there has been a major
shift in the rural areas towards housing constructed of strong
materials.

In 1960 buildings constructed of strong materials

accounted for six per cent of total rural housing.
this had increased to 28 per cent.

By 1970

Over the same period the

proportion of dwelling units constructed of light materials
fell from 68 per cent to 46 per cent.

As there was only a

minor increase in the total number of dwellings in rural areas,
it appears that most of the construction over the decade
involved a substitution of 1 strong1 dwellings for 'light1 ones.
In urban areas there has also been an increase in the share of
dwellings constructed of strong materials (from 40 to 65 per
cent), and within the 1 strong1 classification one would expect
an increase in quality as a result of rising urban incomes.
This has occurred despite the fact that the share of dwellings
constructed of light materials has increased from 10 to 17 per
cent [ILO, 1974, pp.212-13].
A situation in which the standard of housing is increasing
along with the backlog in demand for housing can be explained
in two ways.

First, the increase in the standard of housing

could take the form of larger houses which are accommodating
more households.

Conversely, the rich may be building

themselves better houses while the poor are more crowded in

NEDA, 1 Philippine Low-Cost Housing Program', Construction
and Engineering, Vol. Ill, No. 4, April 1975, p.22.
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low standard housing.

Given the highly unequal distribution

of income (Section 1.4) it is possible that the second
explanation is the more valid.
Section 4.7;

Fluctuations in the Level of Non-Residential
Building

One would expect the demand for new non-residential
buildings to be influenced by the requirements of the industrial,
commercial and institutional organisations regarding new
building space and by the availability of finance.

The first

of these factors will be determined by the level of vacancies
in the existing stock of buildings and by the level, the rate
of growth and the rate of structural change in industrial and
commercial activity.

Over the long term the value of buildings

constructed will increase with industrial and commercial output.
However, investors' decisions regarding the timing of large
capital outlays could well be influenced by short term
expectations as reflected in the rate of growth of output.

The

availability of finance for construction activity will depend
on government credit policies and the ability of firms to raise
internal funds.

Firms other than the final users might also

invest in real estate and lease the floor space.
The discussion in Chapter 3 of the structure of the
building industry in the GMA suggests that the supply of
construction activity is relatively elastic, even in the short
term.

The contractors are able to expand their capacity and

transfer between markets as demand requires.

During the

building boom of 1975-1976 shortages of some building materials
and skilled labour were experienced.

However, this period

involved a doubling in the level of building activity in one
year.

During periods of less rapid change the industry is able

to cope with the fluctuations without bottlenecks resulting.
This implies that demand factors are more important in
determining the level of construction activity.

However, a

shift in the supply curve caused by an externally induced
increase in the price of building materials or labour may result

127
in a decline in the level of construction activity.

As labour

costs are only a small proportion of total costs (see Chapter 6),
a rise in the price of building materials (e.g. following a
devaluation of the peso) is likely to be the main cause of a
shift in the supply curve.
This analysis suggests an equation of the form:
NRBD = F(MANUF, MANUFGR, COMM, CR/NDP, INTFIN, PBM/GPL)
where NRBD is the gross value of non-residential buildings
constructed in the Philippines at 1967 prices.
MANUF is the level of activity in the manufacturing sector
as measured by the level of value added or by
the index of the physical volume of production
published by the Central Bank.
MANUFGR is the annual rate of growth of MANUF.
COMM is the level of activity in the modern commercial
and financial market as measured by the value added
in the insurance, bank and non-bank financial
institutions on the paid-up capital of private
banks and non-bank financial institutions.
CR/NDP is an indicator of the general availability of credit
in the economy as measured by the ratio of the total
level of domestic credits released by the commercial
banks to Net Domestic Product.
INTFIN is the level of finance generated internally by
the firm by increasing its paid-up capital.
PBM/GPL is the ratio of the price of construction materials to
the general price level.
This basic equation was estimated in many forms but in
all cases satisfactory results were precluded by the presence
of multicollinearity in the data.

This is evidenced by the

following result:
NRB = 198.28 - 0.26MANUF + 0.09COMM + 0.58CR/NDP
(0.68)
(0.82)
(0.12)
(0.52)
+ 0.81INTFIN - 0.35A(1)
(2.00)**

(1.30)
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R

2

=

.77

DW = 2.02
Regressing CR/NDP against the other explanatory variables gives
a coefficient of determination of 0.97.

Similar equations were

estimated using first differences, log and semi-log
specifications.

Even when the number of explanatory variables

was reduced to two, satisfactory results were not obtained.
As discussed above the main determinant of the long term
trend in the level of non-residential building is likely to be
the level of industrial and commercial activity.

Regressing

a composite index against the level of non-residential building
gives the following results:
NRBD = 232.7 + 3.46 (MANUF + COMM)
(3.91)***
R2 =

.46

DW = 1.86
The relatively low value of the coefficient of determination
results from the large fluctuations around the trend component
of the variable (Figure 4.9).

The main factor causing these

fluctuations appears to be the external balance of the economy
as reflected in the balance of trade and the foreign exchange
reserves.

Fluctuations in these variables as a result of

changes in the world price of Filipino exports and the government's
import-substitution policies coincide with the fluctuations in
the level of non-residential building.

Changes in the trade

balance are likely to influence the growth rate of industrial
activity, the availability of finance for construction purposes
and the price of building materials.
The import-substitution policies initially caused a rapid
increase in the level of industrial output.

However, periodic

balance of payments difficulties arose as export earnings
fluctuated and the proportion of inessential to total imports
fell (see Section 1.3).

During these periods it was necessary

to reduce imports and industrialists had difficulties in
obtaining imported equipment and materials.
growth rate of industrial output declined.

Consequently the
The fall in export

earnings may also have contributed to the cutback in manufacturing
output through a reduction in aggregate demand.
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The country's trade balance can influence the availability
of finance for the construction of non-residential building in
two ways.

First, changes in foreign reserves influence the

government's domestic credit policy.

An increase in the

foreign exchange reserves results in an expansion of the reserve
money base, the money supply and the level of credit released
by the banks.

Figure 4.6 shows that the total domestic credit

released by the commercial banks as a proportion of NDP follows
quite closely the changes in the foreign exchange holdings.
Secondly, an improvement in the balance of trade implies increased
export earnings, some of which appear to be invested in real
estate.
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Source:
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Most increases in export earnings accrue to the producers of
the traditional agricultural-based exports.

Export booms

usually follow devaluations of the peso, which also results in
higher inflation and a lowering of the real interest rate.
This, together with the improved profits of the exporters,
induces a higher investment rate.

However, the falling interest

rate causes a change in the investment portfolio out of
financial assets and into real, long-life projects.

The

construction of non-residential buildings such as office blocks
represents this type of investment.
Figure 4.7 shows that the value of non-residential
building constructed can be examined in terms of four periods.
Up until 1962 the level of construction experienced only a
slight upward trend.

While import controls introduced in the

early 1950s resulted in a rapid expansion of manufacturing
activity, by the end of the decade the balance of trade was
regularly in deficit and foreign exchange reserves fell (Table
4.9 and Figure 4.6).

As a result the rate of growth of

manufacturing output and investment in new industrial buildings
fell.
After the lifting of import restrictions and the
devaluation of the peso in 1962, the foreign reserves position
improved and contributed to a substantial expansion in the
level of non-residential building over the period 1963 to 1967.
Higher export earnings and an expansionary credit policy
financed the increased building activity.

Direct foreign

investment was not an important source of finance.

Indeed

there was a net outflow of capital investment for most of the
period under study.

Table 4.10 suggests that in 1963 and 1964

the increased building activity was concentrated in commercial
and institutional projects.

The development of Makati into the

commercial and financial centre of the Philippines was begun in
the early 1960s (Section 5.2) and probably accounts for part of
this growth.

Immediately following the devaluation a number of

manufacturing industries faced a cost-price squeeze [Treadgold,
1969, pp.416-17] and investment in these areas remained low.
However the existing tariff structure meant that the removal of
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TABLE 4.9
Various Explanatory Variables for the Level of Non-Re si dential Building

Year

319
332
431
392
486
428
498
466
600
721
850
747
902
689
599
613
546
673
694
1037

B
P value of
export
earnings,
1967 prices
(Pm)
1261
1387
1298
1435
1559
1975
1910
2562
3174
2990
3342
3423
3198
3263
3186
5719
5340
4899
7385
8566

Notes: See following page

C
Balance
of trade
( U . S . $m )

-146
-39
-169
-51
19
-30
-97
-16
122
-23
-24
-9
-224
-274
-257
-7
-38
-151
274
-449

D
Change in
the foreign
exchange
reserves
(U.S.$m)
-60
17
-85
13
18
32
-89
40
8
-14
51
56
69
-26
-68
62
28
36
567
291

E
Ratio of
bank credit
to NOP

.157
.178
.170
.169
.173
.177
.245
.248
.284
.305
.309
.312
.339
.339
.336
.318
.303
.309
.352
.347

F
Growth rate of
manufacturing
activity
(per cent)

8.5
7.5
8.4
3.2
6.7
5.8
6.4
8.3
2.7
6.7
8.4
5.0
3.0
1 .5
10.6
9.3
11.0
0.7

G
Paid-up capital
of private
financial
institutions,
1967 prices
(Pm)
108
115
123
135
145
165
208
253
368
380
396
402
423
444
505
460
393
398
471
444
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1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974

A
Nonres i dential
building,
1967 prices
(Pm)

132

Notes to Table 4.9:
1)

Column A:

The gross value of a non-residential building constructed
in the Philippines in 1967 prices. The current price
estimates were taken from the National Accounts table on
Gross Domestic Capital Formation and deflated by the
construction composite price index.

2)

Column B:

The value of exports in U.S. dollars (Central Bank
Statistical Bulletin, Table 73) was converted to f at the
ruling exchange rates. The
value of export earnings
were deflated by the Consumer Price Index (Statistical
Builetin , Table 127)..

3)

Column C:

Statistical Bulletin, Table 73

4)

Column D:

Net receipts of foreign exchange Statistical Bulletin,
Table 70.

5)

Column E:

An indicator of the general availability of credit in the
economy. This was measured by the ratio of the total level
of domestic credits released by the commercial banks to
Net Domestic Product. Statistical Bulletin, Table 15 and
National Accounts.

6)

Column F:

The rate of growth of output in the manufacturing sector as
measured by the manufacturing component of the Index of the
Physical Volume of Production. Statistical Bulletin,
Table 103.

7)

Column G:

The development of the modern commercial market as measured
by the paid-up capital of private banks and non-bank
financial institutions. The starting value for this
series was difficult to estimate and was taken as the
capital stock of commercial , savings and rural banks in
1955. This was extracted from the Statistical Bulletin,
Tables 49-51 . No such data were available for private
development banks and non-bank financial institutions.
Data for the following years were obtained by adding the
capital investment of newly registered firms and net
capital increases of existing firms. Statistical Bulletin,
Tables 63 and 69). They are based on data received from
the Securities and Exchange Commission. The Implicit
Price Deflator for the commerce sector in the National
Accounts was used to convert the current price estimates
to 1967 prices.
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TABLE 4.10
Permits Issued for Non-Residentia 1 Building by Purpose,
Manila and Other Cities3, 1958 to 1964

Year

Industrial and
public utility
buildings

(Pm)

Institutional
buildings

(Pm)

Other nonre si denti a 1
bui1 dings
(including
commercial)
(Pm )

1958

24.4

11.2

27.2

1959

21 .6

10.5

43.9

1960

25.0

12.5

40.6

1961

22.7

15.6

47.6

1962

13.6

9.8

51 .1

1963

23.2

22.5

85.9

1 964b

25.7

20.2

116.7

Notes:

Source:

(a)

From 1958 to 1962 the data cover 29 cities other than
Manila. For 1963 and 1964 nine additional cities
were included.

(b)

January to September only

(c)

This breakdown of total non-residentia 1 building is
not available after 1964.
Journal of Philippine Statistics, 1964
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import restrictions did not substantially lower the protective
barriers supporting the manufacturing sector and the rate of
growth of industrial output was quite high for most of the
period.
With the fall in export earnings from 1967 to 1969, the
country experienced severe balance of trade deficits and
foreign reserves fell in 1968 and 1969.

The level of non-

residential building declined from 1968 to 1971.

Credit

expanded in 1967 and remained at this peak until 1969 but fell
substantially in 1970 and 1971.

This may have prevented the

slump in building activity from beginning in 1967, but the fall
in the rate of growth of manufacturing output from 1968 meant
that few firms wished to invest in industrial construction.
The devaluation of the peso in 1970 did not have an
immediate impact on the level of non-residential building as
occurred in 1963.

While export earnings increased, the

government maintained a tight credit policy in an attempt to
control the higher level of inflation resulting from the
devaluation.

Manufacturing activity appears to have begun its

recovery in 1971, but the level of new investment in the
commercial and financial sectors fell in 1970-1971.
With the relaxation of the government's tight credit
policy in 1972 and the continued expansion in export earnings,
the value of non-residential building constructed increased.
Manufacturing output rose at an average annual rate of 10 per
cent from 1971 to 1973, and a boom in the high-rise building
market began in 1973.

(See Section 5.2.)

This was partially

financed by a net inflow of direct foreign investment in 1973
and 1974.
Section 4.8;

Fluctuations in the Level of Government Building
and Construction

The level of government building and construction can be
explained in terms of the government's tax revenues, the
availability of construction materials and the increased
expenditure during election years.
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GBC = 639.52 + 0.22 TAX - 5.64 PBM/GPL + 59.37 ELECT + 0.47A(2)
(1.89)(11.49)*** (1.70)*
(1.90)**
(1.95)**
R2 =

.85

DW = 2.56
1955 to 1974

Estimation period:

[Despite the high value for the DW Statistic, none of the auto
correlation variables up to A(6) were significantly different
from zero.]
where GBC is the gross value of building and construction
projects undertaken by the national and local
governments and government corporations, at 1967
prices.

The current price estimates were taken

from the National Accounts table on Gross
Domestic Capital Formation and deflated by the
construction composite price index.
TAX is consolidated receipts of the Bureau of
Internal Revenue and the Bureau of Customs,
deflated to 1967 prices.
PBM/GPL is the ratio of the price of construction
materials to the general price level, reflecting
the relative availability of construction
materials.
ELECT is a dummy variable equal to one in years in
which national and local government elections
were held and zero in all other years.
Government expenditure on infrastructure is also tied to
the country's trade balance.

In the short term the government's

fiscal policy can run independently of the external balance
(e.g. in 1969 the level of government expenditure increased
sharply in an attempt to counter the dampening effect of a fall
in foreign reserves).

However, in the longer term it becomes

increasingly difficult to manage repeated budget deficits if
the foreign reserves are falling and the government is reluctant
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to change the exchange rate.

Hence the rise in government

expenditure on construction is the late 1960s, the sharp fall
in 1970, and the renewed expansion in 1971 to 1974.
Section 4.9:

A Stabilisation Policy for the Construction
Sector

Sections 4.6 to 4.8 have isolated the main determinants of
the fluctuations in the level of construction activity.

The

construction sector faces the greatest instability in output
and employment of all the sectors (Section 4.3).

Yet, at least

for non-residential building, the fluctuations are caused
primarily by general fluctuations in the economy.

Given the

difficulties that the fluctuations create for the contractors
and labourers, the government might consider policies to
stabilise the level of activity in the sector.
With respect to private building activity, if the
government is concerned primarily with stabilising the level
of employment, then it need only consider the total of
residential and non-residential building.

Information

presented in Chapters 7 and 8 suggests that labour is mobile
between these two types of building activity.

However, if the

government also wishes to stabilise the demand faced by the
contractors, then each of residential and non-residential
building will need to be stabilised.
Since 1965 the level of residential building has been
falling with the decline in credit released for housing.

There

have been only relatively minor variations around this trend.
However, the level of non-residential building has fluctuated
quite strongly.

A stabilisation policy suggested by the

analysis of Sections 4.6 and 4.7 is as follows.

During periods

in which the economy is expanding as a result of an improvement
in the balance of trade, the government, rather than
accentuating the accompanying boom in non-residential building
by an expansionary credit policy, might restrain the release of
credit for building purposes.

Non-residential building will

still increase because of the investment from higher export
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earnings.

If foreign reserves are increasing, then it is

desirable that the volume of imports also rise.

This may occur

as inflation, resulting from the expanding money supply, changes
the country's terms of trade in favour of imports.

However,

the government may wish to strengthen this tendency by
concentrating credit on more import-intensive industries than
building.

A large proportion of the non-residential building

financed from export earnings is likely to be high-rise
building, the most import-intensive section of the industry.
When exports and foreign reserves fall the government
might expand the level of credit for building purposes.

This

would then counter the shortage of finance from export earnings.
For a number of reasons the government might channel a larger
proportion of the credit to residential building during these
periods.

First, as there is likely to be a slump in the

general level of economic activity, industrialists may be
unwilling to invest in non-residential building even if finance
is available.
building.

This is unlikely to be a problem with residential

Secondly, the construction of residential building

is more labour-intensive than non-residential building.
Section 6.5.)

(See

A given expenditure will therefore have greater

impact on the level of employment if it is concentrated on the
construction of housing.

Thirdly, if the government wants to

use credit policy to assist, or at least not to accentuate,
balance of payments problems, then it will be concerned that
the expansion of credit does not add to the import bill.
Residential buildings, especially low and middle income housing,
are the least import-intensive of all types of building.
The government can control the fluctuations in the level
of government construction more directly than the level of
private building.

As most construction firms engage in both

building and infrastructure projects (Section 3.9), their level
of activity may be stabilised if fluctuations in government
expenditure are the inverse of those in private building.
However this policy need not stabilise the level of employment
experienced by individual labourers, as the building industry
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work force appears to be separate from that engaged in
government infrastructure projects.

Few of the building

industry labourers interviewed by the author had worked on
infrastructure projects.

This may be the result of different

skill requirements and/or the diverse and often remote
locations of government construction projects.
The government could stabilise its expenditure on
construction in a manner similar to that discussed above.

When

the economy is experiencing boom conditions government
expenditure on construction could be increased at a slower rate
than has been the case in the past.

Conversely, during a down

turn in the level of economic activity, government construction
might be expanded.
As the fluctuations in building and construction usually
coincide with the fluctuation in the level of activity in the
economy as a whole, the suggested stabilisation policy for the
construction sector is unlikely to accentuate difficulties in
other sectors.

Indeed, increasing credit and government

expenditure on construction at a slower rate during expansionary
periods may have favourable effects on the level of inflation.
A more expansionary policy during a downturn in the foreign
reserves may modify the recessionary impact on the economy in
general.
Section 4.10:

Conclusion

The analysis of this chapter has suggested that the level
of employment in the construction sector has been influenced by
both the level and composition of construction activity.

The

level of output has been determined primarily by the country's
trade balance (in the case of non-residential building and
government construction) and the value of credit released for
housing construction.

The change in the output mix was the

main reason for the adoption of more capital-intensive
techniques and the consequent decline in the average labour-
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output ratio.

As government construction and non-residential

building were the more capital-intensive sections of the
industry, changes in the trade balance have had an indirect
effect on the fluctuations in the level of labour productivity.
Ceteris paribus one would expect the change in the output
mix to result in a fall in the level of employment generated by
the industry.

However, it is possible that the change in the

output mix was accompanied by a higher level of output than
would otherwise have occurred.

In this case, the total level

of employment may have increased.
some detail in Section 6.8.

This question is examined in

One can also view the relationship

between the output mix and employment in terms of a trade-off.
If a certain shift in the output mix results in a fall in
employment, then the government must decide which policy goal
it values more highly.

Some of the implications of this

approach are discussed in Section 6.11.

CHAPTER 5
THE CHANGE IN THE OUTPUT MIX OF THE
BUILDING INDUSTRY IN THE GMA
Section 5.1:

Introduction

The analysis of the macro data suggests that the change in
the output mix has been the main reason for the adoption of
more capital-intensive techniques within the construction
sector.

In Section 5.2 I discuss the shift in the output mix

of the building industry in the GMA toward high-rise buildings
and away from residential buildings.

The results of this

analysis will be used in Chapter 6 to calculate the effect of
the change in the output mix on the level of employment.

In

Section 5.3 we examine the reasons for this change in the output
mix.

In the concluding section it is suggested that similar

forces have been operating in the industrial sector, raising the
possibility that a change in the output mix may have been common
to a wide section of the economy.
Section 5.2:

A Description of the Changes in the Output Mix

Figure 5.1 shows the value of building permits issued in
the GMA since 1960.

From 1962 to 1965 the level of building

activity increased sharply.

There was a significant fall in

1966, but a further increase in 1967 brought the total to within
?40 million of the peak of 1965.

From 1968 the value of permits

issued declined and by 1973 the level of activity was only
slightly higher than in 1961.

There was a moderate increase in

1974 and early estimates for 1975 suggest an approximate
doubling of the 1974 total.

This will place the 1975 figure

above the previous peak of 1965.
The composition of the total permits issued by residential
building, non-residential building and additions, alterations
and repairs is also illustrated in Figure 5.1.

The fluctuations

in the level of residential and non-residential building in the

450
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FIGURE 5.1
Value of Building Permits Issued, GMA, 1967 Prices
The 1975 total is a preliminary estimate.

Source:

Current price estimates obtained from the NEDA Statistical
Yearbook of the Philippines, 1976.
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GMA are similar to those at the national level, although the
fall in the value of dwellings constructed since 1965 is more
pronounced in the GMA.

The slight revival in residential

building which occurred at the national level between 1971 and
1973 was not evident in the GMA.

This may have resulted from

the concentration of new residential construction in the cities
within the Manila Metropolitan Area but outside the GMA.

In

general, the discussion of the fluctuations and their causes
contained in Chapter 4 is applicable to the industry in the
GMA.
The major change in the output mix of the building industry
has been the expansion of the high-rise building market.

This

has been largely associated with the development of the Ayala
section of Makati into the business and commercial centre of the
Philippines.

Smaller pockets of 1 development1 of this type have

arisen along Roxas Boulevard in Manila and Pasay City, Ortigas
Avenue in Pasig, and with the construction of government office
buildings in Quezon City.

It is estimated that from 70 to 80

per cent of all high-rise buildings constructed in the GMA over
the last ten years are located in Makati [Business Day, 27 May
1975, p.21].
Data on the expansion of the high-rise building market are
not available from official sources.

Permit valuation data are

not disaggregated by type or size of project, and as high-rise
buildings are constructed for both residential and nonresidential purposes they are registered under both categories.
However, information contained in articles in a number of trade
journals provide some insight into the growth of the market.
It is necessary to distinguish between two types of highrise building, according to the form of ownership involved.

In

the case of the more traditional type the owner of the building
is the client of the contractor, and after completion of the
project the client either occupies the building for his own
purposes, leases the floor space, or sells the building in its
entirety.

The second concept, the condominium, involves a

development company planning the project and acting as the
client to the contractor, and then selling individual units of
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the building to outsiders.

The purchasers have complete

ownership of their own units, and share ownership of common
areas with owners of all the other units.

A second company is

usually formed to hold the titles and to safeguard and maintain
the common areas of the building.

Up to 1967 all high-rise

buildings involved the more traditional form of ownership.
By the end of 1964, 29 high-rise buildings had been
completed, or were under construction along Ayala Avenue in
Makati.

These buildings were valued at approximately J*140

million, and all except two (valued at J?8 million) were office
buildings [Philippine Architecture Engineering and Construction
Record, PAENCOR, August 1964, p.52].

The first condominium in

the GMA was completed in 1967, and in 1968 at least another
four were commenced [PAENCOR, April 1974, p.84].

With the

advent of the condominium concept a larger proportion of highrise buildings were constructed for residential purposes.
Initially, all condominium projects were intended as dwellings,
but it was only a short time before condominiums were being
constructed for office space, or as mixed residential/nonresidential buildings.
Investment in condominium projects was fairly slow and
orderly until the last half of 1973.

There was debate as to

whether the condominium 'life-style' would be accepted by the
Filipino people, who had a strong attachment to the more
traditional form of home ownership (i.e. house and lot).

From

1968 to the end of 1973, seven real estate and housing
development firms had invested in 18 condominium projects
[PAENCOR, April 1974, p.84].

During the latter part of 1973,

the concept of the condominium unit gained the enthusiastic
favour of the market, as witnessed by the increased turnover in
the number of units sold in the pre-construction stage of
planning [Business Day, 27 May 1975, p.21].

With condominiums,

the developers attempt to finance at least part of the
construction costs by selling the units before completion of
the project.

By the end of 1973, a sharp increase in demand

for the units resulted in a general willingness of the consumer
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to purchase the product unsighted.

The substantial rise in the

number of condominiums commenced in 1974 is reflected in the
number of new condominium development companies registered with
the Securities and Exchange Commission (Table 5.1).
By May 1975, approximately 60 condominiums had been
completed, or were under construction in the Philippines.

All

were built in the GMA (except for six located in the major
resort areas) and approximately 44 were situated in Makati
[Business Day, 27 May 1975, p.21].

Since, of the 54

(60-6)

condominiums built or under construction in the GMA 18 had been
started by the end of 1973, it appears that 36 condominium
projects were commenced in the GMA in 1974 and early 1975.
Most, if not all, of these 36 projects would still be under
construction in mid 1975, at which time there were between 80
and 90 high-rise buildings under construction in the GMA.
While all these figures are only approximate, they suggest that
condominiums currently represent about 40 to 45 per cent in
number, and probably close to one-half in value, of all highrise buildings being constructed in the GMA.
All but one of the 60 condominium projects which have been
completed, or are at present under construction, have been aimed
at the high income market.

A Business Day journalist quotes one

"industry source" as saying that "... to be able to afford the
cheapest and the smallest condominium unit an individual must
have at least a monthly income of J?10,000".

The common terms

of payment for units are a deposit of 30 per cent with the
balance payable over five years.

In one of the more luxurious

condominiums, the Makati Tuscany, a studio unit of 55 square
metres is being sold for ^250,000 or at ^4,545 per square metre.
The terms of payment are a 20 per cent deposit with the balance
payable over five years.
of almost ?4,500.

This involves a monthly amortisation

It was estimated by the Vice-President of

the corporation developing the project, that a minimum monthly
income of ^20,000 would be needed to afford the cheapest unit
in the project [Business Day, 27 May 1975, p.22].
The one project which has not aimed at the high income
group is the Sambahayan project developed by the private

TABLE 5.1
Number and Invested Capital of New Firms dealing with Condominiums, as Registered with the
Securities and Exchange Commission

No. of
corporations

No. of
stock
corporations

No. of
non
stock
corporations

Total
authorised
capital of
stock
corporations

(pooo)

Subscribed
capital of
stock
corporations

(pooo)

Paid-up capital
of stock
corporations

(pooo)

1973

9

8

1

3,650

750

250

1974

27

14

13

82,400

17,690

6,025

3

1

2

7,000

1 ,500

751

January,
February,
1975
Source:

Business Day, May 27, 1975, p.21

Notes:

(a)

A non-stock corporation is formed to hold the titles to the building, and to safeguard
and maintain the common areas of the building.

(b)

A stock corporation refers to the firm which is responsible for developing the project.
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organisation, Philippine Business for Social Progress.

This

project comprises 358 units with a floor area of 34 to 57 square
metres costing from J?17,000 to ^30,000, or approximately ^500
per square metre.

The terms of payment are a 10 per cent

deposit with monthly instalments of ^150 to J?200.

The

purchasers are able to borrow, at no interest and repayable
over 24 to 30 months, the amount of the deposit from the Social
Security System

[Ocampo, 1974; Ylanan, 1974].

From the above discussion it can be seen that the
condominium market has experienced boom conditions in recent
years.

From a very quiet beginning, with about 20 projects

undertaken in the seven years from 1967 to the end of 1973, the
market expanded quite suddenly and approximately 35 projects
were commenced in the period from the end of 1973 to May 1975.
The value of the non-condominium high-rise buildings
constructed has also increased substantially; from J?34 million
in 1960 to J?165 million in 1974.^ The expansion has continued
through to 1976 owing in part to the large number of
international standard hotels constructed for the World BankIMF

Conference held in Manila in 1976.
Table 5.2 presents estimates of the value of buildings

constructed by type of building for 1960, 1965, 1970 and 1974.
The estimates are in 1975 prices.

The value of buildings

constructed is assumed to equal 130 per cent of the value of
permits issued.

This is based on the assumption made by the

National Accounts statisticians that building permits issued
are undervalued by one-third.
buildings

The assumed value of high-rise

(HRB) constructed is based on the discussion above.

While this contained fairly detailed information on the
expansion of the condominium component of the market, the data
relating to the non—condominium HRB are less clear, especially1

1 See Table 5.2. The estimates are in 1975 prices. Non
condominium high-rise buildings are assumed to represent onehalf of the total value of high-rise buildings constructed in
1974 .

TABLE 5.2
Total Value of Buildings Constructed by Type of Building,
GMA, 1960, 1965, 1970 and 1974
(1975 prices)
Total Value of
Buildings
constructed

HRB

RB

Value
(Pm)

Percent

Value
(Pm)

1960

677

100

34

5

1965

1505

100

125

1970

852

100

1974

951

100

Source:

See text

Percent

Value
(Pm)

Additions,
alterations,
repairs

NRB
Percent

Value
(Pm)

Percent

290

43

257

38

96

14

8

598

40

623

41

159

11

92

11

368

43

287

34

105

12

330

35

187

20

330

35

104

10

Value
(Pm)

Percent
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in the period around 1970.

Therefore the estimates presented

below can only be regarded as indications of the orders of
magnitude involved.

The value of residential buildings

excluding high-rise buildings (RB) is calculated as 130 per cent
of the value of permits issued for residential buildings, less
the estimated value of residential buildings constructed as HRB.
A similar procedure was used to estimate the value of nonresidential buildings excluding high-rise buildings (NRB).
The estimate of the value of HRB constructed in 1974 was
obtained from the detailed listing of building permits for the
GMA.

The 1960 figure was based on the fact that by the end of

1964, 27 buildings costing ^140 million in current prices had
been constructed along Ayala Avenue.

Most were constructed in

the 1960s, implying an average of five HRB constructed each
year from 1960 to 1964.

However, it is likely that fewer were

constructed in 1960 than in 1964.

It was assumed that two HRB

costing ¥9 million were constructed in 1960.
to be for non-residential purposes.

Both were assumed

In 1965 it was assumed

that eight HRB were constructed for JMO million, one of which
was assumed to be for residential purposes.

The estimate for

1970 is even more tentative than that for 1960 and 1965.
Between 1968 and 1973, 18 condominiums were constructed.
represents an average of three constructed each year.

This

However

1970 was a slump year both for the building industry and the
economy as a whole.

Hence it was assumed that only two

condominiums and five non-condominium HRB were constructed in
1970.

The seven HRB were assumed to cost ?40 million, of which

J*16 million was invested in residential HRB.
Table 5.2 shows that the ratio of the value of HRB
constructed to the total value of buildings constructed has
increased from approximately five per cent in 1960, and 10 per
cent in 1965 and 1970, to 35 per cent in 1974.
likely to be even higher in 1975.

This ratio is

The share of RB in the total

value of buildings constructed has fallen from 40 to 45 per
cent in the 1960s to only 20 per cent in 1974.

The share of

NRB and additions, alterations and repairs has remained
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virtually constant.

Hence the building industry in the GMA

has experienced a substantial shift in its output mix away from
KB and toward HRB.
Section 5.3;

Reasons for the Change in the Output Mix

A number of forces have been working to cause the shift in
the output mix in the building industry.

These have included

attempts to persuade multinational corporations to establish
their regional headquarters in Manila; direct incentives
provided by the government for investment in hotels; the
effects of the unequal distribution of income on the demand for
luxury, high-rise residential units; the expansion of the
modern commercial sector; and restraint on the level of credit
released for low and middle income housing.

Each of these

will be discussed in turn.
Because of the widespread use of the English language, the
high standard of education, the stable political environment
and the quality of the transportation and communication
facilities, Manila is a relatively attractive base for foreign
firms trading in S.E. Asia.

The government has attempted to

capitalise on this situation by offering incentives, mainly
fiscal, to multinational corporations who establish their
regional administrative headquarters in Manila.

Since 1973,

approximately 90 companies have responded to the incentives, and
consequently there has been an expanding demand for luxury
office space [Asian Finance, July 1976, p.27].

This occurred

at a time when export earnings were high, resulting in an
increase in the domestic funds available for investment.
Because of the rising demand, some of these funds were channeled
into high-rise buildings.

This tendency was strengthened by a

high rate of inflation which increased the relative profitability
of real, long life projects compared to investment in financial
assets.
The shift in the output mix towards high-rise buildings
has also resulted from incentives provided by the government
for investment in international standard hotels.

The need to
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increase the number of hotel rooms followed the decision to
host the annual World Bank-IMF Conference in 1976 and the
government's policies to promote tourism.

Investment in the

hotel projects was financed by loans from government banks and
financial institutions at the direction of the Central Bank.
Loans were granted for a high proportion of the building costs,
at interest rates of 12 to 14 per cent, well below the rate of
inflation.

The repayment of the principal was subject to a two

year grace period.

Fiscal incentives were also used to entice

investment in hotel projects

[Wideman, 1977].

In response to these incentives, fourteen first class
hotels were constructed in the GMA from 1974 to 1976.

The

number of hotel rooms increased from 4,000 to 11,000 at an
estimated cost of J?3,750 million.

However, the early estimates

of demand were highly inaccurate.

Six or seven hotels of 500

to 600 rooms would have catered for the World Bank-IMF
Conference, and the Department of Tourism estimates that the
new hotels will not achieve full capacity until 1980.

Even

this estimate assumes a doubling of the number of tourist
arrivals between 1976 and 1980

[Wideman, 1977].

Many government office buildings also fall within the
luxury high-rise classification.

The additional benefits of

such buildings over and above those of a more modest structure
appear quite small, except for the government officials who
work in the buildings.
As a result of a relatively high rate of economic growth
with a constant or possibly worsening income distribution,
there has been an expansion of the purchasing power of the urban
elite.

This has benefited not only the established wealthy

families, but also the new upper-income group which has emerged
with the growth of the modern industrial and business sector.
As well as the owners of the new corporations, the managers,
professionals and technicians all receive high-salaried, secure
employment.

An increased demand for luxury residential units

has emerged from these groups.

The introduction and eventual

acceptance of the condominium dwelling meant that the demand for
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luxury housing was partly met by high-rise buildings.

Many

families with traditional dwellings purchased condominiums as
a second residence, while those who could not afford the
traditional luxury dwelling could now buy a smaller unit of
comparable quality.

Also, government regulations allowed

aliens to purchase condominium units whereas they were not
permitted to own the traditional type of residence.
Approximately one-third in value of all multi-storey buildings
constructed in the GMA in 1974 was for residential purposes.
Hence the unequal income distribution has played a significant
role in the change in the output mix.
Another reason for the expansion of the HRB market has
been the growth of the modern commercial sector.

As well as

assisting companies engaged in international trade, the
commercial sector supports the large manufacturing firms which
have developed behind the government's industrialisation
policies.

As these industrial companies matured, diversified

and increased in size, their efficient management required
modern business and financial services.
modern commercial sector expanded.

In response, the

Because of the cost of

land, the need for a high standard of infrastructure and the
economies of agglomeration, the new financial institutions
established their offices in high-rise buildings in Makati.
Banks, insurance companies and other financial institutions
occupy a large proportion of the stock of high-rise buildings.
As well, many of the large industrial firms administer their
business from luxury, multi-storey offices.
At the same time as the demand for HRB was increasing, the
growth rate of RB was retarded by the slow expansion in the
level of credit released for housing (Section 4.8).

As credit

for residential buildings has been provided at subsidised terms
administered by government officials, the decline cannot be
attributed to a fall in demand as a result of high interest
rates.

Rather, there appears to have been a policy to restrain

the growth of credit for this purpose.
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Section 5.4;

Future Changes in the Output Mix

Most of the contractors interviewed by the author in 1975
expected the rate of construction of high-rise buildings to
ease within the next two or three years.

By 1977-1978 the

supply of luxury residential and office accommodation will
catch up with the demand.

A Business Day article [27 May 1975,

p.22] quotes an unnamed "industry source" as claiming that
there are some "... finished condominium buildings standing
idle without buyers and (that) there are condominium projects
at the pre-selling stage which are having difficulties in
selling a single unit".

This may be a slight exaggeration, but

there is no doubt that projects begun in mid 1975 were having
more difficulty in attracting buyers than those commenced early
in 1974.
While the excess demand for high-rise building in the
private sector may soon be satisfied, the government's decision
to build a "new city" on reclaimed land in Manila Bay may keep
the proportion of high-rise buildings in the total industry
output at its present level.

With the shifting of the national

capital from Quezon City to Manila, the new city is planned to
become the centre of government administration and private
finance.
The output mix of the industry in the future will depend
to a certain extent on the government's attitude to credit and
fiscal policies.

From the discussion of Section 5.3 it is

apparent that the government can exert considerable influence
on the industry's output mix.

As such more information on the

relative benefits (in terms of economic welfare and employment)
of the different types of building may be useful to decision
makers.

Some of these issues will be discussed in Chapter 6.

Section 5.5:

Conclusion

In Section 1.4 the forces causing a change in the output
mix in the manufacturing sector were outlined.

Import-

substitution policies have altered relative commodity prices
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through the maintenance of import controls, tariff structures
and an overvalued currency.

The government has provided fiscal

incentives to promote investment in particular industries.
Together with the provision of low interest credit, these have
tended to encourage industries with a relatively high capitaloutput ratio [ILO, 1974, pp.140-48].

This move has been

strengthened by an increased demand for luxury consumption
goods (other than housing) as a result of a rise in the
purchasing power of the urban elite.
Over the same period very little encouragement has been
offered to small and medium-sized firms.

Infrastructure and

credit have been directed away from the smaller firms and
investment in such enterprises has been discouraged by the low
domestic price of export goods as a result of the overvalued
currency.
Some analogies can be drawn between the situation in the
building industry and the manufacturing sector.

Government

investment incentives have been important in both cases.

They

have encouraged the multinational companies to establish their
regional offices in Manila and hence resulted in a higher
demand for HRB.

The provision of credit and fiscal incentives

also played a crucial role in the investment in hotel projects.
While investment in HRB and large scale industries was
encouraged, the expansion of RB and small scale industry was
hampered by a lack of credit and other disincentives to
investment.

Also, the income distribution has been working in

similar directions in both the building and manufacturing
sectors.

Finally, the import-substitution policies have

influenced the output mix in both sectors.

However, in the

building industry most of this influence has been indirect.
First, through the stimulus to the modern commercial sector,
and second through the impact of any worsening in the income
distribution.

Hence the change in the output mix in the

building industry appears, at least in part, as if it may be
conforming to a trend which is occurring in a wider section of
the economy.

Some of the implications of this possibility will

be discussed in Section 6.11.

CHAPTER 6
THE LEVEL OF EMPLOYMENT IN THE BUILDING INDUSTRY
IN THE GMA:
Section 6.1:

AN ANALYSIS OF SOME MICRO DATA

Introduction

This chapter examines, with the use of micro data, the
labour-intensity of constructing different types of building
and the effect of various forces on the total amount of
employment generated by the industry.

The analysis of the

macro data (Chapter 4) implied that the change in the output
mix was the main reason for the fall in the labour-output ratio
in the construction sector.

This may have been strengthened by

changes in the relative factor prices and advancements in
technology.

It was also suggested that over most of the period

since 1955, the building industry was relatively labourintensive, but a change in the output mix in more recent years
(Chapter 5) may have reduced the industry's contribution to
employment generation.

However the evidence from the macro

data is not conclusive, and these points will be analysed in
this chapter with the use of micro data.
In Sections 6.2 to 6.4 we discuss micro case studies of
the amount of employment generated by each of residential, nonresidential and high-rise buildings.

The next three sections

compare the labour-intensiveness of constructing different
types of building in terms of both direct and indirect labour.
We will find that, on average, residential buildings employ
three times more on-site labour per unit of expenditure than
high-rise buildings.

Non-residential buildings require twice

as much labour as high-rise buildings.

Section 6.8 uses the

data of the previous sections, together with the analysis of
Chapter 5, to examine the effect of the change in the
industry's output mix on employment.

This is followed by a

discussion of the effect of new techniques of construction
adopted by the industry on the size of its work force.

In

Section 6.10 we evaluate the relative contribution of the
industry to total employment generation in the GMA and estimate
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the average degree of underemployment experienced by a building
industry labourer.

Section 6.11 concludes the examination

begun in Chapter 4 of the level of employment generated by the
building industry.

It presents a summary of the main findings

of the analysis and suggests some implications of the building
industry experience for other sectors of the economy.
Section 6.2;

Employment Generated by the Construction of
Residential Building

A wide range of residential buildings
survey.

was covered by the

The cheapest was a 40 square metre wooden structure

costing approximately £*8,000.

However most of the temporary or

semi-permanent dwellings were excluded from the survey as they
do not obtain building permits.

The sample included a number

of houses costing £*35,000 to £*60,000 (8 0-120 square metres)
with walls of concrete hollow bricks and roofing of galvanised
iron sheets, as well as the luxury houses of the urban elite
"villages".

The most expensive residence covered by the survey

was a 900 square metre building costing approximately £*800,000.
It is a limitation of this study that all these residences must
be placed within the one category.

However in the time

available it was not possible to sufficiently enlarge the
sample to allow the inclusion of luxury residential buildings
in their own category.
The labour flows (or time-patterns of labour utilisation)
associated with the construction of residential buildings are
illustrated in Figures 6.1 and 6.2.

Figure 6.1 shows the

pattern for a residence of 130 square metres which cost
approximately £*80,000.

It was typical of the pattern which

emerged for middle-income dwellings.

Figure 6.2 refers to a

more luxurious residence of 330 square metres and costing in
the vicinity of £*300,000.

However this building was not one

which was included in the sample.

Rather it is another

This section refers to residential buildings other than highrise buildings (i.e. RB).
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residence being built by the same construction firm, but on
which the firm was willing to give more detailed information.
The engineer of the firm insisted that the labour flows for the
construction of all luxury residential buildings constructed by
the firm was similar to the pattern illustrated below.

He also

claimed that because of supervisory and work sequence
improvements which he had implemented, labour costs (as a
percentage of total costs) were from five to eight per cent
lower than the norm for this type of building.

The other

buildings of this type for which detailed information was
available also illustrated a similar pattern.
Figure 6.1 shows three distinct phases in the construction
of the building.

The first three weeks was spent on clearing

the site, excavation and building the basic frame.

It is not

uncommon, although it is not illustrated in this example, for
the number of unskilled helpers to exceed the number of skilled
labourers during this initial stage.

For the main phase of

construction which usually represents slightly more than half
the total construction time, the number of carpenters, masons
and unskilled helpers doubles.

During this period the walls,

roofing and ceilings are completed and the plumbing and
electrical fixtures are installed.

The final phase sees the

finishing touches applied to the building.
The construction of this building involved 970 man-days of
labour.

The foreman accounted for 90 man-days, the carpenters

and masons for 372 man-days, the unskilled helpers for 270 mandays and the plumbers and electricians for 240 man-days.

The

man-days associated with the plumbing and electrical works is
higher than in other similarly sized residences which were
surveyed.

On the basis of other comparable residences one

would expect the plumbing and electrical work to account for
approximately 100 man-days.

The higher estimate could be due

to the fact that this particular project involved more fixtures
or more complex fixtures, or to an overestimate by the foreman
of the time that the plumbers and electricians spent on the
site.

No equipment was used in the construction of the

building.

The cement was mixed on the ground with a spade.
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FIGURE 6.1
Labour Flows for the Construction of
Middle-Income Residential Buildings
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Figure 6.2 shows the labour flows associated with the
construction of a more luxurious residential building.

Again

there is a short initial phase during which a small number of
carpenters construct the scaffolding, the unskilled helpers dig
the excavations (manually) and the steelmen begin their task of
cutting and shaping the steel bars used for reinforcing the
concrete.

On this particular site six steelmen were employed

for six weeks and two for one week although it is more usual for
a smaller number of steelmen to be employed for a longer period.
During the second phase of construction the number of
carpenters, masons and unskilled helpers employed on the site
increases quite markedly.

The length of this second phase

varies for the different occupations.

For the carpenters it

lasts about eight weeks (up to the tenth week of construction),
during which time they build the form work, the trusses and the
purlins.

The third phase of carpentry lasts five weeks and

involves the construction of the ceiling joists and the ceiling
and the installation of the doors and windows.

The final phase

lasts three weeks and includes the building of the balusters
and the finishing cabinetry works.
For the masons there appear to be only two phases.

They

are not involved in the initial phase of construction and begin
work on the site during the third week.

Ten weeks are spent on

aligning the concrete hollow bricks for the external walls,
plastering for the internal walls and applying the finishing
touches to the walls.

During the second phase of masonry work

the number of masons is halved and the finishing touches such
as toilet tiles, cement tiles and the granolithic plumbing
fixtures are installed.
The unskilled helpers are the only persons besides the
carpenters who are on the site for the total construction time.
They pass through three phases.

After spending two weeks on

the excavations, the next twelve weeks involve the mixing and
pouring of cement for the footings, columns, roof beams, gutters
and floor slabs and backfilling.

During the third phase the

number of labourers employed falls by one third.
engaged in glazing and cleaning activities.

They are

Two electricians
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begin work after the initial phase and continue until the
completion of the building.

Two plumbers commence at the same

time but finish their work four weeks before the completion of
the building.

Five painters work over the last seven weeks of

the construction period.
The construction of this building involved the use of
4,100 man-days of labour.
in Table 6.1.

The breakdown by occupation is given

Table 6.2 shows the equipment used in the

construction of the building.
The labour flows associated with the construction of
residential buildings were usually similar to the patterns
presented in Figures 6.1 and 6.2.

However, on three of the low-

cost houses included in the survey the number and composition
of the work force, except for electricians and plumbers, was
the same for the whole construction period.

In these cases the

size of the work force was quite small, usually from six to
nine, and represented the permanent work force of the foreman
responsible for the building.
The above discussion illustrates the short-term
uncertainties of employment faced by building industry
labourers.

Most residential building projects are completed

within 15 to 20 weeks, and very few extend beyond 25 weeks.
Even if the labourer is employed for the total construction
period of each project he will need to work on two or three
sites a year.

However a large number of the labourers are

engaged on a particular site for less than the construction
period.

Some are employed for only a couple of weeks.

This

source of instability of employment is in addition to that
created by fluctuations in the level of output from year to
year.

As the size and composition of the work force on a

building site varies with the different phases of construction,
the number of labourers actually employed on the site at any
given time is not an adequate measure of the level of employment
generated.

Rather it is necessary to calculate the total man-

days of labour that were used in construction.
be disaggregated by the type of labour:
foreman, or sub-contractors.

This total can

skilled, unskilled,
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TABLE 6.1
Man-days Employed in Construction of Luxury
Residential Building by Occupation

Occupa tion

Man-days

no

Foreman
Carpenters
Masons
Steelmen
Unskilled helpers
Pain ters
Pi umbers
Electricians
TOTAL
Source:

Proportion of total
man-days
(percent)

1,000
600
230
1 ,600
220
140
200

2.7
24.4
14.6
5.6
39.0
5.4
3.4
4.9

4,100

100.0

Field survey , 1975
TABLE 6.2
Equipment Used in the Construction of a Luxury
Residential Building

Type of equipment

No. of pieces

Proportion of total construction
time used
(percent)

One bagger cement
mi xer

1

70

Vibrator

1

20

Black and Decker
electric drill

1

5

Floor sander

1

20

Manual steel bar cutter

1

30

Source:

Field survey, 1975.
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For sites on which incomplete information was obtained it
was assumed that the labour flow followed the same pattern as
that illustrated in either Figure 6.1 or 6.2.

Often

information was available only on the size and composition of
the current, maximum and minimum work force and on the expected
construction time.

In this case the total man-days employed

was calculated by assuming that the maximum (minimum, current)
work force was engaged for the same proportion of the total
construction period as in Figure 6.1 or 6.2.

This assumption

was used for five of the residential building sites.
Data on the total man-days employed were converted into
the standardised form of man-days employed per square metre of
floor area.

The estimates for the residential buildings

covered by the survey are presented in Table 6.3 and Figure 6.3.

Man-days Employed per Square Metre by
Cost per Square Metre,
Residential Buildings

Source:

Table 6.3
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TABLE 6.3
Man-days Employed on the Construction of the
Sample of Residential Buildings
2

Site number

Man- days/m

RBI

6 .7

600

13

RB2

15 .8

1 ,200

15

RB3

12 .8

890

16

RB4

8 .8

500

20

RB5

4 .4

440

12

RB6

6.1

460

16

RB7

7 .5

615

15

RB8

7 .4

670

13

RB9

6 .3

500

15

RB10

5 .3

500

13

RB11

16 .9

1 ,090

18

RB1 2

1 .3

200

14

RB1 3

11 .6

600

23

RB 1 4

6 .4

500

15

RB 1 5

5 .0

500

12

RB 1 6

10 .1

730

16

Source:

Field survey, 1975

Cost/m
CFj

Labour costs as a
proportion of total
costs
(percent)
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Cost per square metre of floor area is used as an indication of
the standard or quality of the building.

Information obtained

from three of the 19 sites was insufficient to allow the
calculation of the total man-days used.

Hence estimates are

presented for only 16 sites.
Figure 6.3 shows that as the quality of the building (cost
per square metre) increases the number of man-days employed per
square metre also increases.

There are two ways in which a

higher quality of construction can be achieved:

through the

use of more skilled labour or more expensive materials.

The

impact of an improvement in the quality of a building on the
labour-intensity of construction will depend on which of these
methods is more important.

In luxury housing the quality

finishing of walls, floors and ceilings, and the individualistic
cabinetry and ornamental work (such as carved woodwork) all
involve considerable effort by highly skilled tradesmen.

While

this utilises more expensive materials it also requires a higher
skilled labour input.

Therefore, for every square metre of

luxury housing built the labour requirements will be higher than
for every square metre of basic housing.
Information from an external source shows that the
estimates in Table 6.3 are of the right order of magnitude.

In

his paper on the employment impact of low cost housing, Paqueo
[1973] presents three estimates of the division of total costs
between building materials and labour.

Two of these estimates,

both made by business research groups, suggest that direct
labour costs account for 30 per cent of total costs.

The third

estimate, by engineers of the Bureau of Public Works, assumes
that the ratio of labour costs to total cost is likely to fall
within the range of 30 to 35 per cent.

The Philippine

Institute of Architects [1970] suggests that wages represent
26 per cent of the total cost of a residence.

The Ranis Report

[ILO, 1974], basing its estimates on those presented in the
Paqueo paper, assumes that 28 per cent of the total cost of a
"conventionally" built low-cost residence results from direct
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labour costs.

Therefore it appears that as of 1971 labour

costs accounted for 26 to 35 per cent of the total costs of
constructing a residential building.
Direct labour costs as a percentage of the total cost of
construction are presented in Table 6.3.^ However one would
not expect these figures to fall within the range of 26 to 35
per cent as these latter estimates were made in 1970-1971.
Since then there have been sharp increases in the prices of
building materials while labour costs have remained virtually
constant.

Therefore it is necessary to re-estimate the share

of labour costs in total costs assuming that the amount of
labour and materials used has not changed since 1970-1971,
while taking account of the increased prices of building
materials and labour.

Table 4.6 shows that from 1971 to 1974

the retail prices of building materials increased by
approximately 150 per cent, while average labour costs increased
by approximately 10 per cent. Given the change in relative
prices the value of the ratio of labour costs to total costs
corresponding to the range of 26 to 35 per cent in 1971 is 13
3
to 19 per cent.
The following average daily wage rates were assumed: Skilled
labourers = ?13; Sub-contractors labour = ^12; Unskilled
labourers = ?8.50; Foreman's labour = ?20.
3
Let: T = total cost; W = average wage; N = number of man-days;
P = price of building materials; M = quantity of building
materials. If no subscript is attached to the variable it
refers to 1971.
If a subscript "1" is attached to the variable
it refers to 1974.
Given:

Assume:

(a) N and M are constants over the period under study.
(b) P has increased by 150 per cent and W by 10 per cent
over the period under study.
In 1971 labour costs accounted for 26 per cent of total
costs.
—
WN
i.e. WN = 0.26T or W = y = 0.26

then:

T = WN + PM
T1 = Wj^N + P^
=1.1 (WN) + 2.5 (PM)
= 1.1 (0.26T) + 2.5 (0.74T)
= 0.29T + 1.85T
= 2.14T

(cont1d)
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Reference to Table 6.3 shows that on 12 of the 16 building
sites the estimated man-days employed involved a ratio of
labour costs to total costs within the range of 13 to 19 per
cent.

For the remaining sites the degree by which the ratio

falls outside this range appears small enough to allow the
continued use of the data.
On eleven of the building sites covered by the sample no
equipment was used. On the three luxury residential buildings
no equipment was used on one, the equipment described in Table
6.2 was used on another, and a manual bar cutter, an air
compressor and a floor sander was used on the other. On the
three remaining sites on which equipment was used a one-bag
capacity cement mixer was used on each.
Section 6.3:

Employment Generated by the Construction of NonResidential Buildings 4

This category included a wide range of buildings of
varying standards and value. The smallest project involved the
major renovation of a small office building with a floor area
of 105 square metres and costing ^31,000. The sample included
a number of factories, warehouses, shopping and commercial
centres, a funeral parlour, and office blocks of varying sizes.
The largest project was the construction of a warehouse and
three-storey office facilities costing ?2,500,000 and covering
3600 square metres of floor area.
3 cont'd
W,N

1.1 WN
2.14 T
1.1 (WN)
2.14
T
= 0.514 W
Therefore if W = 26 per cent, then

13.3 per cent

Similarly if W = 35 per cent, then

= 18.9 per cent

^ This section refers to non-residential buildings other than
high-rise buildings (i.e. NRB).
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The labour flows associated with the construction of these
buildings usually followed one of two patterns.

For most of

the small buildings and for buildings such as factories and
warehouses which involved primarily the construction of
external walls and the roofing (with little interior
partitioning and finishing), the labour flow was similar to
that for luxury residential buildings.

The number of people

working on the site reached a maximum early in the construction
period while the external walls were being built.

The roofing

stage usually involved fewer labourers and the number employed
on the site would decline slowly for the remainder of the
construction period.
For the larger projects involving buildings of more than
one storey, the labour flow was usually similar to that shown
in Figure 6.4.

This project is a two storey school building

with a floor area of 350 square metres and costing approximately
^368,000.

In this pattern of labour utilisation the maximum

number of labourers are employed at a much later stage of
construction.

The amount of labour required during the

preparation and pouring of cement for the floor slabs and
external walls is approximately the same for each storey.
However, when the construction of the higher floors begins it
is usually possible to commence work on the internal walls and
finishing touches on the lower storeys.
On the building site illustrated in Figure 6.4 the first
two or three weeks were spent on preparation of the site and
excavation work.

Most of the skilled labourers were carpenters

engaged in formwork.

Over the next four or five weeks the

floor slab and external walls for the ground floor were
constructed.

During the next eight weeks the second storey

structure and the roofing were completed while the initial
finishing works (e.g. plastering of internal walls) on the
ground floor were begun by a new group of labourers.

Over the

last four weeks of construction the number of labourers employed
on the site decreased as the final finishing touches and the
cleaning up were undertaken.

During the second week of

Skilled labourers

N u m b e r o f la b o u re rs e m p lo y e d

Unskilled labourers

Plumbers and Electricians

TOTAL

28

-

20

-

Construction time in weeks

FIGURE 6.4
Labour Flows for the Construction of
Non-Residential Buildings
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construction a mechanical tamper was used to compact and level
the ground.

Three one-bag capacity cement mixers and a

vibrator were also used for "about two months.
Table 6.4 and Figure 6.5 provide estimates of the man-days
employed per square metre for the non-residential buildings
covered by the survey.

On three of the building sites the

information obtained was either insufficient or proved to be
unreliable so that only 15 sites were included in the table.
Labour costs as a proportion of total costs lie within the
range of nine to 14 per cent.

This is 25 to 30 per cent lower

than the range of the same ratio found on residential building
sites.

There are a number of reasons why labour costs account

for a smaller proportion of total costs on non-residential
buildings than on residential buildings.

First, on non-

residential buildings (excluding luxury high-rise buildings)
less emphasis is placed on the finishing touches.
skilled-labour intensive stage of building.

This is a

Second, and

perhaps more important, -non-residential buildings require the
use of more expensive building materials than do residential
16 r

12

0 ________ i_______ i--------1--------1--------1--------1

0

400

800

1200

Cost /m2 (in pesos)

FIGURE 6.5
Man-days Employed per Square Metre by
Cost per Square Metre,
Non-residential Buildings
Source:

Table 6.4
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TABLE 6.4
Man-days Employed on the Construction of the Sample
of Non-Residential Buildings
Site number

Man-days/m

?

Cos t/m^

(P)

Labour costs as a proportion
of total costs
(percent)

NRB1

4.3

400

11.5

NRB2

8.0

700

12.6

NRB3

9.9

1050

11 .0

NRB4

7.8

625

13.2

NRB5

3.6

450

9.1

NRB6

6.4

535

14.3

NRB7

2.7

295

11 .6

NRB8

9.0

1035

10.1

NRB9

4.9

530

10.1

NRB10

3.7

400

10.3

NRB 11

2.9

350

9.3

NRB 1 2

12.0

1170

11 .6

NRB1 3

6.6

650

11.8

NRB14

5.7

690

10.0

NRB15

9.5

810

14.0

Source: Field survey 1975
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buildings.

Ihe primary materials used in residential buildings

are concrete hollow blocks and timber, whereas for nonresidential buildings reinforced concrete and steel are more
important.

Hence increases in cost per square metre are more

likely to result from higher structural standards and the use
of more expensive materials than from a greater use of skilled
labour.

As a result the relationship between cost per square

metre and man-days per square metre is less steep than for
residential building.
On six of the non-residential building sites no equipment
was used.

On seven sites equipment was confined to a cement

mixer, a manual steelbar cutter, a vibrator and/or a welding
machine.

However on three of the larger sites greater use was

made of equipment.

A conveyor belt was often used to transport

cement and on one project a fork lift moved building materials
around the site.

Electric saws were also used on some

occasions.
Section 6.4:

Employment Generated by the Construction of High-* 1
Rise Buildings

This category is a much more homogeneous grouping than
either of the two earlier categories.

The frame of the

buildings are similar (the main variation being the number of
storeys) and common building materials are used.

The major

cause of variations in the cost per square metre of buildings
in this category are the quality and type of finishing.
Six different methods of constructing high-rise buildings
are being used in the GMA.

These are:

(1)

Conventional reinforced concrete.

(2)

A combination of reinforced concrete for columns,
beams and shear walls with pre-stressed slabs.

(3)

Reinforced concrete for columns and shear walls
with post-tensioned beams and slabs or any
combination thereof.

(4)

Integrated pre-cast, pre-stressed structures.
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(5)

Post-tensioned, lift slab method.

(6)

One of the above after substantial pile-driving
work has provided suitable foundations.

Most of the buildings in the GMA are constructed by method (3).
The lift-slab method is a relatively recent innovation in the
Philippines and at the time of the survey fewer than five
buildings were being constructed in this way.

Substantial

pile~driving work is required for all buildings constructed in
the Roxas Boulevard area close to Manila Bay.

Once the

foundations have been laid method (3) is usually used.

In the

sample of seven buildings, six were being constructed by method
(3) and one by method (1).
The labour flows associated with the construction of a
high-rise building can be seen from Table 6.5.

This information

refers to a seven storey office building costing approximately
?20 million and covering a floor area of 12,000 square metres.
The construction time was approximately 23 months.
TABLE 6.5
Labour Flows Associated with Construction of High-Rise Buildings
No. of employees
Time period

No. of months

Skilled

Unskilled

1

5

30

13

80

30

Months 15-19

5

160

30

Month 20

1

250

50

Months 21-22

2

160

30

Month 23

1

100

30

Month 1
Months 2-14

Source:

Field survey , 1975

During the first month the site was prepared and excavation
work undertaken . The next 13 months involved the erection of
the main structure of the building while in the remaining nine
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months the finishings were completed.

It can be seen that it

is during the finishing stage that the maximum number of people
were employed on the site.
A number of qualifications need to be mentioned with regard
to Table 6.5.

First, the building illustrated in the table is

a luxurious office building involving a cost per square metre
of J*l,7 00.

For high-rise buildings with a lower quality finish

the length of the finishing stage, and the number of people
employed during this stage would be lower.

Second, the number

employed on the site often varies from day to day, whereas the
monthly employment figures given in the table represent the
average size of the work force.

Shortages of building materials

is one of the main reasons for short term variations in the work
force.

This may result from an error by the site engineer in

ordering materials, bottlenecks in the supply of materials, or
from the client's difficulties in obtaining finance to purchase
the materials.

Smaller variations are due to labourers not

reporting for work and the fact that a larger proportion of the
work is being undertaken by sub-contractors.

Sub-contractors

rarely keep a fixed work force on a particular site.

Rather

they transfer men from site to site as the need arises.

In

Chapter 8 it is shown that building industry labourers often
take time off to return to their home town for visits of two
to four days.
A bulldozer and pay-loader were used for the excavation
stage during the first month of construction.

A five ton

capacity linden crane was on the site for virtually the whole
construction period, as were a set of jack hammers, a power
saw, a welding machine, an air compressor and a stand-by
generator.

Three vibrators were used for approximately 12

months each.
The man-days employed on the building sites covered in the
survey are presented in Table 6.6.

Information obtained from

one of the seven sites was insufficient to allow the
computations to be undertaken.

For the remaining six sites the

estimated labour costs as a proportion of total costs lie within
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TABLE 6.6
Man-days Employed on the Construction of
the Sample of High-Rise Buildings

Site number

Man-days/m

2

Cost/m
ifl

2

Labour costs as
a proportion of
total costs
(per cent)

HRBl

4.5

1200

4.4

HRB2

6.5

1200

6.0

HRB3

7.7

1200

7.1

HRB4

6.9

1700

5.5

HRB5

7.1

1800

4.5

HRB6

7.6

2150

4.1

Source:

Field survey, 1975
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the range of 'four to seven per cent, well below the values
found on residential and non-residential building.

The main

reason for this is the very high cost of the building materials
used in the construction of high-rise buildings.

The basic

materials used in the construction of high-rise buildings are
reinforced concrete, steel and timber (for the formworks)
compared with concrete hollow blocks and timber for residential
buildings.

The share of material

costs in total costs will be

higher for a building constructed with the former materials.
High-rise buildings require a higher standard of materials in
order to meet strict structural specifications, and a larger
proportion of the materials are imported.

However, the main

area in which material costs swamp labour costs is in the
finishing stages of the construction process.

There are a

number of high expenditure items such as elevators, escalators,
air-conditioning and fire proofing for which the labour costs
of installation are a very small portion of the total
expenditure.

Also the finishing touches applied to external

and internal walls, ceilings and floors may involve more
expensive materials (often imported) than those used in
residential or non-residential buildings.
The type and amount of equipment that was used on the
building site described in Table 6.5 is normal for buildings
over five storeys.

On buildings of four or five storeys it is

common to do without a crane and most lifting is done by
portable lifting apparatus and/or conveyor belts.

Heavy

equipment is used on the excavation of most building sites.
Section 6.5;

A Comparison of the Labour-Intensiveness of
Constructing Different Types of Building

The data discussed above allow a comparison of the labourintensiveness of constructing different types of building.

The

best measure for this purpose is the man-days employment
generated per ^1,000 expenditure.

This provides a direct

comparison of the employment created by a given expenditure on
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different types of building.

Initially the comparison will be

confined to on-site labour, but indirect employment will be
examined in the following section.
Table 6.7 shows that a given expenditure on RB will
generate almost three times more employment than the same
expenditure on HRB, and 25 per cent more employment than on
NRB.

Unskilled labour accounts for approximately the same

proportion of total man-days on each type of building.

Skilled

man-days as a proportion of total man-days is lower on the RB
and NRB sites, but this is the result of the quantitatively
more important role played by the foreman in a small work force.
The higher output-labour ratio (the inverse of man-days
per pi,000) on HRB is partly associated with a greater use of
equipment on these sites.

The type and amount of equipment that

is used in the construction of different types of building has
been discussed in the previous chapter.

In order to compare

the usage of equipment in the construction of different types
of building it is necessary to place a value on the equipment
used.

Since a flow, rather than a stock, concept of equipment

is required, equipment services were valued at the cost of
leasing the equivalent equipment.

The rates used in the

calculations were the equipment rental rates of the Associated
Construction Equipment Lessors Inc. as of June 1975.

Their

price list covered all equipment mentioned above except for the
portable hoisting equipment, conveyor belts and the manual
steel bar cutters.

These have been excluded from the

calculations.
Table 6.8 shows the average equipment costs per man-day
employed for each of the three types of building.

Column I

gives the average over all sites in each category while column
II gives the average only for those sites on which equipment
was used.
Figure 6.6 is a scatter diagram of man-days per pi,000
against cost per square metre for the sites covered by the
survey.

The sign of this relationship will depend on the

relative importance of labour and material costs in achieving

TABLE 6.7
Measures of Labour Intensity in the Construction of
Different Types of Building by Skill

Residential (RB)
Man-days/
p 1 000

Total

Percent of
tota 1
man-days

Non-residential ( NRB)
Man-days/
pi 000

Percent of
total man-days

High-Rise (HRB)
Man-days/

piooo

Percent of
total man-days

12.90

100

10.20

100

4.50

100

Skilled

5.73

44

4.71

46

2.48

55

Unskilled

4.18

33

3.91

38

1 .55

34

Foreman and
sub-contractors

2.99

23

1 .58

16

0.47

11

Source: Field Survey, 1975
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FIGURE 6.6
Man-days Employed per ?1,000 by Cost per Square Metre, Residential,
Non-Residential and High-Rise Buildings

Source:

Field survey, 1975.
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TABLE 6.8
Equipment Costs per Man-day Employed by Type of Building, 1975
Equipment cost per
man-day employed
Type
of building

I
Averaged over
all sites

II
Averaged over sites on
which equipment used

(pesos)

(pesos)

High-rise

5.03

5.03

Non-residential

2.62

4.19

Residential

0.90

2.88

Note:

Equipment was used on 10 of the 16 NRB sites and on
5 of the 16 RB sites for which information was
available.

Source:

Field survey, 1975

the higher quality construction.

Previous discussion explained

that skilled labour is relatively more important in improving
the quality of an RB than on other types of building.

As a

result the proportion of wages to total costs is higher for the
marginal expenditure to improve the quality than for the cost
of the basic structure.

However, an increase in the cost per

square metre on HRB results predominantly from the use of
expensive materials.

Consequently man-days per pi,000 fall as

cost per square metre increases.
floor area.

Consider an HRB with a given

As the cost per square metre increases (i.e. the

quality of finishing improves) the actual number of man-days
employed during the finishing stage also increases.
man-days per square metre rise.

Therefore

However, for the reasons given

above, material costs increase at a faster rate than labour
costs, and man-days per pi,000 expenditure declines.

For RB

and NRB man-days per pi,000 increase with cost per square metre,
but at a slower rate than man-days per square metre.

The reason

why man-days per pi,000 do not decline as cost per square metre
increases is that the materials used in improving the quality
of the finishing are not as expensive as those used in HRB.
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Specifically, few RB or NRB incorporate any of the high
expenditure items such as elevators and fewer of the materials
used are imported.
Section 6.6:

Implications of the Analysis for Different Forms
of Housing

The analysis of the previous section can be used to
compare the employment impact of alternative forms of housing.
However the data must be standardised for land costs and the
number of dwelling units constructed per unit of expenditure,
both of which will be lower for high-rise buildings.

This

additional information is not available for the projects
covered by the survey.

However secondary data provide some

specific estimates which indicate the orders of magnitude involved.
Table 6.9 presents comparative data on construction costs,
land costs, number of dwelling units provided and employment
generated for two condominium projects and the appropriate
number of middle income houses which could be constructed for
the same expenditure.

Information for the high-cost condominium

is based on the Makati Tuscany, one of the largest and most
expensive condominiums yet constructed.

It is situated on Ayala

Avenue, Makati, where the cost of land was assumed to be £*3,000
per square metre [.Business Bay, 16 May 19 75, p. 6 ].

Data on the

average cost condominium, situated on Roxas Boulevard where the
cost of land is assumed to be £*1,000 per square metre, are
based on information provided by the developer.

The construction

cost of the middle-income single-family dwelling was assumed to
be £*10 0,000.

Each house was built on a block of 240 square

metres with land costs of £*120 per square metre.

This is the

approximate cost of land in one of the large developer's Quezon
City estates.5 An estimate based on £*180 per square metre
was also made.
The data contained in Table 6.10 are adjusted to show the
number of dwelling units and employment generated by £*1 million
5 Information provided by B.F. Homes.
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TABLE 6.9
Comparative Data for Condominium and Single Family
Dwellings
Building
costs
(pm)

Land
costs
(Pm)

Total
costs
(Pm)

Number of
dwelling
units

Number of man-days
employment
generated0

High-cost
condominium

60

14

74

154

270,000

Middle-in come,
single family
dwellings: (i)
(ii)

60
60

17.3
25.9

77.3
85.9

600
600

774,000
774,000

Average-cost
condominium

10

1.8

11.8

54

45,000

Mi ddle-income,
single family
dwellings: (i)
(ii)

10
10

2.9
4.3

12.9
14.3

100
100

129,000
129,000

Source:

Notes:

(a)

Information obtained from Business Day, May 27, 1975, p.22.

(b)

Based on estimates of man-days employment generated per
P1000 presented in Table 6.7.

(c)

For further details, see text.

Estimate (i) for middle income dwellings assumes land costs of
pl20/m while estimate (ii) assumes pl80/m2.

TABLE 6.10
Comparative Data per pi million Expenditure for
Condominium and Single-Family Dwellings
No. of dwelling units
per pi million
expenditure3

No. of man-days
employment per
Pi million
expenditure

High-cost condominium

2.08

3,649

Average-cost condominium

4.58

3,813

Mi ddle-income, single family
dwelling: (i)
(ii)

7.76
6.99

10,012
9,010

Source:
Notes:

Table 6.9
(a)

Expenditure includes cost of land as well as construction
costs.
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expenditure including the cost of the land for the different
types of dwelling.

It is assumed that no employment is

generated by the purchase of the land.

The estimates show that

a yi million expenditure on land and housing will purchase
3.5 times more units and create 2.5 times more employment if
spent on middle-income dwellings than on high-cost condominiums.
Section 6.7:

A Consideration of Indirect Employment

The discussion in the previous section of the labourintensiveness of constructing different types of building
considered only on-site labour.

It is possible that this

ranking could be changed if indirect labour was included in
the calculation.

A thorough test of this possibility would

involve an extension of micro case studies to the production
of the major materials used in the construction of the
different types of building.

Limitations of time and manpower

prevented these studies from being undertaken.

However,

secondary data allow a partial examination of this problem.
The 1965 Input-Output Table shows that for the construction
sector as a whole the level of direct employment is
approximately equal to the level of indirect employment.
Assuming the strength of the backward linkages of the building
industry is approximately equal to those of general engineering
construction, this implies that the ratio of total to direct
employment for the building industry was approximately two.
Given that HRB accounted for a very small share of the building
industry in 1965, and that the Input-Output data refer mainly
to buildings constructed by firms, this estimate is for the
larger RB and NRB.

However most of the materials used in small

RB and NRB are used in the larger buildings.

The techniques of

constructing these buildings do not appear to have changed
significantly since 1965.

This can be seen by the limited use

of equipment in the construction of these buildings.

If one

further assumes that the labour intensity of producing the
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materials has not changed greatly, then one can tentatively
conclude that the ratio of total employment to direct employment
for the construction of RB and NRB in 1975 was approximately
two.
For RB an expenditure of J?1,000 created an average of 12.9
man-days of employment on the site.

As the above discussion

implies that indirect employment was approximately equal to the
direct employment generated, a total of 25.8 man-days employment
was created by an expenditure of J?1,000 on RB.

Given that a

?1,000 expenditure on HRB created 4.5 man-days of on-site
employment, the ratio of total to direct employment for HRB
must be 5.7

(25.8

4.5) if the total employment generated by

a given expenditure on RB and HRB is to be equated.

If the

ranking of these two types of building by the labourintensiveness of construction is to be altered by a
consideration of indirect labour, then the level of indirect
employment associated with HRB needs to be almost five times
the level of direct employment.

This requires that the ratio

of total to direct employment for HRB be approximately three
times the value of the ratio for RB.

Comparing HRB with NRB,

the ratio of total to direct employment for HRB must be
approximately 2.5 times the value of the ratio for NRB.
These estimates suffer from a number of limitations and
should only be regarded as rough approximations.

It has been

assumed that the labour intensiveness of constructing RB and NRB
has not changed significantly since 1965.

The same assumption

is made about the production of building materials.

Thirdly,

the data from the Input-Output Tables refer only to buildings
constructed by firms (as opposed to independent foremen).
Despite these limitations the estimates provide an indication
of the order of magnitude involved.
While no existing data allow an estimation of the actual
value of the ratio of total to direct employment for HRB, the
following considerations suggest that the ranking of types of
building by the labour-intensity of construction would not be
changed if total employment data were available.

First, each
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J?1,000 of expenditure on HRB includes provisions for the
contractor's profit, costs of using equipment, overheads, and
the three per cent contractor's tax levied by the government.
These are not included in the cost of RB constructed by an
independent foreman working with the owner of the building.
Small NRB are also exempt from these costs, but the larger
projects are usually constructed by a firm.

Makanas [1974]

estimates that these factors account for approximately 22 per
cent of the total cost of buildings constructed by firms.

As

the labour component of these costs is likely to be quite small,
they decrease the likelihood that the inclusion of indirect
labour would change the ranking of types of building,
particularly in the comparison of RB and HRB.
The main area in which one would expect indirect
employment generation to be important is in the production of
materials used in the construction of HRB but not on RB or NRB.
Materials used in all buildings will not influence total
employment unless they account for different proportions of
total cost.

While this is quite possible, it is in the

production of such materials as ready-mixed cement, pre-cast
concrete slabs and

prefabricated wood and metal work that

indirect employment may be significant.

Is the production of

these goods which replace on-site labour sufficiently labour
intensive to imply that their use actually increases total
employment?
so.

There is little evidence to suggest that this is

The main advantage of ready-mix cement over cement mixed

on the site, is the higher quality of the final product.

In

order to achieve this quality, strict control of the production
process is required.

This implies that relatively capital

intensive techniques of production are used.

The transportation

of the cement from the factory to the site is also capital
intensive, and there would appear to be little scope for labourintensive technology in the packaging and storage activities of
the production process.
No data are available on the production of pre-cast
concrete slabs or

prefabricated wooden and metal parts used in
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the construction of HRB.

However as these innovations have

been introduced from western countries where new techniques
tend to be labour saving, it is unlikely that these materials
are produced in a labour intensive manner.

Some information is

available on the use of prefabrication in the construction of
RB.

This method is used by the National Housing Corporation

(NHC), which both manufactures the prefabricated components and
erects the dwelling on the site.
with low-cost housing.

The NHC is concerned mainly

The Executive Vice-President and

General Manager of the NHC has stated that 1... prefabrication
involves the extensive use of machinery in manufacturing
housing components'

[Tobias, 1974, p.189].

Prefabrication is

usually combined with standardisation, the setting of fixed
sizes and qualities of the different components.

This results

in a lowering of labour costs due to repetitiveness in
production allowing specialisation in the work force.

The NHC

admits that its methods of construction are labour saving.
Tobias [1974, pp.192-93] states that:
Studies made over a period of one year on the cost of
labour in low cost housing construction projects of
the NHC using prefabricated wooden components with
either concrete hollow blocks or concrete panels as
compared to those using non-prefabricated wooden
components with concrete hollow blocks or concrete
panels show an average savings in labour of 3.033 per
cent of the total production cost of a unit. This
saving is attributed to the prefabrication of housing
components.
At the time this study was undertaken the cost of an NHC
dwelling was approximately ^15,000.

Therefore, the total

saving in labour costs was equal to JP450.

Assuming an average

daily wage of ^8.00, this represents 56 unskilled man-days of
employment.

This computation does not include possible savings

in labour costs from the prefabrication of concrete panels.

In

his study comparing the employment input of constructing low
cost dwellings using the conventional techniques and the NHC
materials, Paqueo [1973] found that labour costs as a percentage
of total costs were much lower for the NHC technique.
Considering both direct and indirect employment, he suggests
that the difference in the ratio of labour costs to total cost
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may fall within the range of seven to fourteen per cent.

While

these examples refer to the production of prefabricated
materials for use in RB, there is little reason to believe that
the methods of production of prefabricated materials used in
HRB would be significantly more labour intensive.
One would also expect the proportion of imported to total
materials to be higher on HRB.

Again, this lowers the

likelihood of indirect employment associated with HRB being
sufficient to change the ranking.of types of building.

In an

interview with the author, the President of the Philippines
Institute of Architects, Architect Cesar V. Canchela, said that
directly after World War II lumber was the only major building
material produced domestically.
for luxury buildings.

Now, imports are needed only

Elevators, escalators and central air-

conditioning units are either wholly imported, or the parts are
imported and assembled locally.

Central Bank statistics show

that other building materials imported include white cement,
lime, glass, fabricated building materials, steel bars for
reinforcing concrete and corrugated and plain roofing sheets.
As a number of these materials are produced locally, the
imported items may represent specific quality goods required in
the construction of HRB.
While this evidence is far from conclusive, it provides
little indication that the inclusion of indirect employment
would change the ranking of types of building by the labour
intensity of construction.

This tentative conclusion is

supported by a study of employment generation in the Mexican
housing industry.

Studies by Araud [1973] and Boon [1973]

estimate the direct and indirect employment generated by the
construction of eight different types of housing.

As low-cost,

average-cost and luxury single family dwellings, and luxury
high-rise dwellings are included, some comparison with the
present study is possible.

None of the HRB in the Manila study

were residential buildings, but the techniques of constructing
luxury high-rise office buildings are similar to those used on
luxury high-rise dwellings.

The Mexican study only examines

dwellings constructed by 'modern types of building firms'.

187

They consider the situation where the builder buys the land,
develops the infrastructure, builds the house and then sells to
the client.

Therefore, the final sales price includes the cost

of the land, the infrastructure, the building and any costs of
promoting and selling the unit.
Table 6.11 shows the direct and indirect employment
generated by the construction of four of the types of dwelling
considered in the Mexican study.

Araud obtained his estimates

by disaggregating the construction of a dwelling into a large
number of activities (e.g. excavation, erection of brick walls,
plastering of walls).

For each type of house the quantity of

each activity required was calculated (e.g. the area of brick
walls) .

These calculations were based on observations on a

number of sample sites and on the estimates of craftsmen and
professionals.

Secondary engineering data provided the

technical coefficients required for the completion of each of
these activities.

These coefficients showed both the amount of

on-site labour and materials required.

This information allowed

the calculation of the direct employment generated by the
construction of each type of building.

To obtain estimates of

the indirect employment generated, the materials used on each
dwelling were classified into one of 15 sectors or 16 sub
sectors.

The 15 sectors were taken from an Input-Output Table

of the Mexican economy, and the labour coefficients of this
table provided estimates of the employment generated by the
production of these materials.

The 16 sub-sectors were the

main materials used in the construction of housing.

Data on

employment generated by the manufacture of these 16 products
were taken from an economic census of the industrial sector.
Similar calculations were made for the construction of the
infrastructure.
Boon estimated the direct and indirect effects of increased
investment in housing with the use of an Input-Output Table of
the Mexican economy.

The construction sector was divided into

two sections, traditional housing construction and all other
construction.

Housing construction was further disaggregated

into the eight different types of housing.

The technical

TABLE 6.11
Direct and Indirect Employment Generated by Type of Housing, Mexico City
Man- years per 1,000 m2 of Construction
Type
of
Housing

Man-years per PI million value of
construction
Boon

Araud

Boon

Araud
Direct

Indirect

Total

Direct

Indirect

Tota 1

Direct

Indirect

Total

Direct

Indirect

Total

SingleFamily
Low-cost
Average
Luxury

15.65
19.01
24.17

10.12
16.45
24.08

25.77
35.46
48.25

14.87
17.50
20.57

10.39
16.72
27.33

25.26
34.22
47.90

25.35
20.91
17.76

16.39
18.09
17.70

41 .74
39.00
35.46

24.09
19.25
15.12

16.83
18.40
20.09

40.92
37.65
35.21

MultiFami1y
(High
Rise)
Luxury

25.44

31 .64

57.08

21 .41

36.80

58.21

15.07

18.74

33.81

12.68

21 .79

34.47

Source:

U q u i d i , V . L . and Rocha , A .G. (1973) Table A- 9, p . 32 .

Notes:

a.
b.

High-rise

: Luxury

= P 1850/m

2
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The value of the buildings were taken as the sales price to the buyer, excluding the price of the
land, assuming 1960 prices.
2
The cost per m of constructing the different types of housing in 1965 (in Mexican P):
Single-family : Low-cost
= P 659/m 2
Average
= P 934/m2
Luxury
= P 1260/m2
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coefficients showing the amount of direct labour and materials
used in the construction of the different types of housing were
taken from Araud's study.

These micro estimates were then

grafted on to the macro input-output table.

Estimates of

direct and indirect employment were then obtained in the usual
manner.
The results of these studies, as presented in Table 6.11,
show that the ranking of types of building by the labour
intensiveness of construction is not changed by the use of total
(direct plus indirect) employment rather than direct employment.
In both cases the luxury HRB generates less employment per unit
of expenditure than single family dwellings.

This fact is

encouraging from the point of view of the present study.
However several points suggest caution in assuming that these
results can be directly transferred to the construction of
housing in Manila.
Similar to the results obtained in Manila, the Mexican
study found that the average single family dwelling employed
more direct labour per unit of expenditure than luxury HRB.
However, some relationships between cost per square metre and
direct employment generated differed between the two studies.
With single family dwellings the Mexican study found that as
cost per square metre increased, direct employment per unit of
floor area increased while direct employment per unit of
expenditure decreased.

In Manila the direct employment per unit

of expenditure increased with increases in cost per square
metre, but at a slower rate than the increase in employment per
unit of floor area.

This implies that expensive materials

requiring relatively little labour for installation are used at
a much lower cost per square metre in Mexico than in Manila.
Secondly, the Mexican study found that the level of direct
employment per unit of expenditure for a luxury HRB was
slightly higher than for a luxury single family dwelling (less
than 20 per cent).

In the Manila study man-days employed per

?1,000 for a luxury HRB was substantially lower than for a
luxury single family unit.

(See Figure 6.6.)

This implies

that the construction of luxury HRB is relatively less labour
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intensive in Manila than in Mexico.

This could be due to a

greater use of equipment and/or more labour-saving materials
and techniques.

However most of these differences may be

explained by the time differential between the two studies.
The technical coefficients of the different activities were
based on the standards of construction in Mexico City in 1965.
During the 10 years between the two studies the available
techniques for constructing HRB have changed rapidly.

One

would expect that the techniques used in Mexico in 1975 would
be different from those used in 1965, so that the difference
between techniques used in Manila and Mexico may not be as
great as the two studies indicate.

It is also possible that

luxury high-rise dwellings may require slightly more labourintensive finishings (e.g. cabinet works), than high-rise
commercial buildings.
While the above analysis does not provide conclusive proof
that the inclusion of indirect labour would not change the
ranking of types of building by the labour intensity of
construction, it does suggest that most of the evidence
supports this conclusion.
Section 6.8;

The Effect of the Change in the Output Mix on
Employment

The purpose of this section is to estimate the level of
employment generated by the building industry in the GMA and to
illustrate the effect of the change in the output mix on the
size of the work force.

The estimates of man-days employment

generated are obtained by multiplying the value of the different
types of building constructed (Table 5.2) by the employment
generated per /I,000 of expenditure on each type of building
(Table 6.7).

The value of buildings constructed are in 1975

prices, the year in which the productivity data were collected.
As most additions, alterations and repairs are small jobs
involving labour-intensive techniques, it is assumed that
expenditure in this area creates employment at the same rate
as for RB.
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These estimates suffer from a number of limitations.
First, they assume that the techniques used in the construction
of each type of building have not changed over time.

Hence they

only show the effect of the change in the output mix on the
level of employment.

Second, the data do not include employment

generated by the construction of buildings not issued with
building permits.

Third, the estimates also suffer from the

limitations of the two sets of data on which they are based.
Table 6.12 shows the number, of man-days employment
generated by building activity for the years 1960, 1965, 1970
and 1974.

The level of employment created by the industry in

1974 is much lower than the level of output for the year would
imply.

Indeed the level of building activity increased by

approximately ten per cent between 1970 and 1974, while the
level of employment fell by approximately ten per cent.

The

level of output in 1960 was approximately 70 per cent of the
1974 level, while the level of employment in 1960 was 90 per
cent of the 1974 level. Comparing 1974 with the peak year of
1965, one finds that the value of buildings constructed in 1960
was approximately 1.6 times the value constructed in 1974, while
the level of employment generated in 1965 was 1.9 times the
1974 figure.
While these estimates are only approximate, they illustrate
the impact of the change in the industry's output mix on the
level of employment generated.

Output has been increasing at a

reasonable rate, but the level of employment has stagnated and
may have actually declined.

The shift from RB to HRB has

lowered the average labour-output ratio for the industry.
Ceteris paribus one would expect this to have reduced the size
of the work force.

However the change in the output mix was

accompanied by an increase in the level of activity which
influenced employment in the opposite way.

Table 6.12 suggests

that until 1974 the higher output had not offset the effect of
the shift toward HRB.

Because of the higher rate of growth of

output in 1975, it is possible that this has since become the
stronger of the two forces so that employment may have increased.
Of course, the same level of activity with less of a bias
towards HRB would have created more employment.

TABLE 6.12
Man-days Employment Generated by Private Building Activity in the GMA, 1960 to 1974
Year

Total output
(pm,1975 prices)

Total man- days
employment generated
(000)

Man-days employment generated by
Additions, alterations,
HRB
RB
NRB
repairs
(000)
(000)
(000)
(000)

Man-days employment
generated if output
mix remained as in 1960

1960

677

7754

153

3741

2621

1238

7754

1965

1505

16682

563

7714

6355

2051

17240

1970

852

9443

414

4747

2927

1355

9755

1974

951

8605

1485

2412

3366

1342

10890

Source:

Tables 5.2 and 6.7.
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Section 6.9:

The Effects of New Techniques of Construction on
Employment

The discussion of the previous section confirmed the
impression gained from the macro analysis of Chapter 4 that the
change in the output mix was one of the main reasons for the
fall in the labour-output ratio in the construction sector.

In

this section the effect of changes in the relative factor prices
and the introduction of new techniques on employment will be
examined in greater detail.
A change in relative factor prices might influence
employment in two ways.

First, by making profitable the

adoption of a technique known to the industry but not utilised
at the previous factor prices.

Second, a rise in the relative

price of capital may induce contractors to utilise their
equipment more efficiently.

This concept, known as capital

stretching, can be regarded as a special case of the first
point, but it will be discussed separately below.
Historical data on the introduction and adoption of new
techniques are not available.

Hence it is difficult to

evaluate the importance of changes in factor prices in
explaining changes in the labour-output ratio and employment.
That it does play some role is shown by the following example.
While most single-family residences are constructed with
conventional techniques using little or no equipment, in recent
years a few large developers have constructed RB using
prefabricated materials erected with the use of cranes.

Large

contractors were familiar with these techniques well before they
were adopted, both through their use by the National Housing
Corporation and in other countries.

As the developers received

low interest credit from the SSS and GSIS, the cost of capital
to them has been falling relative to that of labour since 1972
(Table 4.7).

This change in relative factor prices has made the

prefabricated method of construction so much more profitable
that it is now used by the developers.
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While this technique may be profitable for the firms, it
is not an optimal choice for the economy.

The divergence

between social and private benefits is created by the cheap
credit provided by the government institutions.
is illustrated in Figure 6.7.

The problem

The large contractors face the

relative factor prices represented by AB and produce at X with
a relatively large amount of equipment.

Independent foremen,

on the other hand, experience prices closer to the socially
optimum levels (CD) and construct the same output using
considerably more labour.
Given that for most of the period since 1955 the relative
price of capital has increased for the majority of contractors,
one might expect the use of capital stretching techniques.
is not inconsistent with the construction of HRB.

This

The concept

of capital stretching as developed by Ranis [1973] implies a
greater use of labour on relatively modern machinery.

Capital

stretching occurs when, due to an increase in the relative price
of capital, a given piece of equipment is used more efficiently
and intensively with the addition of extra labour.

Labour

FIGURE 6.7

Ranis
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accepts that the initial choice of technique may contain an
equipment—intensive bias because of the output mix and
institutional inhibitions' such as prestige and aid-tying.
However he argues that a combination of 1... more realistic
price signals ...
(will result in)

(and)

... greater entrepreneurial capacity ...

... various forms of indigenous capital

stretching on top of the imported technology1
P* 396].

[Ranis, 1973,

As a consequence the capital-output ratio will fall and

total employment increase.
One of the main forms of capital stretching is the use of
multiple shifts.

That these are not common in the building

industry in the GMA can be seen from the few cases in which
double shifts are actually employed.

These projects usually

have an inflexible finishing date but commence later than the
normal pace of construction requires.

Such projects often

involve some form of political patronage or influence in the
decision to build.
The construction of the hotels for the World Bank-IMF
Conference was an example.

Multiple shifts were worked in an

attempt to complete the buildings in time for the conference.
That factor prices were not responsible for the decision is
shown by the fact the hotels were financed with cheap credit.
This lowered the cost of using equipment and worked against
capital-stretching.

Multiple shifts are rarely used on HRB

constructed by medium sized firms who are unlikely to have
access to low interest credit.
There are a number of reasons why contractors may not
regard multiple shifts as economic in the long term.

It assumes

that the demand for the contractor's services are such that when
the current project is completed within the shorter period,
another will be available.

In other words, the long term demand

facing the contractor will allow full employment of resources
at an increased capacity.

If demand is such that after

completing the current project in a shorter period the
contractor must wait a number of months before his capacity is
again fully utilised, the costs of the shorter construction
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period may be greater than the benefits.

In an industry in

which the demand facing the firm fluctuates considerably,
reducing the construction time may accentuate the impact of the
fluctuations.

Extending the construction period slightly

beyond the optimum may be one way in which the firm attempts to
moderate the effects of the fluctuations.

Operating for most

of the time with some excess capacity may be preferable to
operating at full capacity for a part of the time and extreme
excess capacity for the remainder.
There are other reasons why contractors, rather than using
capital stretching techniques, are actually operating with
excess capacity.

The fact that both the level of output and

equipment are not perfectly divisible in the building industry
may explain some under-utilisation of capital.

The firm's

output is determined by the number of contracts it is awarded
and the size of each project.

If a contractor is engaged on one

project with a floor area of 1,000 square metres, his level of
output can increase only if he is awarded a second contract.
This may take the total output to 2,000 square metres.

The

contractor is unable to achieve a marginal increase in output
to, say, 1,100 square metres.

The full utilisation of existing

equipment may be capable of increasing output only to a level
below 2,000 square metres.
While flexibility is possible with some equipment, the
larger pieces are not perfectly divisible.

For most high-rise

buildings a crane is required on the site for virtually the
whole construction period.

While it will not be in continual

use, it is not feasible to shift the crane from site to site as
the need arises.

While there is some variability in the

capacity of cranes this is relatively limited.

Even if a large

number of cranes with a limited capacity are available, it is
unlikely that the one contractor has them all at his disposal.
Hence it is likely that most sites use a crane capable of
building a much larger project than the one under construction.
Another area in which one might expect some evidence of
capital stretching is in the transportation of materials about
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the building site.

However there was little evidence of this

on the sites visited by the author.

An interesting example

relates to the transportation of cement mixed on the site.

On

most projects on which the cement was mixed by two labourers
with shovels, it was transported to the required location by
labourers carrying small buckets.

However when a cement mixer

was used, the cement was usually transported with a wheelbarrow.
With ready-mixed cement, the quantity of material and the time
constraint involved meant that labour-saving techniques were
used.

These usually involved either a crane, conveyor belt,

pump installation or an elevator.

A crane was used extensively

for lifting materials to higher floors, although on buildings
of only four or five floors, portable lifting devices were
often used.

One activity in which labour was used intensively

was in recycling building materials.

Wooden scaffolding and

formwork was dismantled and rebuilt.
Independent foremen and small firms have reacted to the
fall in the relative price of labour by using labour-intensive
techniques of construction.

However the previous paragraphs

imply that the medium and larger sized contractors unable to
obtain bank credit may not have responded in a similar manner.
There are a number of possible reasons for this.

First, the

engineers may prefer to use capital-intensive techniques for
reasons of prestige and lack of information on labour-intensive
alternatives.

Secondly, the engineers and contractors may be

unwilling to manage a large work force.

This may result from

lack of information on the benefits of labour-intensive
techniques and on the methods of handling a larger work force.
Third, the Ranis argument for capital stretching is based on an
assumption that all factor and commodity prices are at their
social optimum.

The influence of a desired change in the

relative factor prices in one industry, or a part of one
industry, may be countered by the general economic environment
in which most prices retain the distortions introduced by an
import-substitution strategy.
Employment in the building industry has also been
influenced by technological innovations which change the
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contractor's production function.

Some of the new techniques

have involved an improvement in the standard of construction.
To the extent that this higher standard has been demanded by
the clients, the adoption of the new methods can be attributed
to a change in the industry's output mix.

On high-rise

buildings the introduction of post-tensioning allowed stronger
reinforcement of concrete panels and floors and techniques have
been accepted which ensure greater protection against
earthquakes.
Innovations involving new methods of constructing a
similar product have also been adopted (e.g. use of
prefabricated materials in both RB and HRB and the lift slab
method of constructing HRB).

With the resources available it

was not possible to compare the employment implications and the
relative profitability of the new and existing techniques with
unused labour-intensive techniques (e.g. labour-intensive
methods of excavation).

This task would require a project

similar in scope to the ILO study of methods of highway
construction.
In the case of prefabrication of RB, Paqueo [1973] and
Tobias [1974] have shown that the technique is labour-saving,
and it has been suggested above that its adoption was dependent
upon the receipt of low interest credit.

Promoters of the lift-

slab method of constructing HRB claim that it lowers costs by
savings in both manpower and materials owing to a shorter
construction time.

As labour costs account for only a small

percentage of total costs, a decline in the amount of labour
employed would not result in a substantial fall in total costs.
The possibility of a shorter construction time substantially
lowering costs through other means (e.g. financing and material
utilisation) appears more likely.
The estimates of the building industry work force presented
in Table 6.12 above ignore changes in the labour-output ratio
resulting from the adoption of new techniques and changes in the
relative factor prices.

As both of these forces have been

responsible for the adoption of labour-saving techniques, their
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inclusion would strengthen the general conclusion reached in
Section 6.8.

However their impact on the level of employment

is unlikely to be as great as that of the change in the output
mix.
Section 6.10;

Degree of Underemployment Among Building
Industry Labourers

The number of man-days employment generated can be
converted into fully-employed man year equivalents (FEMYE) on
the assumption that 300 working days are the equivalent to one
person being fully-employed for one year.
presented in Table 6.13.

These estimates are

One would expect the number of persons
TABLE 6.13

Number of FEMYE Generated by Private Building Activity, GMA

Year

Man-days employment
generated (000)

Number of FEMYE
generated

1974

8,605

28,683

1970

9,443

31,477

1965

16,682

55,608

1960

7,754

25,846

Note:

300 man-days = 1 FEMYE

Source:

Table 6.12

actually employed in the industry to be higher than the number
of FEMYE generated.

Because of the casual nature of employment

in the industry, the degree of underemployment faced by workers
over one year is likely to be high.

Labourers are generally

employed on a temporary basis for the duration of a particular
building project or part of a project.

The short term

uncertainties and fluctuations in employment experienced by
building industry labourers are illustrated by the variations
in the labour flows associated with the construction of
different types of building (Sections 6.2-6.4).

Labourers may

be employed for only a short period on each site and experience
unemployment between jobs.

A large number of employees in the

industry are migrants to the GMA who return to their home
province at frequent intervals.
the number of days worked.

This practice also decreases

Other factors which may result in

underemployment include adverse weather which delays
construction, and the fact that at any given time the industry
work force will include persons who intend to work in the
industry for only a short period.

This may be because they do

not like the nature of the work, or because they are working in
the industry only until they are able to obtain employment in
their usual occupation.

All these factors will result in the

number of persons dependent on the building industry for
employment being higher than the number of FEMYE created.

It

is therefore of interest to know the average number of days
worked per employee (or the degree of underemployment over a
one year period).
In order to obtain such an estimate it is necessary to
have data on the number of persons employed in the industry.
The only information available is from the 1970 Census which
provides an estimate of the number of persons employed in the
construction sector in the GMA for that year.

As this figure

includes labourers employed not only in the building industry,
but also on government infrastructure projects, it is necessary
to obtain an estimate of the ratio of employment in the
building industry to employment in the construction sector as
a whole.

The Census data suggest that 66,344 persons were

employed in the construction sector in the GMA in 1970.

This

represented 6.3 per cent of the total GMA work force and 10.2
per cent of the male work force.

As these estimates are based

on a five per cent sample of the population, they may differ
from the final tabulations.
It is possible to obtain a rough estimate of the number of
FEMYE generated by government construction in the GMA for 1970.
These are contained in Table 6.14.

No data on the value of

government construction expenditure in the GMA are available.
However, the Ranis Report contains estimates of the share of

TABLE 6.14
Number of FEMYE Generated by Government Building and Construction, GMA, 1970
Type of
construct!on

Expend!ture
for the
Philippines3
(Pm)

Ratio of
expenditure
in Manila
and Rizal to
Philippines
(per cent)

Expend!ture
for Manila
and Rizal
(Pm)

Mandays employment
per PI ,000expenditure T

Total mandays
emp1oymen t
generated

Number of FEMYE
generated

362.5

20b

72.5

32

2,320

7,733

18.7

39c

7.3

45

329

1,095

6.5

20d

1 .3

73

95

316

Airports

57.3

20c

11.5

40

460

1 ,533

Government
bui 1 di ngs

57.3

20e

11.5

44

506

1 ,687

Water supply

62.7

20e

12.5

24

300

1 ,000

4,009

13,365

Highways
Portworks
Flood control

565.0
Notes: ( a )

116.6

Business Day, January 16, 1976. Data obtained from NEDA

( b )

IL0

(1974),

p.196, Table 37. Annual average for period 1967-1972.

( c )

IL0

(1974),

p.196, Table 37 . Annual average for period 1966-1972.

( d )

IL0

( 1 974) ,

p.196, Table 37 . Annual average for period 1964-1972.

Assumed value.

(f)

Annual Report, Department of Public Works, Transportation and Communications. Fiscal
Years 1 970 and 1971 .
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( e )
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total government expenditure on certain types of construction
which was spent in the region of Manila and Rizal.

These

estimates represent annual averages calculated from periods of
six to nine years.

The Ranis Report does not contain data for

expenditure on airports, government buildings and water supply.
It has been assumed that 20 per cent of the expenditure in
these areas was directed toward Manila and Rizal.

The region

of Manila and Rizal is, of course, larger than the GMA, so that
the expenditure calculated for Manila and Rizal will be an
overestimate for the GMA.
Estimates of the number of man-days employed per pi,000
expenditure on the different types of projects are obtained from
the Annual Reports of the Department of Public Works,
Transportation and Communications.
appear very high.

However, these figures

The construction of government buildings is

said to generate 44 man-days per pi,000 expenditure.

Converted

to 1975 prices this is equal to approximately 19 man-days per
pi,000, compared to a value of 10.2 estimated by the author.
Given that the government expenditure on buildings may have
included the construction of HRB, this estimate appears far too
high.

Indeed, if the number of man-days employed per pi,000

expenditure on private and government buildings was 44, then
the number of FEMYE generated by private building activity in
the GMA would be 54,340.

Combined with the number generated by

government construction (13,365), this gives a total of 67,705
which is approximately equal to the actual number of people
employed in the industry.

Every employee of the industry would

be working 300 days of the year.

This is obviously incorrect,

especially in a year in which the level of building activity
was relatively low.
This discussion suggests that the data contained in Table
6.14 are overestimates for two reasons.

First, the region of

Manila and Rizal is a larger geographical area than the GMA.
Second, the government estimates of man-days employment
generated per pi,000 of expenditure appear too high.

If the

estimates for other types of government construction are
overestimated to the same extent as buildings, then these two

203

factors suggest that the figure for the total level of
employment generated could be overestimated by up to 50 per
cent.

Hence the number of FEMYE generated by government

construction might be as low as 6,680 rather than the 13,365
calculated in Table 6.14.

The following discussion will

provide results for both estimates.
Table 6.15 shows that for 1970, building activity, private
plus government, accounted for approximately 75 to 85 per cent
of the total number of FEMYE generated by the construction
sector.

If one assumes that the degree of underemployment faced

by labourers is the same in the building industry as in the
construction sector, then expressing the total number of FEMYE
generated by the construction sector as a percentage of the
total number of persons employed in the industry will provide
an estimate of the average fraction of a FEMYE worked by
labourers in the building industry.

Column 7 of Table 6.15

shows that, on average, in 1970, labourers in the building
industry were employed in the industry for only 58 to 68 per
cent of a FEMYE.

They faced an average degree of

underemployment of approximately 32 to 42 per cent.
Given the lack of data, and the assumptions which were
made to calculate this estimate, it must be treated with a great
deal of caution.

It is presented only to provide a rough idea

of the order of magnitude of the degree of underemployment
faced.

The figure is not intended to be used for further

calculation.

It also needs to be emphasised that this estimate

is valid only for 1970 or years in which the level of activity
was similarly depressed.

One would expect the degree of

underemployment in the industry to change from year to year
with the level of activity in the industry.

Hence one would

expect the degree of underemployment to be much higher in 1970,
a slump year, than in the peak years of 1965 and 1975.

The

survey of building labourers undertaken in 1975 indicated a
level of underemployment of approximately 20 per cent
(Section 7.6).

TABLE 6.15
Degree of Underemployment Among Building Industry Labourers, GMA, 1970
01
FEMYE from
private
building

(2)
FEMYE from
government
building

(3)
FEMYE from
total
building
( 3) = (1 ) + ( 2)

(4)
FEMYE from
government
construction

(5)
Total
FEMYE
( 5 ) = ( 3) + ( 4 )

(6)
FEMYE generated
by building
industry as per
cent of total
construction

(7)
Total FEMYE
as a per
cent of
total
number of
persons
employed

Estimate I

31 ,500

1 ,687

33,187

11 ,678

44,865

75%

68%

Estimate II

31 ,500

844

32,344

5,838

38,182

85%

58%

Note:

Estimate I based on value of FEMYE from government building and construction contained in Table 6.14
Estimate II based on a value of FEMYE from government building and construction equal to 50 per cent
of those contained in Table 6.14

Source:

Column 1
: Table 6.13
Columns 2 and 4 : Table 6.14
Column 7
: Column 5 divided by 66,344 the 1970 Census estimate of the number of persons
employed in the construction sector in the GMA.
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On the basis of the above analysis one can tentatively
conclude that, in 1970, the building industry employed
approximately 50,000 to 56,000 persons (75 to 85 per cent of
the number employed in the construction sector).

This

represented from 4.8 to 5.4 per cent of the GMA work force,
and approximately 7.7 to 8.7 per cent of the male work force.
This compares with the 43 per cent of the GMA work force
employed by the service industries, 20 per cent by
manufacturing and 15 per cent by the commerce sector (see
Table 6.16) .
Section 6.11:

Conclusion

Chapters 4 to 6 of this thesis have examined the level of
employment generated by the building industry.

It was found

that the output mix has been the main influence on the labouroutput ratio and one of the main determinants of the size of the
industry's work force.

Until 1970 the building industry was

relatively labour-intensive, a large proportion of the total
output being constructed without the use of equipment.

Since

1970 the industry has experienced a rapid change in its output
mix and while the level of activity has increased, employment
may have actually fallen slightly.
Despite a substantial increase in the rate of growth of
employment generated by the construction of HRB since 1970,
this was not reflected in the size of the industry's total work
force.

There were two reasons for this.

First, HRB accounted

for a relatively small proportion of the industry's work force.
Second, the expansion of the HRB market resulted in a transfer
of resources from the more labour-intensive sections of the
industry such as RB and NRB.
As the expansion of productive employment is likely to be
the most successful means of eradicating poverty in Manila, the
change in the output mix has minimised the contribution of the
building industry to the solution of this problem.

The change

in the output mix since 1970 was accompanied by a higher level
of output, so that it might be argued that there has been a
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TABLE 6.16
Composition of the GMA Work Force by
Major Industries, 1970
(Per cent)
Total
work force

Male
work force

Services

43

32

Manufacturing

20

21

Commerce

15

13

Transport, communication and storage

10

16

Building

5

8

Civil engineering construction

1

2

Others

6

8

Source:

(a) 1970 Census of Population and Housing, Special
Report No. 5, Manila Metropolitan Area, Table 4.
(b) For the breakdown of construction sector
employment into building and civil engineering
construction, see text.
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trade-off between output and employment.

However the same level

of activity could have been achieved with a different output mix
and a higher level of employment (e.g. by an expansion in the
level of credit released for residential buildings).

Hence the

trade-off has been between a particular output mix and
employment.

In the following paragraphs we examine some of the

implications of this trade-off.

We begin with a comparison of

the social rate of return to investment on different types of
building and then consider the effect of the change in the
output mix on economic welfare and the income distribution.
For private investors the rate of return on HRB projects
is obviously higher than that from RB.

This is illustrated by

the investment pattern in the industry, although some private
decisions were influenced by government subsidies and
incentives.

But the social rate of return (or productivity of

capital) is likely to differ from the private calculations.

It

must be remembered that most of the industry's output is a
capital input for other sectors.

Hence the rate of return on

investment in building projects depends on the industry which
will use the building.
The social rate of return on the investment in the hotel
projects is likely to be low owing to the excess supply of
rooms created.

Investment in luxury housing may have a

relatively high private rate of return but the benefits to the
society as a whole are limited.
Investment in luxury office blocks may appear to have a
relatively high rate of return.

However, many of these projects

are associated, directly or indirectly, with import-replacement
industries.

The productivity of capital invested in these

industries may be much lower than appears at first sight.
There are a number of reasons for this.

First, distortions

introduced by the government's industrialisation policies tend
to lower the price of capital and to increase the price of the

6 I am indebted to Dr C.T. Edwards for drawing my attention to
the following arguments.
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good produced' above the international market price.

If social

opportunity costs rather than market prices are used, the rate
of return will be lower.
Second, as the nominal tariffs protecting the domestic
industry are usually higher for the later stages of production,
import-competing firms initially engage in the final assembly
of largely imported inputs.

Hence the domestic value added of

these projects is relatively low.

Third, import-substitution

policies often result in firms operating with excess capacity
[Little, Scitovsky, Scott, 1970 and Lim, 1976].

Fiscal

incentives based on the level of capital investment encourage
firms to build plants larger than demand conditions justify.
This problem is accentuated if firms have difficulties in
obtaining imported inputs during periodic balance of payments
crises.

Because of the incentives which lower the cost of

capital to the investor the private rate of return on such
projects might still be high.

However the social rate of

return will be much lower, not only because of the higher cost
of capital but also because of the opportunity cost of the
subsidies and incentives provided by the government.

The

infrastructure constructed by the government for the use of
the manufacturing sector may also be under-utilised if the firms
are working at less than optimum capacity.
Finally the productivity of capital in these industries
may be lowered by the lack of competitive pressures resulting
from the general economic environment of an import-substitution
policy.

This will lower the level of output resulting from a

given investment owing to allocative inefficiencies and a
weakening of the forces which ensure what Leibenstein refers
to as "X-efficiency".
Investment in HRB associated with export industries will
have a private rate of return more aligned to the social
benefits.

Indeed, prior to the devaluation of 1970 an

overvalued currency lowered the domestic price of exports below
the socially optimum value.

Hence the private rate of return

on investment in export industries may have fallen below the
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social rate of return.

However as luxury condominium dwellings

accounted for 30 per cent of the value of HRB constructed in
1974 and hotels were probably an even higher proportion of HRB
constructed in 1975 and 1976, it appears that the average
social rate of return from the increased investment in HRB was
relatively low.
The social productivity of capital invested in low cost
housing is likely to be higher than the private rate of return.
The improved welfare of the inhabitants may have indirect but
long term effects on their productivity and hence the level of
output in the economy.

Second, the consequent improvement in

the income distribution will provide benefits for the country
as a whole.

Third, an increase in the volume of low cost

housing constructed could induce further changes in the
structure of the economy toward labour-intensive industries.
This discussion implies that the shift in the output mix
resulted not only in a lower level of employment, but also in
a fall in the average social rate of return on investment in
building industry output.

A third effect of the change in the

output mix was a possible worsening of the distribution of
income as more of the industry's output accrued to the higher
income groups.

This applied to both residential and non-

residential projects.

The way in which this lowers the economic

welfare associated with the industry's output is illustrated by
the following example.
The value of output for any particular good is equal to
the level of physical production weighted by the appropriate
price.

The existing income distribution will influence the

relative market prices of different goods, and hence the value
7
which the economy places on the production of these goods.
This is illustrated by the fact that at 1975 prices, the
smallest unit in the Makati Tuscany condominium (with a floor
area of 55 square metres and costing ^250,000) was valued at
7 This point is discussed in Stewart and Streeten [1971].
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more than seven lower-middle income dwellings (with an average
floor area of 80 square metres and costing ^35,000 each).
While the one condominium unit may be valued at more than seven
dwellings, it would be difficult to argue that the economic
welfare attached to the one unit was greater than that attached
to the seven low-income houses.

However the greater purchasing

power of the person living in the condominium unit will result
in the condominium being constructed in preference to the seven
low-income dwellings.

In the National Accounts, the

construction of the one condominium unit would represent a
higher level of output than the construction of the seven lowincome houses.

In this environment a government decision to

build the seven houses rather than the one condominium unit,
would be regarded as a trade-off between output and employment.
However, if the prices used to weight the physical level of
output reflected more closely the additions to economic welfare,
the decision to construct the low-income houses rather than the
luxury unit is likely to involve an increase in both the level
of welfare and employment.
This discussion suggests that an expansion of the low
cost housing program would result in a rise in the level of
employment and economic welfare associated with the industry,
and have a favourable effect on the distribution of income.
Increased construction of low and middle income housing would
require an increase in the level of credit released by the
government for this purpose.

As the supply of most material

and labour inputs used in low cost housing is relatively
elastic and available domestically, such a policy should not
have a major impact on the level of inflation or the balance of
payments.

It may be argued that the expansion of the money

supply as a result of the higher credit may be inflationary.
As the supply of most material and labour inputs used in low
cost housing is relatively elastic, the higher demand should be
met without large price rises.

If this is the case, then the

government may be able to increase credit for RB without
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reducing that made available for HRB.

If this is not possible

then a particular output mix can be chosen on the basis of its
relative impact on employment, welfare and the income
distribution.
Alternative methods of constructing low cost housing.
The Philippine government has recognised the need for
investment in low cost housing and has released a four year
housing program which envisages the construction of 1.25
million low and lower-middle income dwelling units over the
period 1974 to 1977.
The analysis of Chapters 3 and 6 is useful in considering
the preferred method of construction for this low cost housing.
Most of the government financed private housing will be
constructed by large developers who benefit from low interest
loans from the GSIS and SSS.

An alternative method would be to

provide the credit to the prospective owner and allow him to
engage an independent foreman or small firm to construct the
house.

The same method used to construct middle income housing

could be used to construct the lower-middle income housing.
The discussion of fluctuations in the level of residential
building suggested that the credit mechanism is relatively
efficient at transferring funds to its clients.

The structure

of the conventional market is such that the client appears to
have little difficulty in engaging a foreman to construct the
house.

As this method of constructing houses is well

established, there would appear to be few administrative
difficulties involved.
scheme has merit.

Indeed, the apparent simplicity of the

If the low cost housing was to be constructed

in unsettled areas, then the government would need to let
contracts for the provision of infrastructure, but it does this
at the present time.
In many countries the provision of low cost housing is
often associated with government construction.

In the

Philippines this can be seen in the establishment of the NHC.
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However if the private building industry is adequately
structured and sufficiently developed, there is no need for
government intervention in the actual construction of the
dwellings.
Within the private sector, there are a number of reasons
why the independent foremen and small contractors might be
preferred to a large developer.

First, the large developer may

require a higher profit margin before he will enter the market.
Both the GSIS and SSS provide low interest loans to developers
to attract them into the market.

This lowers the cost of

capital to the developer and may encourage the use of laboursaving techniques.

If the independent foremen are utilised,

these additional cheap loans would not be required.

Second,

the developers use prefabricated techniques of construction
which not only use more equipment and less labour than the
conventional techniques, but also require more imported
equipment and materials

[Paqueo, 1973, Tobias, 1974, Cacho,

1974 and Section 6.7.].
One possible disadvantage of the conventional technique
is the suggested higher cost of construction.

Cacho [1974,

p. 144] argues that '... using prefabricated components, a
builder using mass production techniques can come out with a
house 20-25 percent cheaper than that produced through the
conventional method1.

This figure is said to be based on the

experience of developers who have used prefabricated techniques.
However Paqueo1s study [1973, p.166] shows that the cost per
square metre of floor area was lower for the conventional
technique than for the NHC constructed dwelling.

This suggests

that any fall in costs must result primarily from economies of
large scale development, a shorter construction time, or from
reducing the floor area of the house.

Economies of scale could

result from the spreading of overheads, including the costs of
design, and from the specialisation of labour.
The fact that large developers are changing from the
conventional technique to the use of prefabricated materials,
suggests that, to the firm at least, the prefabricated
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technique is cheaper than the conventional technique.

However,

it does not necessarily follow that the prefabricated technique
constructed by a developer is cheaper than the conventional
technique constructed by an independent foreman.

First, the

large developers are given low interest loans from the SSS and
GSIS, which lower the costs of the equipment-intensive
technique.

The opportunity cost of the low interest loans need

to be included in the cost of the prefabricated unit.

If the

house is constructed by the independent foremen, these loans
will not be necessary.
Secondly, the cost of either type of house constructed by
a developer will include profits, overheads, contractors tax,
and costs of equipment.

Most of these expenses will not be

present in projects constructed by independent foremen.
Makanas [1974, p.151] has estimated that these factors account
for approximately 22 per cent of the total cost of most
projects.

On very large projects they may be less important,

but one would still expect these factors to be a sizeable
proportion of total cost.

This argument suggests that while

the prefabricated technique may be cheaper than the conventional
technique constructed by a developer, it may not be cheaper than
the conventional technique constructed by an independent foreman.
Projects constructed by independent foremen will also face
overheads such as design costs.

However these could be minimised

if the authorities produced plans for a small number of designs
and these were made available to clients.

If independent

foremen were to specialise in these designs, then their
efficiency in constructing low cost housing should improve and
further lower the costs of the conventional techniques.
At this stage it cannot be claimed that the use of
independent foremen in the construction of low cost housing is
a preferred alternative to the use of large developers.
However it is equally unclear that the use of prefabricated
materials should be encouraged.

Further comparative studies

of the costs of the two methods should be undertaken.

If the

conventional technique constructed by independent foremen is
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found to be cheaper, then this method would be preferred on the
grounds of lower cost and greater employment creation.

If the

use of prefabricated materials is found to be less expensive,
then the government will need to make a choice between output
and employment creation.
Another alternative is the construction of low cost HRB.
The low cost condominium project, Sambahayan, was discussed
briefly in Section 5.2.

Government-owned housing in Tondo and

other low income areas is often of the tenement type (four or
five storey buildings with multiple units).

However low cost

HRB do not account for a large share of the housing market.
Consequently, they were not included in the survey conducted by
the author.

However, the Mexican study found that this type of

housing is almost as labour-intensive to construct as low cost
single family dwellings [Uquidi and Roche, 1973, p.32].

The

usual objections given to high-rise dwellings are the social
difficulties experienced by the residents in adapting to the
new life style.

To this extent the Sambahayan project is of

interest, as it attempts to deal with some of the social
problems and to provide means for residents to earn
supplementary income through cottage industries.

It is also

being developed by private enterprise, the Philippine Business
for Social Progress, with the assistance of subsidised credit
from the SSS.

If the project does prove successful it could

provide a third alternative to lower-middle income housing.
Implications for the industrial sector.
The analysis of the poor employment performance of the
building industry may provide some insight into why the
manufacturing sector has contributed so little to the growth
of the country's work force.

There have been some similarities

between events in the two industries.

Both can be divided into

a large-scale, equipment-intensive sector and a small-scale,
labour-intensive sector.

The rate of growth of employment in

both large-scale sectors has been relatively high.

This has

not been reflected in total employment as the modern sector
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work force accounted for only a small proportion of the
industry work force.

Also, the growth of employment in the

labour-intensive sectors was hampered by a slow growth in
investment.
The analysis of the building industry has shown that the
change in the output mix was the main reason for the adoption
of equipment-intensive techniques.

This appeared to be more

important than changes in the relative factor prices, which are
often assumed to be the main reason for the poor employment
performance of the industrial sector.

The experience of the

building industry suggests that merely equating factor prices
with their social opportunity costs would not significantly
change the labour-output ratio of the industry.
In Section 5.5 it was shown that forces similar to those
causing the change in the output mix in the building industry
have been operating in the manufacturing sector.

Of course,

one cannot confidently infer that these forces have been of the
same paramount importance in the manufacturing sector.

It

could be that changes in factor prices have been relatively
more important in the industrial sector than in building.
However, to obtain a full understanding of events at the
aggregative level, it is necessary to examine the situation at
the individual industry level.

The occurrences at the macro

level are the outcome of the occurrences at the micro level.
While it is possible that the building industry is completely
different from industries in the manufacturing sector, the
similarities discussed above suggest that the change in the
output mix has played at least an important part in the slow
growth in employment in the manufacturing sector.

If so, then

the use of shadow pricing and labour subsidies would not be
sufficient to substantially improve the rate of growth of
employment in the industrial sector.

Other forces influencing

the output mix of the industry would have a stronger effect on
the type of goods produced and the method of production.
Ranis [1971, 1973 and ILO, 1974] has argued that a strategy
to increase output and employment will require the removal of
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government introduced distortions from the market.

A change in

commodity as well as factor prices could have the desired
effect on the country's output mix.

Investment in export

industries will become relatively more profitable, and in order
to compete on the world market industrialists will need to use
more labour-intensive techniques.
However we have seen the important role played by the
existing income distribution in determining the output mix.
The greater employment which may.be generated by an exportorientated strategy would increase the absolute income of the
lower income groups.

But it would not automatically result in

a short or medium term improvement in the urban income
distribution.

The urban elite will retain the industrial

wealth already accumulated, and their greater purchasing power
will continue to influence demand and hence the output mix.

To

counter this the government could change the distribution of
income by redistributing industrial wealth.

This could involve

a massive change in a relatively short period, similar to the
effect of land reform on rural wealth.

However, a more

moderate strategy would involve policies such as a greater
encouragement of low-cost housing and a redistribution of
infrastructure and credit toward low income users.

As this

policy might not have an immediate effect, it may be necessary
to neutralise the impact of the income distribution on the
output mix through policies such as heavy taxation on capitalintensive consumption goods.
Supporters of an import-substitution strategy often argue
that while production in the modern manufacturing sector may be
capital-intensive, the development of this sector will stimulate
ancillary industries which will tend to be more labour-intensive
(the so-called 1 trickle-down effect').

This study has shown

that the impact of the modern industrial sector on one ancillary
industry, building, has been quite the opposite.

Directly,

through the need for luxury offices, and indirectly, through the
stimulus to the growth of the modern commercial sector and the
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effect on income distribution, the development of the modern
industrial sector has been one of the reasons for the change
in the output mix in the building industry.

If similar forces

operate within other ancillary industries such as trade,
transport and services, then the indirect, as well as the
direct employment effects of stimulating the modern section
of the economy will be quite low.

CHAPTER 7
STABILITY OF EMPLOYMENT AND INCOME FOR
THE BUILDING INDUSTRY LABOURER
Section 7.1:

Introduction

In this and the following chapter we examine employment in
the building industry from the point of view of the individual
labourer.

The methods of skill acquisition, level of income,

stability of employment, migration patterns and recruitment
procedures will each be discussed.
If the building industry is to improve the position of the
urban poor, it must create employment which offers greater
stability and higher income than the activity the labourers
previously followed.

Yet, because of the fluctuations in the

level of demand faced by contractors and the variations in the
size and composition of the work force required on any site,
employment in the building industry is usually of a casual
nature.

It is therefore important to study the stability of

employment which the building industry labourer experiences
and the ways in which he attempts to moderate the effects of
any uncertainty.
The effect on urban poverty of employment created by
building activity could depend on the migration pattern adopted
by building industry labourers.

Turin [UNIDO, 1969] and

Germidis [1974] , among others, have argued that the building
industry employs persons who would otherwise be unemployed or
engaged in urban informal sector activities.

These labourers

have been attracted to the city by the prospect of employment
in the modern industrial or service sectors, but when such jobs
cannot be found they obtain employment in the building industry.
Another possibility is that building industry labourers migrate
to the city specifically to work in the building industry.

The

extent of the industry's contribution to a solution of the urban
employment problem will depend on the relative importance of
each of these possible patterns.
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As most building industry labourers are casual employees
they may have more in common with members of the urban informal
sector than the modern sector work force.

In Section 1.4 we

discussed the numerically important role played by the informal
sector in urban employment generation and the reasons for its
growth in recent years.

To the extent that members of the

informal sector face uncertainty in employment and income, it
is possible that their reaction to such an environment will be
similar to that of the building industry labourers.

Hence the

following discussion may provide "some insight into how parts of
the informal sector function.
The data for this analysis come primarily from a survey of
building industry labourers conducted by the author from March
to June 1975.

In Section 7.2 some of the limitations of this

survey are discussed.

Following this I outline some general

characteristics of the industry's work force and discuss skill
acquisition by carpenters and other tradesmen.

Sections 7.5 to

7.7 analyse the stability of employment experienced by building
industry labourers.

This is followed by a discussion of the

wages paid by contractors, including reasons for the fall in
real income received by the labourers.

The chapter concludes

with a brief review of the effect of government legislation on
employment conditions in the industry.
In Chapter 8 the attitudes of labourers to employment in
the industry will be examined, together with an analysis of the
mechanisms they adopt in order to moderate the effects of an
uncertain and falling income.
Section 7.2:

Survey Methodology

A total of 91 building industry labourers were interviewed.
The methodology used on this survey, together with some of its
limitations were outlined in Chapter 2.

The composition of the

sample according to occupation and type of building is given in
Tables 7.1 and 7.2.

This breakdown of the sample was made

intentionally to reflect certain characteristics of the
population.

While it was not possible to calculate accurately
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TABLE 7.1
Composition of Sample by Occupation

Occupation

Carpenter

Number of
respondents
Note:

24

Unskilled
helper

Mason

21

Others

42

Total

4

91

a Electricians, steelmen, welders

TABLE 7.2
Composition of Sample by Type of Building
Type of
building

High-Rise

Number of
respondents

Residential

30

30

Non-Residential

Total

31

91

the number of people employed on each of the three types of
building until after the data gathered from the survey had been
analysed, a rough estimate made at the beginning of the survey
suggested that, in total, approximately the same numbers were
employed on each.

Also, on most sites the number of unskilled

labourers was approximately equal to the number of skilled
labourers, and within the skilled labourer class carpenters
slightly outnumbered masons.

Of course, this varied with the

stage of completion of the building, but in terms of man-days
worked the approximation appeared valid.

Therefore, before

entering each site the number and occupation of the labourers
to be interviewed was known.
A bias could arise in the sample if the initial estimates
of the composition of the population by skill and type of
building were inaccurate.

Analysis of the data collected

suggests that while the initial estimates were not exact, the
margin of error was quite small so that the bias should not be
too damaging.
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Table 7.3 shows the proportion of the total man-days
employment generated by the construction of high-rise,
residential and non-residential buildings.

Estimates are given

for 1974 and for April-June 1975, which was the time the survey
was undertaken.

The level of building activity in April-June

1975 was taken as the population of building permits from which
the sample of sites was chosen.

The data show the impact of

the sharp increase in the value of high-rise buildings being
constructed in early 1975.

The share of employment created by

high-rise buildings increased from approximately 20 per cent in
1974 to 44 per cent by mid-1975.

Thirty-three per cent of the

sample are labourers working on high-rise building.
TABLE 7.3
Share of Man-days Employment Generated by
Different Types of Building3
(per cent)
High-Rise
buildings

Residential
buildings

Non-Residential
buildings

1974

21

33

46

April-June 1975

44

23

33

Composition of
sample

33

33

33

Notes:

a Excluding additions, alterations and repairs.

Source:

(1)
(2)

1974. Taken from Table 6.12.
1975. Applying estimates of man-days employment generated
per unit of expenditure on each type of building (Table 6.7)
to the value of building under construction.

Hence high-rise buildings appear to be under-represented
in the sample (in terms of the 1975 situation), and residential
buildings over-represented.

However, two factors not considered

in the estimates of Table 7.3 suggest that the degree of under
representation may be quite small.

First, the estimates exclude

employment generated by additions, alterations and repairs.
While this type of building activity was not covered by the
survey, it.is likely to be supervised by the independent foremen
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who construct most of the residential buildings.

If additions,

alterations and repairs are combined with residential buildings,
then the share of employment generated by residential buildings
will increase while the share generated by high-rise buildings
will fall.

Second, the level of employment generated by high-

rise building is based on the value of permits issued during the
period January 1974 to March 1975.

Obviously, the level of

activity on these high-rise buildings during April-June 1975
will be well below the total value of the buildings, especially
as a large proportion of the permits were issued in JanuaryMarch 1975.

These buildings would still be in the initial

stages of construction at the time of the survey.

Hence the

amount of employment generated by the construction of high-rise
buildings during April-June 1975 will be less than that
reported in Table 7.3.

This problem is less important for the

smaller residential and non-residential buildings.

Therefore

the actual number of labourers employed on high-rise building
sites at the time of the survey lies between the estimates for
1974 and April-June 1975 presented in Table 7.3, suggesting
that the composition of the sample is approximately correct.
Table 7.4 shows the average skill composition of the work
force, excluding foremen and sub-contractors, on each of the
different types of building.

Whereas skilled workers as a

proportion of the work force ranged from 55 to 60 per cent, 54
per cent of the sample are skilled workers.
TABLE 7.4
Skill Composition of Work Force

I
., ,. a
by Type of Building

(per cent)
Composition
of sample

High-Rise
building

Residential
building

Non-Residential
building

Skilled
labourers

61

58

55

54

Unskilled
labourers

39

42

45

46

Note:
Source:

a Excluding foremen and sub-contractors.
Table 6.7.
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Therefore, the sample is slightly biased against skilled
labourers, and possibly those working on high-rise buildings.
While the extent of the bias is not great, this point needs to
be remembered in interpreting the results presented below.

The

small size of the sample, together with the points discussed
above, mean that actual percentages obtained from the study
cannot be applied with certainty to the population.

However,

given the representativeness of the sample, one is relatively
confident that the trends and profiles which emerge from the
survey are also valid for the population.
Section 7.3:

General Work Force Characteristics

The National Sample Survey of Households Bulletin provides
data on general work force characteristics for the construction
sector (building plus general engineering construction).

These

data show that, unlike the Indian situation, virtually all
members of the work force are male.

The small number of

females working in the industry are mainly clerical assistants.
The vast majority of those engaged in the construction sector
in the Philippines are wage and salary workers.

This group

accounts for 90 to 95 per cent of the total work force, with
self-employed workers comprising five to ten per cent.

Unpaid

family workers account for less than one per cent.
Table 7.5 shows the broad occupational composition of the
sector's work force for the urban centres of the Philippines.
While the number of professional and technical employees
approximates ten per cent of the work force, craftsmen and
manual labourers predominate.
In 1974, construction labourers in the Philippines were
working for an average of approximately 45 hours per week
(compared to 44 hours in the manufacturing sector).

This had

increased slightly from an average of 42 hours per week in
1961.

For the period 1971-1974 approximately 70 per cent of

the urban work force were heads of households.
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TABLE 7.5
Construction and Manufacturing Sector Work Force by
Major Occupation Group, Urban Areas, 1974

Proportion of work force
Major occupation group
Construction

4
4
7
3

in

Source:

10
1
3.5
rH

Professional, technical and related workers
Administrative, executive and managerial
Clerical
Transport and communication occupations
Craftsmen, production-process workers and
related workers
Manual workers and labourers, not elsewhere
classified
Sales workers
Service, sports and related workers

Manufacturing

65

75

19
-

3
3

-

1

National Sample Survey of Households Bulletin, February, May,
August, 1974.

Section 7.4:

Skill Acquisition

In much of the discussion on stability of employment and
migration patterns there are important differences between the
experiences of skilled and unskilled labourers.

As this

distinction will be stressed on many occasions in Chapters 7
and 8, we begin with a description of the acquisition of skills
in the industry.
Most skilled labourers obtain their skills from informal
training on the job.

Vocational schools and government

training programs are of only minor importance.

Most

contractors recognise three classes or grades of carpenters
(and most other skilled occupations), but the requirements for
each class are not formally specified.

No formal apprenticeship

scheme operates and the time taken for a labourer to acquire a
particular classification will depend largely on the foreman's
opinion of his ability.

Hence a skilled labourer who changes

employers may not initially be employed at the same
classification as in his previous job.

He will need to convince

his new foreman that his skill warrants the higher wage.
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Carpenters are usually trained by the foremen or the
master carpenter on the site.

The trainee is often a relative

of the teacher and no cash payment is made for the instruction.
Obviously the training will vary in intensity and length from
case to case but usually involves demonstration of a particular
skill followed by 'learning by doing1.

In the majority of

cases the trainee will remain with the one instructor at least
until he reaches the carpenter class 1B' level.
Information on the training process was obtained from
interviews of 25 carpenters engaged on the different sites.
Because of the difficulties raised by the non-standardised
classifications, the grade claimed by each respondent was
checked against the wage received.

While the number of

respondents is quite small the same general pattern emerged
from each interview.
Most carpenters begin work in the industry as unskilled
helpers.

This stage may take up to three years, but labourers

instructed by relatives often enter into training immediately.
The initial instruction period lasts for only a couple of
months and is used to test the aptitude of the trainee.
Provided that this is suitable the labourer will spend two to
three years as a carpenter class * C1.

Initially his wage will

be 10 to 15 per cent higher than that of an unskilled helper,
but by the end of the period it will have increased to
approximately 130 per cent of the legal minimum wage.

During

this period the trainee will construct mainly formwork, with
the complexity of the tasks increasing over time.

He will

receive advice from his main instructor as well as from the
other carpenters working on the site.
After two or three years as a carpenter class 1C1, the
trainee will be elevated to a class ' B'.

The actual timing

will depend on the foreman and the ability of the labourer.
During this period the trainee will continue to receive advice
and instruction and will be employed on the more advanced stages
of formwork and on finishing and cabinet work.

The wage of a

carpenter class 1B1 will vary from 130 to 150 per cent of that
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of an unskilled helper.

The length of this stage of training

will depend largely on the ability of the labourer, and appears
to vary between two and five years.
The movement into the top classification does not require
any special tuition but is based on the general ability of the
labourer.

The income range of carpenters class 'A1 is quite

large; 150 to 250 per cent of the unskilled helper's wage.

The

labourer will move up this range as his skill and experience
improve.

There is no specific training at this level.

The procedure for acquiring skills is common to all manual
occupations in the industry.

As the trainee is engaged full

time on work necessary for the completion of the project, the
cost to the contractor is quite small.

The benefits to the

labourer are substantial, both in terms of the higher wages and
the more interesting and less arduous nature of the work.
This method of skill acquisition is reflected in the age
structure of the sample of building industry labourers
(Table 7.6).

While the work force as a whole is relatively

young (85 per cent are less than 35 years) skilled labourers
are slightly older than unskilled helpers.

In this and the

following tables a skilled labourer is defined as a tradesman
employed at a Class A, B or C level.
TABLE 7.6
Age Structure by Skill, Building Industry Work Force, GMA
(per cent)
Age
Less than
25 years

Skill

25-34
years

35-44
years

45 years
or older

Total

Skilled
labourers

16

65

16

2

100

Unskilled
labourers

74

17

7

2

100

Total

43

43

12

2

100

Source:

Field Survey, 1975.
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Most of the current skilled work force received their
training while working on building sites in the provincial
towns.

Approximately 70 per cent of the skilled labourers

acquired at least their initial skills in the
provincial building industry work force. Only 30 per cent
entered the GMA building industry work force as unskilled
labourers.

Most of this group received their training on sites

in the GMA supervised by independent foremen.
Large construction firms operating in the GMA have played a
minor role in the development of the industry's skilled labour
force.

Hence labourers are being trained by independent foremen

and possibly firms engaged in the provinces and then being
1 pirated' by the large Manila firms.

The large contractors

argue that on acquiring skills the labourers leave and join
other firms.

Consequently the contractor incurs the cost of the

training but receives no benefit.

The mobility of skilled

labour within the industry is assisted by the common skills used
on most building sites and the inability of a contractor to
provide firm-specific training.

This attitude of the large

contractors to the training of labourers is probably facilitated
by a surplus labour condition, even among skilled tradesmen.
While the formal education system has played a vital part
in the provision of professional labour for the industry, the
training of skilled manual labour has occurred outside the
education framework.

To the extent that the current system can

meet the requirements of the industry, there is little reason
for the government to consider formal vocational training
schemes.

On-the-job training requires no government expenditure

and is likely to produce a final product more suited to the
industry's needs.

There were signs of a shortage of skilled

labour in the GMA in 1975, but this followed an approximate
doubling in the level of activity in a very short period.

Even

if the government had used manpower analysis to forecast future
needs and increased vocational education to meet any predicted
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deficits, it is unlikely that the shortage would have been
averted.

Because of the rapidity with which demand increased,

it would have been difficult to train sufficient labourers in
the time available.
Section 7.5:

Stability of Employment Over the Twelve Month
Period, 1974-75

Sylos-Labini [1964, p.270] has argued that employment in
the building industry, as well as in many other sectors of a
developing economy, is 'precarious1 in the sense that '...
persons engaged in (this) activity have no guarantee of
stability either of their job or their income and hence have
no definite prospects of improvement'.

He defines this concept

further by suggesting that 'wage earners are precariously
employed when they have no stable labour contracts or no
contracts at all; they may have to change their masters, or if
they in fact remain with the same master, they are always in
danger of losing their jobs'

[Sylos-Labini, 1964, p.271].

Most labourers working on the building sites in the GMA
have no written contracts guaranteeing employment for a specific
period.

The contractor is able to terminate employment whenever

work is not available.

The work force required by a contractor

will vary with the number and size of projects under construction
and with the stage of completion of each site.

Labourers will

be dismissed when construction, or a phase of construction, on
a site is completed, and will not be hired again until work on
a new project commences.

Consequently, labourers may be

employed on a particular site for only a short period, and
experience unemployment before a new job is obtained.
Table 7.7 shows that 83 per cent of the labourers
interviewed were employed on more than one site during the year
prior to the interview.

Forty-one per cent of the work force

laboured on three or four sites.

Only 20 per cent of those

engaged on one building site were actually employed on that site
for the whole year.

The remainder were labourers working on

their first job in the building industry.

Three per cent of the
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sample experienced employment on the one site for one year.
Eicfht psr cent of the work force were employed on jobs outside
the building industry during the 12 month period.

TABLE 7.7
Number of Building Sites on which Labourers were Employed over
the Twelve Month Period, 1974-1975, by Skill
(Per cent)
Number of building sites
over 12 month period

Skilled
labourers

Unskilled
helpers

Total
work force

One

6

29

17

Two

45

41

43

Three

39

29

34

Four

10

2

7

100

100

100

Total
Source:
Notes:

Field survey, 1975.
(a)

The information for this and many of the tables that follow,
came from a question which asked the respondents to think back
to the Easter Week of 1974 (approximately 12 months prior to
the time the interviews were held) and relate the different
jobs that they held since that period. For each job information
was obtained on the duration of employment, the type of work
done, the location of the site, and the firm and foreman for
which the labourer worked. Information on any periods of
unemployment between jobs was also sought.
The number of jobs held in the last 12 months includes the job
the respondent was working on at Easter 1974 as well as his
current job. It is not equivalent to the number of completed
projects that the respondent worked on during the 12 month
period.

Labourers engaged in the building industry in the GMA are
precariously employed in the sense that they are required to
change jobs frequently and are not protected by labour
contracts.

However, this is not a particularly useful

definition of precarious employment, as a number of the
labourers are supported by an unwritten bond between employer
and employee based on kinship arising from family ties,
friendship or a common hometown or barrio.

Most foremen maintain
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a group of regular or "permanent" labourers whom they engage on
all their projects.

A better indication of the stability or

certainty of employment experienced by the labourer can be
obtained by considering the number of employers he has worked
for and the periods of unemployment he has suffered.
Table 7.8 shows that slightly more than 50 per cent of the
labourers interviewed had the same employer on all of their
jobs in the building industry, while only 20 per cent had a
different employer on each site.

The same proportion of skilled

and unskilled labourers had only the one employer over the 12
month period.

A higher percentage of skilled labourers were

employed by a different contractor on each site, but this needs
to be balanced by the large number of the unskilled labourers
who were engaged on their first job in the building industry.
TABLE 7.8
Number of Employers on the Building Sites by Skill
(Per cent)
Number of employers in the
building industry over the
12 month period

Skilled
labourers

Unskilled
helpers

Total
work force

All jobs on the building
sites were with the one
employer

53

50

52

At least two but not all
jobs on the building sites
were with the same
employer

22

12

18

Each job on the building
sites was with a different
employer

22

14

19

2

24

12

100

100

100

The current job is the
respondents first in the
building industry
Total
Source:

Field survey, 1975.
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Approximately 18 per cent of the labourers had experienced
periods of unemployment of greater than one week (Table 7.9).
For seven per cent of the sample the period of unemployment was
less than one month, but for six per cent it was for more than
four months.

Approximately half of the labourers who

experienced unemployment were skilled, and this breakdown by
skill also applied to the distribution by number of weeks
unemployed.

This implies that 16 per cent of the skilled

labourers faced periods of unemployment, compared to 19 per
cent of the unskilled labourers.

These estimates exclude

periods of unemployment of less than one week.
Most labourers took a short break of two to five days at the
completion of a project.

(Further characteristics of those who

experienced unemployment are discussed in Section 8.7.)
TABLE 7.9
Number of Weeks Spent Unemployed Over the 12 Month Period3

Number of weeks unemployed

Number of
respondents
(per cent)
Source:
Notes:

No
unemployment

1-4
weeks

5-8
weeks

9-12
weeks

13-16
weeks

82

7

3

1

1

17 weeks
or more

6

Field survey, 1975.
(a)

A period of unemployment is defined as a period of more than
one week in which the respondent was not involved in a money
income earning activity.

A stronger definition of stable employment can be obtained
by combining the criteria of unemployment and number of
employers.

Labourers who had only one employer and experienced

no unemployment over the past 12 months would appear, ex post,
to have experienced stable employment.

Table 7.10 shows that

using this definition (Definition I) 41 per cent of the sample
obtained stable employment; with 53 per cent of the skilled and
43 per cent of the unskilled being placed in this category.

If
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TABLE 7.10
Stability of Employment by Skill
(Per cent)
Skilled
labourers

Unskilled
helpers

Total
work force

Stable employment

53

43

48

Precarious employment

45

33

40

First job in industry

2

24

12

100

100

100

Stable employment

71

50

62

Precarious employment

27

26

26

First job in industry

2

24

12

100

100

100

DEFINITION I a

Total

DEFINITION II b

Total
Source:
Notes:

Field survey, 1975.
(a)

Employment was defined as 'stable1 if the respondent had only
one employer on the building sites and faced no unemployment.

(b)

Employment was defined as 1 stable1 if the respondent had only
one employer on the building sites and faced no unemployment,
OR if he had at least two jobs with the one employer and faced
no unemployment.

stable employment is defined also to include labourers who faced
no unemployment and were employed by the same contractor on at
least two of their jobs in the building industry (Definition
II), then 62 per cent of the sample are classified in this
category.

Again the proportion of skilled labourers who

experienced stable employment is considerably higher than for
unskilled labourers (70 per cent compared to 50 per cent).
interpreting these estimates it must be remembered that the
survey was conducted during boom conditions for the building
industry.

One would expect employment to be more precarious

during periods in which the level of activity was lower.

In
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Of the labourers who were currently employed on their
first job in the industry, 50 per cent had previously attended
school and hoped to return to their education in the near
future.

As the survey was conducted partially during school

holidays this group is likely to include a number working in
the industry for the vacation period.

Another 20 per cent were

previously employed in the manufacturing industry and planned
to return to their usual occupations as soon as possible.

The

remainder were farmers and fishermen who had recently migrated
to the city.

Hence the majority of this group were likely to

remain in the industry for only a short period.
Because of the longer construction period, it might be
expected that stable employment is more easily achieved by
labourers engaged on the larger construction sites.

Using

Definition I, 57 per cent of the labourers working on high-rise
buildings experienced stable employment, compared to 44 per
cent of the labourers engaged on residential and non-residential
buildings.

However, in Definition II, approximately 60 per cent

of the labourers engaged on all sites obtained stable
employment.

A slightly higher proportion of the labourers

employed by construction firms achieved stable employment than
those working for independent foremen, irrespective of the
definition used (Table 7.11).
Section 7.6:

The Degree of Underemployment

The above discussion suggests that 50 to 60 per cent of
the industry work force experienced stable employment over the
year prior to the time of the survey.

In general, a slightly

higher proportion of skilled labourers, and labourers employed
by construction firms benefited.

But the extent of stable

employment among unskilled labourers was also quite high.

This

is a result of the boom conditions in the building industry
during the period under study.

The value of buildings under

construction, especially high-rise buildings, increased
substantially in 1974-75 compared to the slump conditions in
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TABLE 7.11
Stability of Employment by Type of Employer
(Per cent)
Employed by
firm

Employed by
independent foreman

DEFINITION I
Stable employment

53

42

Precarious employment

33

50

First job in industry

15

8

100

100

Stable employment

64

58

Precarious employment

22

33

First job in industry

15

8

100

100

Total

DEFINITION II

Total
Source:

Field survey, 1975.

the early 1970s.

During a period when a contractor's level of

activity is increasing, it is to be expected that even
unskilled labourers will be retained and transferred to new
sites provided their performance is regarded as satisfactory.
The fact that stable employment was more common among labourers
employed by construction firms probably results from the
concentration of the boom conditions to the larger buildings.
During boom conditions the level of underemployment faced
by the industry's labourers over a one year period will be less
than during a slump year such as 1970.

It was estimated in

Section 6.10 that building industry labourers in the GMA were
employed for approximately 58 to 68 per cent of a fully-employed
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man-year equivalent (FEMYE)1 in 1970.

It is possible to make

an estimate of the same variable for 1974-75 on the basis of
the employment histories of the labourers interviewed in the
survey.
Labourers who were employed in the industry for the year
ending April 1975 without unemployment were assumed to work 92
per cent of a FEMYE.

This is based on the fact that most of

the labourers are circular migrants and spend a number of
possible working days with their.families in their home town.
It was assumed that these labourers worked 23 days per month.
This was derived from a 30 day month less four Sundays and three
additional days spent in the home town.
of the sample were in this category.

Sixty-eight per cent

The remainder faced

periods of unemployment or entered the industry work force part
way through the year.

From the employment histories of these

respondents it is possible to calculate the number of days they
were employed on building sites.

In this manner it was

estimated that members of the industry work force at the time
of the survey were employed in the industry for an average of
approximately 80 per cent of a FEMYE during the preceding 12
months.

The average level of underemployment was 20 per cent,

compared to 32 to 42 per cent in 1970.
These long term fluctuations in the availability of
employment affect labourers in different ways.

This emerges

from the discussion in the following section on the long term
employment histories of the labourers interviewed.
Section 7.7:

Stability of Employment Over a Longer Period

Information relating to longer employment histories is
incomplete.

With some respondents it was not possible to obtain

useful information of this type, and from those who did answer
the question the information was often patchy.

However some

broad patterns do emerge and these are discussed below.
1

A FEMYE is equal to 300 man-days.
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Fifteen per cent of those interviewed had experienced
continuous employment with the one construction firm for five
years or more.

All these respondents were skilled labourers.

A number have experienced ten years continuous employment with
one large contractor, while others have transferred among two
or three of the larger contractors during their period in the
industry.

Virtually all firms interviewed during the survey

stated that during slack periods they attempted to retain a
small group of highly skilled labourers on their work force.
This sometimes involved paying the labourers even when they
were engaged in menial, unskilled tasks.

For this small group

of labourers employment in the industry is obviously not
precarious.
Another 15 per cent of the sample experienced unemployment
while working on provincial building sites but have been
continuously employed since they migrated to the GMA.
Approximately half of this group migrated within the last two
years, presumably in response to the increased demand for
labour.

Respondents accounting for approximately 10 per cent

of the sample claimed to have experienced unemployment prior to
1974 while working in the GMA.

Sufficient information was not

available for 13 per cent of the sample, but the majority of
these labourers experienced unemployment during 1974-75.

Hence

it is probable that they faced periods of unemployment prior to
this time.

Nine per cent of the respondents began work in the

industry in the GMA more than two years ago and claim to have
experienced no periods of unemployment.

The remainder of the

sample (38 per cent) have been working on the building sites
for less than two years and hence provide little information on
long term employment stability in the industry.
In summary, approximately 60 per cent of the labourers who
have been engaged in the industry for more than two years, have
experienced periods of unemployment while working in either the
GMA or the provincial cities.

The remainder include a

relatively small group who have experienced a long period of
continuous employment with the one construction firm.
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Section 7»8:

Wage Levels in Different Sections of the Industry

Wages paid on the different types of building site are
approximately the same.

Most unskilled labourers in the

industry receive the legal minimum wage.

Payment to skilled

labourers varies with training and experience (Section 7.2),
but the differential was similar on sites managed by large
contractors and independent foremen.
Data on wages were obtained from both contractors and the
individual labourers.

If contractors were paying less than the

legal minimum, it may be unlikely that they would admit it.
But one would expect this to be revealed by the survey of
labourers.

As the foremen were not present when the labourers

were interviewed any possible intimidation should have been
minimised.

The information on wages was obtained in a question

which asked the respondent to recall the different jobs he held
over the preceding 12 months.
employer were listed.

His occupation, wage and

A number of the labourers worked for

contractors other than their current employer during the year.
Hence there was nothing to prevent them from reporting wages
below the minimum on these sites if they had been received.
Further evidence that the legal minimum wage is observed
throughout most of the industry in the GMA is provided by
Tidalgo [1975, 1976] .

Using data collected by the May 1969

BCS Survey of Households, she calculates that the average daily
wage of an unskilled building labourer in the GMA was j?6.17,
compared to a minimum wage of ?6.

Her analysis suggests that

while unskilled labourers in the building industry received the
minimum wage, those engaged in other industries were earning
considerably more (e.g. unskilled labourers in transport
services were paid an average of J?6.74).
existed in 1975.

A similar situation

The wage for unskilled labourers reported in

the Central Bank Statistical Bulletin was J*12.10 to ^12.50
compared to

to J?9 earned on the building sites.

As Tidalgo1 s

study was based on 1969 data, the payment of the minimum wage
does not appear to be confined to the boom year of 1975.
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Initially it may appear surprising that the legal minimum
wage is paid on most building sites.

Even if larger firms are

forced to observe the legislation, in a labour surplus situation
one might expect the independent foremen and small firms to pay
less.

There are a number of countervailing reasons which

prevent this from occurring, at least in the majority of cases.
First, the foreman does not construct buildings under a contract
in which the level of his income is determined by his ability
to minimise costs (e.g. a lump-sum contract).

Rather, the

foreman is paid a daily wage to engage a work force and to
supervise their activities.

The owner of the building meets all

labour costs on a weekly basis.

Hence the foreman has little

to gain from employing labour at less than the minimum wage.
Second, there is usually a close relationship between the
foreman and his "permanent" work force.

They are often related

or from the same home town or barrio and most have been working
together for many years.

This represents a relatively stable

employment relationship in which the foreman faces both social
and cultural pressure to maximise the returns of his labourers.
These higher costs are then passed on to the owner of the
building.
The owners of the building usually accept the wages
stipulated by the foremen, possibly after advice from their
architect or engineer.

The professional group in the industry

would face the same pressures to observe the legislation as the
larger contractors.

One might expect an owner to bargain among

a number of foremen in an attempt to lower wages and costs.
However the owner's search mechanism when looking for a foreman
is fairly limited.

It is either based on informal contacts

through relatives or friends or left to their architect or
engineer.
Short term employees of a particular foreman may receive
less than the legal minimum wage as the cultural arid social
ties in this relationship are minimal.

The practice of a

foreman retaining part of the wage for which a labourer had
signed was mentioned to the author by a few persons marginally
connected to the industry.

Discussions with contractors and
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site engineers suggested that indebtedness among labourers was
fairly common.

Labourers will normally borrow from the foreman

or one of the highly paid skilled labourers.

Because of the

high interest rates labourers are often in the position where
they are only able to meet the interest payments, and hence
remain in debt for quite long periods.

For a discussion of

this problem among building industry labourers in India, see
Johri and Pandey [1972].
The wages of skilled labourers are also approximately equal
on all sites.

This situation contrasts with that found in a

number of dualistic industries in less developed countries where
wages in the modern sector are considerably higher than those
in the traditional sector [Turner, 1969] .

A number of

explanations are offered for this type of wage differential.
Labourers employed by the modern firms require more skill and
training.

These workers are also likely to be more organised

and hence able to exert effective pressure for higher wages and
better conditions.

Trade unions may also control entry into the

modern sector work force.

Other explanations are based on the

fact that minimum wage laws are only effective in the modern
sector, or on the pressures exerted on businessmen to share
large profits with their labourers.

These pressures may come

from the government or from the businessmen's own humanitarian
or guilt feelings.

Alternatively, the large firms may be

attempting to obtain a more stable and dedicated work force
[Reynolds, 1969; Reynolds and Gregory, 1965; and Turner, 1969].
When these factors are listed one can see why a wage
differential does not exist between large contractors and
independent foremen.

The minimum wage is effective throughout

the industry and skills are transferable from one site to the
next.

Indeed the large contractors rely on the independent

foremen to train their skilled labour.

During normal conditions

the industry faces an excess supply of labour so that large
contractors can obtain their work force at the rates set by the
minimum wage law and the independent foremen.

During periods

of extremely high demand in which the large contractors
experience shortages in some skills, it is likely that the
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independent foreman would match any increase in wages initiated
by the firms.
force.

Otherwise he may not retain his skilled work

The independent foreman simply passes the higher labour

costs on to the owner of the building.

Because of the casual

nature of employment in the industry, labourers working for
large contractors are not well organised and trade unions play
virtually no role in the industry.

Higher wages resulting from

the altruistic or defensive motives of businessmen are usually
associated with industries involving foreign firms.

However

virtually all of the large building companies operating in the
GMA are locally owned.

Finally, because of the fluctuations in

their demand for labour, the large contractors are less
concerned about the need for a stable work force.
The daily wage is the major component of the total income
earned by labourers in the building industry.
important fringe benefit is accommodation.

The most

Either the labourers

are allowed to sleep in the building under construction, or the
contractor provides materials with which the labourers construct
temporary accommodation.

While this may be an important

component of the labourer's income, the extra costs to the
contractor are either zero or very small.
Data collected in the 1972 Economic Census of the
construction sector show that benefits other than wages and
salaries paid by large general building contractors to
construction labourers amounted to only 3.5 per cent of the
wages paid.

For employees other than construction labourers,

the equivalent ratio was 12 per cent.

Firms are not required

to make payments to the social security and pension schemes for
casual labourers, but most insure labourers against accidents
which occur on the site.

On the smaller sites owners of the

building are able to purchase accident insurance for a limited
period.

If a serious accident did occur and the owner was not

^ National Census and Statistics Office, 1972 Census of
Establishments, Vol. V, 'Construction', Table 2.11, p.18.
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insured, there would be a strong social pressure on the owner
to make a payment to the injured labourer.

Therefore most

labourers are covered, at least partially, against long
periods without pay because of accidents.
Section 7.9:

Falling Real Wages

In Section 1.4 it was shown that despite the growth in real
output in the Philippines, real urban wages have fallen.

This

is also true in the building industry for both skilled and
unskilled labourers (Table 7.12).

The real wages of all

occupations have fallen by 40 to 50 per cent since 1955.

As

with most prices the fall in wages in the building industry in
the GMA can be explained by relative changes in supply and
demand.

The industry's demand for labour appears to have

declined since 1965 owing to a fall in the level of activity
and a change in the industry's output mix (Section 5.2 and
Table 6.12).

At the same time the supply of labour has been

increasing as a result of population growth and migration to
the GMA of both skilled and unskilled labourers (Chapter 8).
The extent of the fall in wages appears to have been
modified by the minimum wage legislation.

The real value of

the legal minimum wage has declined, but an analysis of skill
wage differentials suggests that at times the minimum wage has
been above a free market equilibrium, at least in the building
industry.

Since 1955 the wage differentials between skilled

and unskilled labourers have fluctuated considerably, although
the pattern is quite uniform for each of the skilled
occupations.

The wage differential between carpenters and

unskilled helpers increased from 1955 to 1964.

As this was a

period of expansion for the industry, the increase in the
differential may have resulted from an increased demand for
skilled labourers.

In 1965 the legal minimum wage for unskilled

labourers was increased and the wage differential fell from
1965 to 1967, suggesting that there was not an immediate flowon to the skilled labourers.

Over the next three years the

money wage of unskilled helpers remained constant while that of

TABLE 7.12
Real Daily Wages and Skill Wage Differentials for Different Occupations in the Building Industry, GMA

Ratio of each occupation' s wage to the wage
of unskilled helper

Real daily wages, 1965 prices (Pesos)
Carpenter

2

Foreman

Mason

Plumber

1955 to 1974

Unskilled helper

Carpenter

Foreman

Mason

Plumber

1955

9.13

14.13

7.71

10.38

5.62

1.62

2.51

1.37

1.85

6

8.45

14.16

7.26

9.97

5.47

1.54

2.59

1.33

1.82

7

8.32

14.13

7.30

9.91

5.38

1.55

2.63

1.36

1.84

8

8.32

14.01

7.31

10.57

5.20

1.60

2.69

1.41

2.03

9

8.67

14.49

7.48

11.06

5.25

1.65

2.75

1.42

2.11

60

8.36

14.14

7.15

10.31

5.04

1.66

2.81

1.42

2.05

1

8.01

14.33

7.16

9.96

4.96

1.61

2.89

1.44

2.01

2

7.82

13.65

6.61

9.59

4.69

1.67

2.91

1.41

2.04

3

7.64

13.32

6.46

9.93

4.44

1.72

3.00

1.45

2.24

4

7.14

12.65

6.06

9.38

4.10

1.74

3.09

1.48

2.29

5

7.18

13.10

6.05

8.94

5.00

1.44

2.62

1.21

1.79

6

7.07

12.93

5.83

8.67

5.69

1.24

2.27

1.02

1.52

7

7.05

12.38

5.87

8.21

5.36

1.32

2.31

1.10

1.53

8

8.11

12.96

8.02

8.21

5.24

1.55

2.47

1.53

1.57

9

8.13

13.49

8.71

8.99

5.13

1.58

2.63

1.70

1.75

70

7.47

12.40

7.81

8.70

4.49

1.66

2.76

1.74

1.94

1

6.73

11.44

6.88

"7.58

5.22

1.29

2.19

1.32

1.45

2

6.32

10.87

6.35

6.94

4.74

1.33

2.29

1.34

1.46

3

5.89

10.54

5.75

6.52

4.27

1.38

2.47

1.35

1.53

4

4.57

8.86

4.29

5.08

3.18

1.44

2.79

1.35

1.60

Central Bank Statistical Bulletin
1. Minimum wage deflated by Consumer Price Index for Manila. Wages of unskilled labourers reported by Central Bank
include wages received by labourers in industries other than building. These labourers receive more than those
working on the building sites (see Section 7.9).
2. The wage appears to be at the lower end of the carpenter class 'B' range.
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Source:
Notes:
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carpenters increased slightly and hence the differential rose.
However it had not reached the peak level of 1964 when the
minimum wage was increased in 1970.

The differential fell

substantially in 1971, but since then has been slowly
approaching the 1970 level.

For carpenters and plumbers the

wage differential compared to unskilled helpers in 1974 was
below the initial value for the period and substantially below
the peak value of the early 1960s.

For foremen and masons the

differential in 1974 was below the values of the early 1960s
but was higher (foremen) or equal to (mason) the value in 195556.

The fact that skilled labourers have not regained the wage

differentials of the early 1960s following the increases in the
minimum wages for 1965 and 1970 is probably due to the fall in
the level of activity in the industry.
demand for skilled labour has declined.

Consequently, the
While the demand for

unskilled workers has also declined, contractors are forced to
pay the minimum wage.

If this is an accurate description of

the wage mechanism, then one would expect a rise in the skill
differential in 1975 following the substantial increase in
demand for skilled labour owing to the higher level of building
activity.

However, the increase in the minimum daily wage to

^10 in 1976 may mean the rise in the skill differential may be
short lived.
Section 7.10:

Conclusion

We have seen that building industry labourers in the GMA
have experienced rather uncertain employment.

During boom

periods for the industry, labourers working on the building
sites were employed for an average of 80 per cent of a FEMYE.
During slump periods the number of days worked in a year may
have fallen to as low as 60 to 70 per cent of a FEMYE.

At the

same time the real wages earned by the labourers have been
falling.

Unfortunately no data are available on conditions in

other industries to compare the experiences of building industry
labourers.

However, it is clear that they have suffered

unstable employment and falling wages.

243

Government intervention has influenced the employment
conditions of building industry labourers in two ways, the
minimum wage legislation and the labour code.

The discussion

the previous section suggests that the minimum wage
legislation may have raised the wage of unskilled labourers
above a free market level.

Ce'teris paribus one would expect

this to result in a fall in the number of labourers employed.
However, a number of factors suggest that the level of
employment would not have been much higher if the minimum wage
legislation was not valid.

First, since 1970 the major

influence on the choice of techniques has been the change in
the output mix.

A slightly lower wage rate would have had

little impact on this choice.

For firms with access to bank

credit the price of capital relative to labour would still have
fallen because of the overriding effect of the low interest
rates.

For the rest of the industry the relative price of

labour fell, even with the increase in the minimum wage in 1970.
In Section 6.9 it was argued that there has been little evidence
of capital-stretching techniques by firms which have
experienced a decline in the relative price of labour.

Hence

a further fall in the wage rate would be unlikely to have had
much effect on the industry's labour-output ratio.
From 1964 to 1969 the price of labour increased relative
to the price of capital.

The increase in the legal minimum

wage in 1965 was in part responsible for this.

However during

this period more than half of the building activity was in
residential buildings and additions, alterations and repairs
(Table 5.2).

As these activities were supervised by independent

foremen and small firms whose knowledge of equipment-intensive
techniques was very limited, the effect of the fall in the
relative price of capital appears to have been minimised.
Approximately 10 per cent of the value of buildings constructed
were high-rise buildings.

On these and the larger non-

residential buildings, the minimum wage legislation may have
reinforced a tendency to use more equipment-intensive
techniques.

However for most of the period under study, it

would appear that the minimum wage legislation has had only a
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minor effect in restricting the size of the work force, while
moderating slightly the fall in the wage of unskilled labourers.
But this is due largely to the specific conditions experienced
by the industry over the past ten years.

Under different

conditions an increase in wages could result in a significant
fall in the industry's labour-output ratio.
Labour costs in the future could also be influenced by the
new labour code introduced by the government in 1975.

Many

provisions of the code were opposed by the Philippine
Contractors

Association on the grounds that they would

increase the price of labour.

Such provisions included the

payment of employees during work interruptions, a higher
overtime rate and the necessity to keep more complete written
records of members of the work force.

More importantly,

building labourers were not recognised as temporary employees
meaning that contractors would have to pay termination
allowances.
While these policies are intended to improve the stability
and conditions of employment experienced by labourers, they may
actually result in a smaller building industry work force.
Fewer employees would enjoy better conditions.

The effects of

the labour code would be particularly marked if the output mix
of the building industry shifted back towards more labourintensive projects such as low cost housing.

The higher cost

of labour may result in a greater acceptance of labour-saving
techniques already known to contractors (e.g. use of
prefabricated techniques rather than conventional methods of
constructing residential buildings).

If this did occur, many

of the benefits of the change in the output mix would be lost.

CHAPTER 8
EMPLOYMENT-MIGRATION PATTERNS OF
BUILDING INDUSTRY LABOURERS IN THE GMA
Section 8.1:

Introduction

In this chapter we examine the methods adopted by building
industry labourers to cope with the uncertain employment and
falling real wages which they have experienced.

This will

involve an analysis of employment-migration patterns, the
activities of labourers while they are unemployed and
recruitment procedures in the industry.

In Section 8.2 the

possible attitudes of labourers to employment in the building
industry will be discussed.

Most studies have assumed that

because of the uncertain and low income labourers work in the
industry for only a short period.

However, we hypothesise that

some labourers, especially skilled tradesmen, may exhibit some
commitment to the industry and that they are able to adjust to
the variations in employment and income by adopting a circular
migration pattern.

From this discussion we specify a number of

possible employment-migration patterns that building industry
labourers may follow.

The evidence on the relative importance

of the different patterns is presented in Section 8.4.
This will be followed by an examination of the movement of
labourers among different types of building sites, some evidence
on migration patterns from the barrio level and the activities
of building industry labourers while they are unemployed.

In

Section 8.7 the role of recruitment procedures in moderating
the effects of variations in employment will be analysed.

In

the following section the recruitment procedures in the building
industry in Mexico and India are compared with those in the GMA.
We conclude this chapter with a brief examination of the
possible relevance of this study for an understanding of
employment conditions and migration patterns in parts of the
informal sector in the GMA.
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Section 8.2:
(a)

The Labourer's Commitment to the Industry

Transitional employment (Turin pattern)

Most studies of the building industry have tended to
support Turin's observation that

construction traditionally

serves as a transitional stage between unskilled, rural
agricultural and skilled, urban industrial employment1
1969, p.24].

[UNIDO,

Discussing the Sicilian economy, Sylos-Labini

[1964] argues that the casual nature of employment, together
with the strong seasonal fluctuations experienced by the
building industry, results in labourers regarding employment in
the industry as being a transitory phase.

When industrial

development creates more jobs of a stable nature, the building
industry is one of the first to experience a shortage of labour;
'the workers abandon it as fast as they can'.

Together with

rural-urban migration this results in a high labour turnover in
the industry.

Those working in the industry leave as soon as

more permanent jobs become available in manufacturing or modern
service sectors, and their jobs on the building sites are taken
by the new migrants to the urban centres.
He also mentions the possibility of a second employment
pattern on the building sites.

In areas where farming provides

an acceptable income, and the agricultural workers do not want
to leave the rural areas permanently, they may undertake
employment in the building industry during the slack
agricultural season in order to supplement their earnings.
The study of the building industry in the principal cities
of Mexico by Germidis [1974] found that approximately 75 per
cent of the industry work force were not born in the city where
they were working.

Germidis argues that there are two distinct

labour flows to the building industry, similar in nature to
those discussed by Sylos-Labini.

The first concerns those who

move from agriculture 1... to the urban centres in the hope of
finding a job enabling them to settle there more or less
permanently.

This is an essentially one-way movement ... since

returns from the towns are sporadic and do not reflect any
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continuous reverse movement.

It should be noted that a number

of these migrants subsequently leave the building industry to
join other industries in the capitalist sector'."^ The second
migration pattern consists of agricultural workers seeking off
season employment.

The fact that 80 per cent of the labourers

interviewed live with their families, suggests that the
permanent movement of labourers is the more important migration
pattern.
The study by Johri and Pandey [1972] of employment
relations in the building industry in Delhi found that virtually
all of the work force were migrants.
migration appeared to be permanent.

The predominant form of
This results partly from

the practice of employing the family unit rather than the
individual, especially for unskilled labour.

Approximately 80

per cent of the respondents were married, and of this group more
than 70 per cent had dependents living with them.
These studies suggest that because of the uncertain and low
income employment offered by the building industry, labourers
do not regard employment on the building sites as a long term
prospect.

In this employment pattern the labourers cope with

the uncertainty by leaving the industry.

In the discussion that

follows this employment pattern will be referred to as the
"Turin pattern".
(b)

Permanent employment (committed labourer)

An alternative to the Turin pattern is a labourer
committed to employment in the building industry on a medium or
long term basis.
skilled labourers.

One might expect this particularly among
Their trades are not transferable to other

industries and when they are employed on the building sites
they receive a relatively high wage.

They have the possibility

of obtaining even higher earnings as their expertise and
ability improves.

Most skilled labourers also claimed that they1

1 Germidis [1974], pp.138-39.
It should be noted that the
author gives very little, if any, evidence for the last
assertion that labourers leave the industry for the modern
sector.
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have a more interesting and more satisfying job than other
industrial labourers.
work.

They are able to take some pride in their

Hence for some labourers the building industry may

provide the best income and employment prospects.
Labourers with some commitment to the industry will require
a means of moderating the effects of fluctuations in the number
of days worked and the amount of income received.

One

possibility is that labourers adopt a circular migration pattern.
This can be defined as a pattern in which the labourer migrates
to the city on a temporary but continuing basis while
maintaining his family in their home village.

The migrant works

in the city and returns to visit his family for short periods
every one or two months.
On the basis of his research in West Java, Hugo [1975]
argues that three economic factors, as well as other social and
cultural factors, explain circular migration.

First, economic

conditions in the rural areas are so poor that sufficient
income cannot be earned in the villages.
to move in order to subsist.

Migrants are forced

Secondly, in the city the migrant

is able to obtain employment only in the informal sector.
Gross income or earnings in this sector are higher than those
available in the home village.

Finally, the income earned in

the urban informal sector is not sufficient to allow the
migrant to support his family in the city.

The low income

earned in informal sector activities, combined with the
relatively high cost of living in the urban centres, means
that the net income of a migrant family (i.e., income or
earnings less the cost of subsistence) would be very close to
zero, if not negative.

This type of migration is discussed and documented at some
length in Hugo [1975] .
It should not be confused with another
form of temporary migration in which the migrant returns to the
village after a relatively long period in the city.
In this
case the movement to the city is not viewed as a continuing
process.
This is usually called return migration but is
sometimes also referred to as circular migration.
See Nelson
[1976] for a survey of the literature on temporary migration.
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Faced with this situation the migrant adapts in an
economically rational manner by working in the informal sector
in the city, while maintaining his family in the home village.
He returns to the village to visit his family at frequent
intervals, but usually for only short periods of time.

The

migrant maximises his net family income by maximising his
earnings while minimising the family's cost of living.

Circular

migration also allows the migrant to enjoy the non-economic
benefits of village life.

This type of migration requires an

efficient and cheap transportation system, as well as flexible
working hours.

Both of these factors facilitate frequent

return visits by the migrant.

As members of the modern sector

work force are employed for fixed hours, it is more difficult
for them to engage in circular migration.
Relatives and friends play an important role in circular
migration.

Initial information on the potential benefits of

moving to the city is provided by migrants on their return
visits.

On his first trip to the city, the migrant will travel

with a group of friends or relatives and will rely on villagers
already in the city to provide him with the contacts necessary
to obtain employment.

As a result, migrants from the one

village tend to cluster in one or two occupational groupings in
the city.

In order to maximise remittances to their families

the migrants' living costs in the city must be kept low.

Meagre

accommodation is usually shared with migrants from the same
village.
Hugo also found that most circular migrants regard this
employment-migration pattern as permanent, rather than a
temporary one during which they test the urban environment
before settling permanently in the city.
to remain living in the villages.

The majority intend

Employment transfers from

the informal to the formal or modern sectors were uncommon.
Most improvements in employment conditions and income resulted
from upward movements within the informal sector.
As well as allowing the labourer to maximise his net
income, a circular migration pattern provides a means of support
for those facing uncertain employment.

When work is not
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available in the city the labourer is able to return to his
home town or barrio.

As he has maintained close links with his

barrio (by keeping his family there, returning frequently and
sending remittances) he will be accepted back into the village
work force.

His family may own land or earn income from some

other type of employment.

During short periods of unemployment

the labourer may simply rely on support from members of his
family.

If jobs in the building industry are not available

for a longer period, the labourer may obtain short term, casual
employment in the barrio or the surrounding district.

On

being informed that work is again available on the building
sites, the labourer will return to the city.
Section 8.3:

Different Employment-Migration Patterns

The discussion of the previous section suggests a number
of employment-migration patterns which may be adopted by
building industry labourers.

It is the employment-migration

history of the labourer, rather than the migration pattern alone
which is of chief interest in an industry study.

A migration

history will detail geographic movement by the individual,
together with reasons for each move, while an employmentmigration pattern will show changes in employment as well as
location.

This means that a particular migration pattern, e.g.,

circular migration, can occur within more than one employmentmigration pattern.

Information on employment histories will

provide additional insights into the reasons for migration, an
individual's commitment to a particular industry and the
stability of employment that the individual has achieved.
The employment-migration patterns of building industry
labourers can be divided into two groups depending on whether
the labourer is committed to the industry or whether he regards
employment in the industry as being only transitory.

The

latter case (the Turin employment pattern) can be combined with
three migration patterns.

In his discussion Turin appears to

imply a permanent, or at least a medium or long term migration
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to the city.

However transitional employment in the building

industry could be combined with circular migration or even be
adopted by labourers born in the city.
To accept the Turin pattern one would need to show, among
other points, that the labourers currently working on the
building sites will move from the building industry to
employment within the manufacturing or modern services sector
after a short period of time in their current job.^ However,
it is difficult to obtain reliable information on future
mobility.

One can ask the labourers whether they intend to

continue working in the building industry, but current
intentions may differ from future actions.

Ideally one needs

information on the employment history of members of the current
modern sector work force.

Surveys similar to the current one

need to be conducted for other urban industries.

Until these

data are available, the best alternative may be to enumerate
and test certain characteristics that one would expect to be
exhibited by the work force if the employment-migration pattern
were followed.

These characteristics are:

(a) Labourers on the building sites are recent migrants
to the urban centre and/or recent entrants to the
urban work force.
(b) Before migrating to the urban centre they were
engaged in agricultural employment.
(c) Labourers on the building sites have been working
in the industry for only a short period of time.
(d) Labourers on the building sites are looking for
employment outside the building industry.
The Turin hypothesis could be interpreted as suggesting
that the building industry plays a relatively passive role in
3

One may argue that workers who have been employed m the
building industry for a reasonable period of time are still in
the industry not because they are satisfied with their current
job, but because they are still unable to get a job in the
manufacturing or modern service sectors. Even if this is true,
it implies that the 1 transitional stage1 becomes a semi
permanent stage and could represent a sizeable period in the
workers' employment history.
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attracting migrants to the city.

The ultimate goal of the

migrant is modern sector employment, and this is the active
agent encouraging movement to the urban centres.

However, when

the migrant arrives in the city and is unable to obtain a job
in the modern sector, the building industry offers temporary
employment.

The industry acts as a sponge in absorbing some of

the recent migrants unable to obtain jobs in the manufacturing
sector.
The second group of employment-migration patterns is that
of the committed labourers.

It has been argued that some

committed labourers may adopt a circular migration pattern as
a means of coping with their uncertain and falling income.

We

have also shown that most of the industry's current skilled
work force obtain their skills while working on the provincial
building sites (Section 7.4).

These two points suggest an

employment-migration pattern in which the building industry
labourer is a temporary resident of the GMA maintaining his
family in his home town or barrio, periodically returning to
visit his family.

He was employed on the building sites in the

provinces before migrating to the GMA.

He moved to the city

specifically to work in the building industry.

The labourer

regards employment in the industry to be of a long term nature.
In this case the labourer does not migrate in search of
employment in the modern industrial sector.

Rather, he was

engaged on the building sites in the provinces and migrated
specifically to obtain employment in the building industry
(i.e. the building industry is actively encouraging rural-urban
migration).
The committed labourer could, however, follow a different
migration pattern.

He may have migrated from the provinces but

has since taken up permanent residence in the city.
Alternatively he may be a temporary, but medium or long term
resident of the metropolis maintaining few links with his home
town or barrio.

While he may intend to return in the future

he makes only infrequent, if any, visits while working in the
city.

Finally the committed labourer may have been born in

the city.
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The possible employment-migration patterns of building
industry labourers are summarised in Table 8.1. The evidence
on the relative importance of the different patterns is
presented in the following section.

This analysis is

significant as the patterns have different implications for
the labourers, the contractors and the role played by the
industry in urban employment generation and rural-urban
migration.

TABLE 8.1
Different Employment-Migration Patterns of Building
Industry Labourers in the GMA

1.

Committed labourer; employed in the provincial building industry before
migrating to the GMA to work in the building industry; follows a
circular migration pattern.

2.

Committed labourer; migrated from the provinces and now a permanent or
medium term resident of the GMA returning infrequently to his home town
or barrio; may or may not have been employed in the provincial building
industry before migrating.

3.

Committed labourer; born in the GMA.

4.

Employment in the building industry regarded as transitory; migrated
from the rural sector in search of industrial employment; follows a
circular migration pattern.

5.

Employment in the building industry regarded as transitory; migrated
from the rural sector in search of industrial employment; a permanent
or medium term resident of the GMA returning infrequently to his home
town or barrio.

6.

Employment in the building industry regarded as transitory; born in GMA.

Section 8.4:

The Evidence on Employment-Migration Patterns

Ninety per cent of the workers interviewed were born
outside of the GMA, but seven per cent migrated to the
metropolis while very young and hence on the decision of the
respondent's parents.

Therefore, 83 per cent actually made the

decision to migrate to the GMA, presumably in search of better
job opportunities.

Table 8.2 shows that approximately 60 per

cent of both skilled and unskilled labourers follow a circular
migration pattern.

Ten per cent of the work force regard
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TABLE 8.2
Migration Patterns of Building Industry Labourers, GMA
(Per cent)
Skilled
labourers

Unskilled
helpers

Total
work force

60

62

60

Temporary residents in GMA
returning infrequently to
home town

8

12

10

Permanent residents of GMA
after migrating from
provinces

18

7

13

Born in GMA or migrated
when very young

14

19

17

100

100

100

Circular migrants

Total
Source:

Field survey, 1975.

themselves as only temporary residents of the GMA but visit
their home town infrequently.

Only 13 per cent have migrated

to the GMA and taken up permanent residence.

However the

proportion is higher for skilled (18 per cent) than unskilled
labourers (seven per cent).

Table 8.3 presents the frequency

with which the temporary residents return to their home town.
The distances between the GMA and the home town or barrio
of the circular migrants are given in Table 8.4.

As 75 per cent

of circular migrants live more than 50 kilometres from the GMA,
this migration pattern is not adopted by only those whose home
town is relatively close to Manila.

Even the migrants living

25 to 50 kilometres from the GMA would take one to two hours to
reach their home town by bus.
Table 8.5 provides data on the number of years since the
respondent first migrated to the GMA in search of employment.
The Turin hypothesis states that labourers are recent migrants
to the city but the patterns based on committed labourers do not
stipulate specific values for this variable.

Approximately 60

per cent of the unskilled labourers have been working in the GMA
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TABLE 8.3
Frequency with which Temporary Residents
Return to Home Town
Per cent of
transient residents
Daily

2

Once a week

31

Once a month, but less than once a week-

47

Once every three months, but less than once a month
Annually

6
15

Total

100

Source:

Field survey, 1975.

TABLE 8.4
Distance Travelled by Circular Migrants
Distance between GMA
and migrants1 home town
(kilometres)
20-25

8

25-50

16

50-75

33

75-100

14

100-200

19

more than 200
Source:

Proportion of
circular migrants
(Per cent)

Field survey, 1975.

10
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TABLE 8.5
Number of Years since Migrating to GMA by Skill
(Per cent)
Number of years since
migrating to GMA

Skilled
labourers

Unskilled
helpers

Total
work force

Less than 2 years

27

60

42

2-5 years

12

9

9

6-10 years

30

5

19

11-15 years

18

7

13

Born in GMA or migrated
when very young

14

19

17

100

100

100

Total
Source:

Field survey, 1975.

for less than two years, while another nine per cent have worked
in the metropolis for two to five years.

Only 40 per cent of

the skilled labour have migrated within the last five years.
The reason for migration provides a strong distinction among
the different employment-migration patterns.

The Turin patterns

imply that the building labourer migrates from rural agricultural
employment to the major urban areas in order to find employment
in the industrial sector.

On finding that jobs in this sector

are not available he turns to the building industry as a
temporary source of employment.

An alternative explanation is

that the labourer was working in the building industry before
moving to the GMA.

He migrated to the city because he believed

that jobs in the building industry would be easier to find in the
GMA than in the provinces (i.e., the labourer migrated in order
to obtain a higher and more secure income within the building
industry;

he did not migrate in order to get a job within the

industrial sector).
The appropriate data are presented in Table 8.6.

Forty-four

per cent of the sample, consisting mainly of skilled workers,
were employed in the building industry before they migrated to
the GMA and are in general agreement with the patterns assuming
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TABLE 806
Relation Between Migrating to the GMA and Commencing
Work in the Building Industry by Skill
(Per cent)
Skilled
labourers

Unskilled
helpers

Total
work force

67

17

44

(a) Commenced working in
building industry as the
first job after migrating
to GMA

8

55

30

(b) Commenced working in
building industry after
previous employment in the
urban informal sector

2

5

3

(c) Employed in a manufacturing
sector job in GMA before
commencing work in building
industry

8

5

7

14

19

16

100

100

100

1) Employed in building industry
before migrating to GMA
2) No experience in the provincial
building industry, and

3) Born in GMA or moved to GMA
when very young and building
industry was first job
Total
Source:

Field survey, 1975.

that labourers are committed to the industry.

Approximately 60

per cent of this group worked on the provincial building sites
for less than five years before migrating to the GMA. Sixtyseven per cent of the skilled labourers were employed in the
industry before they moved to the metropolis, emphasising again
the important role performed by the provincial building industry
in training Manila's skilled work force.
Thirty per cent of the work force commenced working in the
building industry as their first job after migrating to the GMA,
while another three per cent transferred from urban informal
sector employment to the building industry.

These two groups,
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consisting mainly of unskilled workers, provide support for the
Turin hypothesis.

The seven per cent of the respondents who

moved from employment in the manufacturing sector to the
building industry appear to be in contradiction to the
hypothesis.

The majority of these respondents claimed that they

had taken employment in the industry as a temporary measure
until they could find another job in their previous occupation.
Another major difference between the committed labourer
and transitional employment patterns is the length of time that
the labourer spends in the industry.

In the current study this

can be tested only partially by considering the number of years
that the labourer has already spent in the industry.

One would

expect the skilled labourers to have worked in the industry for
a longer period that the unskilled helpers, and this is
verified in Table 8.7.
TABLE 8.7
Number of Years Experience in the
Building Industry by Skill
(Per cent)
Skilled
labourers

Unskilled
helpers

Total
work force

6

76

39

2-5 years

10

14

12

6-10 years

47

5

27

11-15 years

27

2

15

More than 15 years

10

2

7

100

100

100

Less than two years

Total
Source:

Field survey, 1975.

Seventy-six per cent of the unskilled helpers, and six per
cent of the skilled labourers (39 per cent of the total work
force) have been working in the industry for less than two
years.

Not all of these labourers will stay in the industry
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for only a short period.

The skilled labourers may intend to

continue working in the industry.

Also, some of the unskilled

helpers may acquire a skill and remain in the industry.

Sixty—

one per cent of the work force have been employed in the
industry for more than two years, including 45 per cent who
have worked in the industry for more than five years.

This

group comprises mainly skilled workers.
The respondents were also asked whether they thought that
their next job would be in the building industry, and whether
they intended to remain in the building industry for the rest
of their working lives.

The results are presented in Table 8.8.

However, one feels that the answers to at least the second of
these questions should be viewed with a certain amount of
scepticism.

Some of the respondents who answered this question

in the affirmative may have done so because they thought that
this was the answer the interviewer was seeking; or they may
have been uncertain as to the purpose of the interview and the
affirmative seemed the safest answer.

Secondly, even if the

respondents at present expect to work in the industry for the
remainder of their working lives, this does not mean that they
will necessarily follow this pattern.
Table 8.8 shows that only 16 per cent of the sample did not
expect their next job to be in the building industry, and 29 per
cent did not expect to be working in the industry for the rest
of their active life.

While these estimates may be biased

downwards they do provide some additional support for the
hypothesis that, for some labourers, employment in the industry
is regarded as being of a permanent nature.

Seventy-five per

cent of the respondents who did not expect their next job to be
on the building sites have been working in the industry for
less than two years.

For approximately half of the group, the

current job was their first in the building industry.

Some of

these were students who intended to return to school in the
near future, while others were previously engaged in
manufacturing industries and hoped to return to their previous
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occupation.

The remainder were new entrants to the urban work

force and may have been overestimating their chances of
employment outside the industry..

TABLE 8.8
Expectations Regarding Future Employment
in the Building Industry
(Per cent)
Skilled
labourers

Unskilled
helpers

Total
work force

Yes

No

Yes

No

Yes

No

Do you expect your next job
to be in the building
industry?

96

4

69

31

84

16

Do you expect to remain in
the building industry
for the rest of your
working life?

88

12

52

48

71

29

Source:

Field survey, 1975.

Table 8.9 combines the information presented earlier to
show the relative importance of the different employmentmigration patterns listed in Table 8.1.

Almost 60 per cent of

the work force appear to regard employment in the building
industry as a long term prospect (committed labourers).

This

description applies to 86 per cent of the skilled labourers,
but to only 23 per cent of the unskilled work force.

Sixty per

cent of the committed labourers (36 per cent of the total work
force) have adopted a circular migration pattern in order to
cope with the uncertain income implied by long term employment
in the building industry.

The rest of the committed work force

are permanent residents of the GMA or medium term residents
returning infrequently to their home town.

The permanent

residents are primarily the group of labourers who have
experienced continuous employment with the one large contractor
(Section 7.7).

The medium term residents are from the more

distant provinces.
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TABLE 8.9
Relative Importance of the Different Employment-Migration
Patterns among Building Industry Labourers
(Per cent)

Employment-migration patterns

Skilled
labourers

Unskilled
helpers

Total
work force

1) Committed labourer; circular
migration

56

14

36

2) Committed labourer; permanent or
medium term resident of the GMA
after migrating from the
provinces

22

7

16

3) Committed labourer; born in
the GMA

8

2

6

4) Transitional employment; circular
migration

2

48

23

5) Transitional employment;
permanent or medium term resident
of the GMA after migrating from
the provinces

2

7

4

6) Transitional employment; born in
the GMA

6

17

11

7) Others

4

5

4

100

100

100

Total number of committed labourers

86

23

58

Total number following the
transitional employment pattern

10

72

38

Total

Source:
Notes:

Field survey, 1975.
(1) A committed labourer is defined as one who has worked in the
industry for more than five years and/or worked on the
provincial building sites before migrating to the GMA.
(2) The employment-migration patterns numbers 1) to 6) correspond to
the same patterns described in greater detail in Table 8.1.
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Almost 40 per cent of the labourers interviewed appeared
to regard employment in the industry as a transitional stage.
This group was primarily unskilled labourers who began working
in the industry as their first job in the GMA or after an
informal sector job in the GMA and have been employed in the
industry for no more than five years.

Approximately 60 per

cent of this group also adopted a circular migration pattern.
The four per cent of the sample who do not follow any of
the six specified patterns are labourers who have worked on
the building sites for a short period following employment in
the manufacturing sector.

They plan to leave the industry as

soon as they can obtain employment in their usual occupation.
As one would expect, the importance of the different
employment-migration patterns differs slightly according to the
type of building site.

The main distinction is between sites

supervised by large contractors and independent foremen or
small firms.

The proportion of committed labourers is slightly

higher on high-rise buildings, 63 per cent compared to an
average of 58 per cent.

Among the committed labourers on high-

rise buildings only 40 per cent followed a circular migration
pattern, compared to an average of 60 per cent.

This results

from the fact that most of the permanent residents of the GMA
who have experienced long term continuous employment with the
one contractor are engaged on high-rise buildings.

Among the

unskilled labourers interviewed on high-rise buildings,
approximately 40 per cent were circular migrants (compared to
an average of 62 per cent for the total unskilled work force),
20 per cent returned to their home town infrequently (12 per
cent) and 40 per cent were permanent residents of the GMA (26
per cent).

Permanent and medium term residents account for a

lower proportion of the work force on smaller sites as the
independent foremen prefer to employ persons from their own
home town and district or relatives and friends.
The origins of the current GMA building industry work
force are summarised in Figure 8.1.

Only 27 per cent of the

current GMA work force were part of this same work force five
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Past

GMA building

industry work force

Unskilled

Skilled

Provincial
unskilled
building industry
work force

Provincial
skilled
building industry
work force

Present GMA building

Born GMA ;
first job in
building
industry

industry work force

Unskilled

Skilled

New migrants
to GMA ; no
previous
experience in the
building industry

Worked in
manufacturing
sector before
building
industry

Worked in
manufacturing
sector before
building
industry
FIGURE 8.1

Origins of the Present GMA Building Industry Work Force
Notes:

(1)
(2)

The "past" GMA work force refers to the GMA work force
of more than five years ago.
Figures represent the percentage of the current skilled
OR unskilled work force which originated from each
source.
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years ago.

'fhis suggests that the industry experiences a high

turnover rate among its labourers.
the unskilled helpers.

Mobility is greatest among

Only ten per cent of the current

unskilled labourers were in the GMA industry work force of five
years ago.

Fifty-five per cent of the current unskilled work

force are recent migrants to the GMA who had not worked in the
industry in their home province; 17 per cent were born in the
GMA; and 14 per cent have migrated from employment as unskilled
helpers on the provincial building sites to unskilled helpers
in the GMA work force.

An unskilled member of the work force

has a number of choices regarding future employment open to
him.

He can continue in the industry as an unskilled helper,

but as the work is arduous and the wages are low few choose this
alternative.

Second, he can learn carpentry or masonry and

enter the skilled work force.

Third, he can leave the industry

and obtain employment in the industrial sector (as hypothesised
by Turin) or the urban informal sector.

Finally, he can leave

the industry and return to his barrio.
The main source of skilled labourers for the GMA building
sites is the provincial building industry.

Forty-three per

cent of the current GMA skilled work force migrated to the city
as skilled labourers within the past five years, while another
24 per cent migrated as skilled labourers more than five years
ago.

The industry in the GMA has trained only 28 per cent of

its current skilled labourers.

An estimated 18 per cent of the

current skilled work force were members of the unskilled work
4
force in the GMA more than five years ago, while another ten
per cent entered the industry in the GMA less than five years
ago and have already transferred to the skilled work force.
Hence unskilled labourers who enter the work force in the
GMA have a relatively small chance of acquiring a skill.

As

the large firms do not engage in training activities, the

4 These are the skilled workers who were born in the GMA; or
commenced working in the industry after they migrated to the
GMA; or migrated to the GMA after working on the provincial
sites for one year or less.
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unskilled labourer would need to be accepted as a "permanent"
member of an independent foreman's work force.

As most foremen

restrict their regular work force to mainly relatives and
persons from the same home town or district, this could make it
difficult for an unskilled labourer wanting to obtain training.
Section 8.5;

Movement of Labourers Between Firms and
Independent Foremen

To the extent that the construction firms represent the
'more formal' part of the industry, one might expect a movement
from independent foremen to firms as part of the employmentmigration

pattern.

Labourers enter the industry in the 'more

informal' part of the industry and later move to the larger
contractors.

From the questions asked during the interview it

is possible to obtain information only on labourers who have
shifted in the last year.

Thirteen per cent of those

interviewed had changed their type of employer during the past
year, but slightly more than half of these had transferred from
employment with a firm to anindependent foreman.
movement

Hence the

is not solely in the direction of 'less formal' to

'more formal'.

With the increased demand for labour on high-

rise building sites, one might expect a movement from
independent foremen to firms constructing high-rise buildings.
Approximately 15 per cent of the labourers interviewed on highrise building sites had been employed by an independent foreman
earlier in the year.
There are a number of reasons why the movement from
independent foremen to firms has not been higher.

First, new

entrants

to the GMA building

industry work force who have no

contacts

in the industry are

more likely to look for work in the

area where building activity is most highly concentrated.

These

are Makati and the. area bordering Roxas Boulevard in which the
majority of the high-rise buildings are being constructed.

The

probability of getting a job in these areas must be higher than
if one walks the back streets of the cities looking for smaller
sites.

Eighty per cent of the respondents who were engaged on
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their first job in the industry were employed by firms.
Secondly, the recent migrants who have friends or relatives
working for construction firms are likely to approach these
firms for employment.
The daily wage paid by firms and independent foremen is
the same (see Section 7.8).

Therefore, from an income

viewpoint, a labourer would move to a firm only if he thought
that the number of days worked would be higher.

To a labourer

who is a member of an independent foreman's permanent work
force, long-term employment might appear more secure with his
current employer.

If the boom in high-rise buildings is short

lived, the labourer who transfers to a firm may be unemployed
in a relatively short period, and then experience difficulty in
regaining his previous position.

The strong cultural ties

between the foreman and his permanent work force, and possible
financial indebtedness, would also act as barriers to movement.
In some occupations the skills required on large and small
sites are slightly different.

Carpenters employed on high-rise

buildings are engaged primarily in the construction and
dismantling of form work.

Because of the high cost of timber,

carpenters are required to construct the formwork in a way
which allows a maximum re-usage of timber.

While this type of

work may require less technical expertise than the finishing
stages of a residential building, it is a specialised part of
the trade and carpenters switching from residential to highrise buildings would have some difficulty, at least in the
initial stages.

Consequently, he may be offered a lower wage

until he acquires some expertise in this type of carpentry.
Highly skilled carpenters working on residential buildings may
also enjoy the more varied work available on the smaller sites.
Other labourers prefer the more friendly atmosphere on the
smaller sites.
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Section 8.6:

Evidence of Circular Migration from the Barrio
Level

The high incidence of circular migration among building
industry labourers is facilitated by the fact that a large
percentage of the work force live in barrios two to six hours
bus drive from Manila.

The transportation system in Luzon is

relatively efficient and cheap.

Employment in the building

industry allows migrants to make.frequent return visits of one
to three days to their barrio.

While most sites work a six day

week, most contractors and foremen tolerate their labourers
taking extra time off to visit their families.

The labourers

are paid for the number of days actually worked.
Evidence of circular migration from the barrio level is
provided by Anderson [1972].

He conducted a study of population

trends and social change over a ten-year period in a barrio
(called Sisya) in the central part of Pangasinan province,
approximately 150 kilometres north of Manila.

Twelve per cent

of the labourers interviewed in the building industry survey
migrated from this province.

Between 1962 and 1971 Anderson

noted a substantial increase in the number of household heads
who had an irregular means of support.

He estimated that, in

1971, 37 per cent of the household heads were 'marginally
employed', including in this category 'agricultural labourers,
underemployed carpenters, persons dependent on relatives, sarisari storekeepers and the like'

[Anderson, 1972, p.26].

In

1972, seven per cent of the household heads working in the
barrio were engaged in occupations directly related to the
building industry.

In 1961, this figure was less than three

per cent.
Sisya is a high migration village with its population
seeking employment in Manila as well as the closer cities such
as Baguio and Angeles.

A number of the male population have

migrated abroad, usually to the USA or Guam.

Anderson estimates

that less than 15 per cent of the Sisyano households have not
had a member of their family working outside the barrio at some
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time.

It is common for household head migrants, whether they

obtain employment in the modern or urban informal sector, to
leave their families in Sisya.

"Migrants for urban wage work

explicitly recognise that the cost of living is much higher and
the quality of life is much lower in the city than in the
barrio.

Therefore, most of them choose to maintain their

households in Sisya and to return two or three weekends a month
for visits, rather than establish their households in the urban
areas where they work"

[Anderson, 1972, p.15].

Seven per cent of the villagers working outside Sisya in
1971 were employed as skilled labourers in the building
industry.

Another three per cent were employed as unskilled

labourers, possibly on building sites.

Approximately the same

number of skilled building industry labourers were
1 underemployed' in the village as were working outside the
village.

Given the important role played by friends and

relatives in job recruitment, one would expect that the
carpenters still in the village will move to Manila or one of
the provincial cities when those who have already migrated
inform them that a job is available.
Remittances from the migrants back to the barrio play an
important role in circular migration.

Anderson estimates that

14 per cent of the households in the village derive their
principal support from those working outside the village.

A

larger number receive supplementary support from remittances
sent by members of the family working in the cities.
Data on the amount remitted by building industry labourers
are not available, but as one of the main reasons for migrating
is to support the family which remains in the barrio, one would
expect it to be a substantial proportion of total wages.

Hugo

[1975, p.599] reports that, on average, 32 per cent of the
urban earnings of the circular migrants in west Java were
remitted to their families.

Employment in the building

industry allows the migrant to minimise urban expenses as in
most cases the labourers are permitted to sleep on the site
where they are working.

Either they sleep in the building under
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construction, or the contractor provides materials with which
the labourers construct temporary shacks.

While these living

conditions may be quite unpleasant they do allow the migrant
to remit a larger share of his income.
Section 8.7:

Characteristics and Activities of the Unemployed

Data on the unemployed is only available for those who
faced unemployment earlier in the year and have since returned
to the industry's work force.

One might expect a large number

of the unskilled labourers following the Turin hypothesis to
leave the industry when they are unable to obtain work on the
building sites.

Hence the discussion below refers mainly to

circular migrants showing some commitment to the industry (70
per cent of the group for whom data are available are committed
labourers).
Table 7.9 shows that 18 per cent of the sample experienced
some unemployment over the 12 month period.

The distribution

by number of weeks unemployed appears to be bimodal with
concentrations at both the relatively short period (seven per
cent of the work force were unemployed for less than four weeks)
and the relatively long period (six per cent were unemployed
for more than four months).

Most labourers were unemployed for

only the one period.
Slightly more than 20 per cent of the committed labourers
experienced some unemployment.
circular migration.

Most of these engaged in

A large number of the group of committed

labourers following a circular migration pattern who experienced
some unemployment had migrated to the GMA within the last two
years after a long history of employment on the provincial
building sites.

The unemployment that they experienced occurred

while they were attempting to obtain work in the provincial
towns, and they migrated because they were informed that more
stable employment was available in the industry in the GMA.
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The information obtained from these respondents shows a
provincial employment pattern which changes from work on the
building sites to farming or fishing.

The latter is sometimes

coupled with repair work to houses.
One of these respondents is 36 years old and began working
in the industry 15 years ago.

Until recently all his work had

been on building sites in his home province of Pangasinan or in
one of the neighbouring provinces.

From January 1974 to

September 1974 he was employed as a carpenter and plumber on
the construction of a block of apartments in Baguio.

From

October 1974 until the last week of November 1974 the respondent
was unemployed.

During this period he was able to undertake

some small plumbing jobs.

The respondent's cousin works in a

hardware shop in their home town and when his customers
purchased toilet systems they were advised that the respondent
was a competent plumber and would do a good job of installation.
The respondent also undertook some fishing and his wife earned
a small income as a fish vendor.

In the last week of November

1974, the respondent migrated to the GMA and obtained a job on
a building site on which one of his relatives was working.

He

lives on the building site and returns home once a month.
The incidence of unemployment was much higher among
labourers working on residential buildings that the other types
of building (30 per cent on residential buildings compared to
approximately 10 per cent each on high-rise and non-residential
buildings).

Following from this approximately 60 per cent of

the labourers who experienced unemployment worked for
independent foremen.
While unemployed, 65 per cent of the group returned to
their home town or barrio and relied on family income from other
sources.

Another 20 per cent were permanent residents of the

GMA who remained in the city while unemployed.

Of the labourers

who returned home while unemployed, 70 per cent either assisted
with the work on the family farm or were engaged in other rural
activities such as fishing or vegetable growing.

This suggests

the possibility that a small number of the respondents may have
migrated to the GMA only during the slack agricultural season.
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However the impression gained from the interviews was that their
farming activity was not essential to ensure that the crop was
harvested or planted, but more of a part-time activity, partly
for something to do and partly as an obligation in return for
the respondent's upkeep.

The fact that some of these

respondents were temporarily unemployed because the foreman for
whom they worked was unable to obtain a new contract immediately
after the completion of the previous building, suggests that it
was the inability to obtain work in the GMA, rather than peak
agricultural activity, which caused the return to the home town.
While unemployed in his home town the labourer receives
support from income earned from the family farm, fishing, or
informal service activities such as hawking and domestic help
carried out by his wife or mother.

Some of the labourers were

able to obtain small repair jobs in the immediate vicinity of
the family home.

Some of the unemployed claimed that they

actively looked for work in the nearby provincial towns, but
most were content to wait until they were informed that jobs
were available by one of their friends returning to the town
for a short visit.
It appears that the return to the home town while
unemployed is a part of the circular migration pattern.
Circular migration not only provides the labourer with a means
of maximising net family income when employment is available,
but through the maintenance of strong links with the home town
it provides him with some security when unemployed.

For an

industry in which the period of employment is relatively
uncertain this is an important advantage of the circular
migration pattern.
Most of the above discussion applies only to committed
labourers.

If alternative jobs are available, one would expect

labourers following the Turin pattern to leave the industry
when they are dismissed.

The few labourers who follow the

Turin pattern but returned to the industry after a period of
unemployment were all permanent residents of the GMA.

They
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remained in the city while unemployed and spent more time
actively looking for another job.

They were supported by

income earned by other members of the family.

This income came

from both urban formal and informal activities.
Section 8.8;

Recruitment Procedures in the GMA

Virtually all recruitment in the industry is along informal,
personal lines, most jobs being filled through personal contacts
or through the labourer approaching the contractor on the
building site.

In terms of the different employment-migration

patterns, one would expect most committed labourers to have a
number of close contacts working in the industry who keep them
informed of job openings and provide the necessary introductions
and guarantees when they apply.

The contact may be a relation

or a friend from the same home town or surrounding district.
It is through this network that the labourer will obtain his
jobs in the industry, until he becomes an established member of
a particular contractor's work force.
from site to site with this group.

He will then transfer

When work is not available

and the labourer returns to his home town, he will rely on his
contacts informing him as soon as work is available.
Labourers conforming to the Turin pattern are less likely
to maintain close contacts in the industry as their period of
employment in the industry is relatively short.

As they did not

work on provincial building sites they have less opportunity to
rely on personal contacts in obtaining their first job in the
industry.

It is more likely that they obtained employment by

approaching the site and seeking work from the foreman.

However

even among recent entrants to the work force, personal contacts
may play some role.

Recent migrants to the GMA will be aware

if friends from their home town are working in the building
industry and may approach these sites looking for work.

The

fact that the applicant is known by some members of the work
force will improve his chance of being accepted if work is
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available.

Alternatively, if unskilled labour is required on

a site then members of the work force may inform friends in
their home town who are considering migration to the GMA.
Unfortunately respondents were not asked if they have
relatives or friends from their home town working in the
industry.

However, for 60 per cent of the sample it was

possible to answer this question on the basis of information
supplied in response to other questions.

More than 75 per cent

of the committed labourers had a relative or friend working in
the industry.

For the remainder, sufficient information was

not available to decide the issue.

For labourers following the

Turin hypothesis, 50 per cent definitely had contacts within
the industry, while 10 per cent did not.

Information was not

available for the remaining 40 per cent, but it is probable
that a sizeable number in this group did not have any contacts.
They not only failed to mention a relative or home town friend
working in the industry during the interview, but they did not
come from the home province of the foreman or any of the other
labourers interviewed on that site.
Table 8.10 shows how the labourers obtained their current
job.

Approximately 33 per cent transferred directly (without

a period of unemployment) from a site being constructed by the
same firm, while 25 per cent transferred with an independent
foreman.

Almost 30 per cent were informed of the job by the

foreman or by a relative or friend who persuaded the foreman to
employ them.

Fifteen per cent of the sample approached the

site without knowing any of the labourers engaged on the site.
A higher proportion of the skilled labourers obtained their
current job by transferring with the same firm or independent
foreman than with the unskilled labourers (63 per cent compared
with 52 per cent).

Twenty per cent of the unskilled labourers

approached the site unknown compared to ten per cent of the
skilled labourers.
Recruitment procedures play an integral part in moderating
the effects of employment instability.

Because of the

recruitment procedures it is not necessary for the labourer to
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TABLE 8.10
Method of Obtaining Current Job
(Per cent)
Skilled
labourers

Unskilled
helpers

Total
work force

Transferred directly from
previous job with same firm

35

31

33

Transferred directly from
previous job with same
independent foreman

29

21

25

Informed of the job by a
relative or friend

10

10

10

Informed of the job by the
foreman on the site

16

19

18

Approached site without
knowing any of the
labourers on the site

10

19

14

100

100

100

Total
Source:

Field survey, 1975.

remain in the city looking for jobs while he is unemployed.
Rather he can return to the village (where he may earn some
income and living costs are lower) and wait until his foreman
or friends inform him that work is available.
Recruitment procedures differ according to the type of
contractor, the major difference occurring between large firms
on the one hand, and the independent foreman and smaller firms
on the other.

Each independent foreman maintains a "permanent"

work force whom he employs on each of his jobs.

Most members

of the regular work force are relatives or old friends of the
foreman.

Its size varies with the foremen, but usually falls

within the range of three to 15 labourers.

For sites on which

an independent foreman was engaged, the permanent work force
accounted, on the average, for approximately 50 per cent of the
total work force on the site at the time of the interview.

Most

foremen include unskilled labourers in their permanent group,
but they usually account for only 30 to 40 per cent of the total.
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Stability of employment for members of the permanent work
force depends on the ability of their foreman to obtain
contracts and on the varying need for labour on a particular
project.

As independent foremen usually work on only the one

site at any time, they are not able to transfer labourers to
another site when the need for labour on the current project
declines.

This problem is overcome to a certain extent by the

way in which the foreman uses his permanent work force for all
possible tasks.

The practice of.sub-contracting small tasks to

outside labour is not common.

Extra labour is employed only

when the size or skill of the permanent work force is not
sufficient for a particular, usually major, task.

These

labourers will be employed only for the duration of that task.
When the foreman requires additional labourers, he, or members
of the permanent work force, will inform friends in their home
town that work is available when they return for a visit.
Alternatively, the foreman will hire persons who approach the
site looking for work.
Most large firms have a small number of skilled labourers
who have been working with the firm for a long period.

While

these labourers are rarely given permanent status, the firm
will make special arrangements in an attempt to retain them
during periods of low activity.

Labourers outside this

privileged group will be moved from site to site as long as
work is available and the labourer's performance is satisfactory.
When the level of activity of the firm falls, labourers will be
dismissed.
The relationship between foreman and labourer is less
pronounced on the sites managed by the large construction firms.
This is a deliberate policy by some contractors who want the
labourers to show loyalty to the firm and not to a particular
foreman.

Otherwise a situation could arise where a foreman is

'pirated' by another contractor, and a large number of the
skilled labourers transfer with the foreman.

There is also the

problem that labourers may become financially indebted to the
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foreman, and when it is necessary to dismiss some of the work
force the foreman will retain those who owe him money rather
than the best workers.
As a result, when persons approach the site in search of
employment they are sent to the main office of the firm where
they are employed or rejected.

While endorsement from the

foreman is likely to help ensure employment for the applicant,
the foreman does not play as important a role in the hiring of
labour as on the smaller sites.

Employees are assigned to

particular sites by the main office or the site engineers, a
practice which makes it more difficult for a foreman to
establish a group of 1 permanent1 workers under his control.
Some large contractors require that applicants obtain a
police clearance before they are employed; a requirement which
may take the labourer a number of months to meet.

A number of

firms also require their employees to enter into a contract with
the firm on commencing employment.

The contract requires that

the labourer give a specified number of days notice (usually
three to six days) before terminating employment.
requirement does not apply to the contractor.

A similar

A deposit,

equivalent to the daily wage times the number of days notice
required, is deducted from the labourer's first pay.

The

contractors explain that the deposit acts as a deterrent to the
labourer leaving without notice, and is used to repay any
outstanding debts which the labourer may have accumulated should
he leave.
The recruitment procedures of the small firms are a mixture
of those used by the large firms and the independent foremen.
Some small firms attempt to maintain a small regular work force,
but most would be dismissed if work was not available and
re—employed when the level of activity increased.

In most cases

recruitment is done by the foremen on behalf of the contractor,
so that the relationship between foremen and labourers often
approaches that found on sites managed by independent foremen.
However, as the contractor may be engaged on more than one site,
labourers may be transferred from one foreman to another.

In
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this situation the foreman is likely to move those labourers
who have been working with him for the shortest period or those
who do not owe him money.
Section 8.9:

Recruitment Procedures in India and Mexico

In his study of the building industry in the major cities
of Mexico, Germidis [1974] found that 40 to 50 per cent of the
labourers obtained their first job in the industry through
relatives or friends.

The remainder applied for a job on

building sites on which they were not known by any member of
the work force.

Table 8.11 shows the manner in which the

labourers obtained their current job.

While there appear to be

some similarities between the situation in Manila and Mexico,
two factors prevent a direct comparison between Tables 8.10 and
8.11.

First, the Mexican study includes only labourers

employed by registered firms.

Secondly, the Mexican study does

not show how many labourers transferred directly from a
different site constructed by the same employer.

However,

Table 8.11 does show the important role played by friends and
relatives in recruitment in the industry in Mexico.

This is so

despite the fact that circular migration does not appear to be
particularly important.

A large proportion of the work force

are classified as having "asked for a job on the site", but this
may include some labourers who were previously employed by the
same contractor.

The large percentage of skilled labourers who

are classified as 'other' results from the fact that skilled
labourers are often contacted personally by the contractor.
Also skilled labourers are often employed as sub-contractors.
The important role played by the jcctnadoLT in recruitment in
the industry in Delhi introduces a new dimension not found in
the industry in Manila [Johri and Pandey, 1972] .

The

j clyti cl do. r

does not supervise any construction activity but maintains a
group of labourers whom he distributes among different
contractors.

He acts as the intermediary between the

contractors and the labourers.

The firms obtain their work
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TABLE 8.11
Method of Obtaining Current Job, Mexico
(Per cent)
Unskilled
labourers

Semi-skilled
labourers

Skilled
labourers

Total
work force

Asked for a job on the
site

47

38

20

35

Knew the maestra de obras
(foreman)

15

20

12

15

Knew someone working on
the site

9

9

8

9

Employed by a 1 jobber*
(sub-contractor)

3

10

15

10

Recommended by a friend
or relation

16

10

8

13

Other

10

13

37

18

Source:

Extracted from Germidis [1974], Table 56, p.125.

force, especially unskilled labourers, through the jamadar,
communicating their needs to the intermediary as they change.
In this way the contractor is able to alter the size of his
work force at short notice.
The jamadar recruits many of his labourers from his home
village or district.

Through this method of recruitment, and

by advancing wages when employment is not available, the jamadar
is able to obtain a strong bond over the workers.

Once in debt

to the jamadar the labourers are unlikely to seek employment
elsewhere.

In this way the jamadar builds up a group of

labourers who are bonded to him, and whom he can employ,
transfer among sites, and dismiss, as the contractors' needs
require.
Table 8.12 shows that the jamadar was the most important
contact in obtaining the current job for unskilled and semi
skilled labourers.

Relatives and friends outside the jamadar

arrangement are less important, and most of the skilled
labourers obtained their jobs without the use of contacts.
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TABLE 8.12
Most Important Person Who Helped the Labourer
Obtain Current Job, Delhi
(Per cent)

Person who helped

Skilled
labourers

Semi-skilled
labourers

Unskilled
labourers

Total
work force

Jamadar

11

48

65

48

Relative or friend

23

15

14

16

Contractor

25

12

6

12

None

41

25

15

24

Source:

Johri and Pandey [1972], Table 3, p.54.

A comparison of recruitment procedures in the GMA and Delhi
Recruitment to the industry in the GMA is handled largely
by foremen, who also act as contractors or at least as
supervisors for the contractor.

As such the foreman is usually

engaged on only one site at a time.

In India, by contrast,

recruitment occurs through the jamadar who is not involved in
the construction activity.

Rather, he is engaged solely in

providing labour for different contractors.

Hence he is able

to transfer labour among the different sites he is supplying as
the demand on some declines while increasing on others.

The

independent foreman operating in the GMA is unable to do this
as he provides labour only for the project which he is
constructing.

When the demand for labour on the site falls,

some labourers are dismissed and they must search for new work.
This is likely to occur to those who are not members of the
foreman's permanent work force.

Construction firms engaged on

more than one site at different stages of completion are able
to distribute their work force as the demand changes, but the
opportunity to do this is likely to be less than in the case of
the jamadar working for more than one contractor.

Therefore

the Indian system appears to be a more efficient means of
distributing a given amount of employment among the minimum
number of labourers.
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Given the same level of demand over a specified period one
would expect the jamadar system to employ fewer persons than
the foreman system, but, at the same time, provide them with
more stable employment.

This assumes that the jamadar does not

maintain a work force larger than that required to meet the
demand.

The implication is that the industry in the GMA may

utilise a larger pool of labourers than is necessary, while at
the same time providing them with more precarious employment.
The circular migration pattern may provide greater security in
periods of sustained recession compared to the Indian situation
where most labourers appear to be permanent migrants.

However,

there is no reason why the Indian recruitment procedure could
not be combined with circular migration.
The relative benefits of the two systems have important
welfare implications.

Presumably the contractor is indifferent

between the two methods as both provide the required work force.
For the labourer the two systems provide a choice between a
higher income for fewer workers and a lower income for more
workers.

Those included in the small work force would

obviously be made better off by a change to the Indian system.
However this is at the expense of those excluded from the work
force, who must search for another, presumably lower paying job.
Section 8.10:

Conclusion

Contrary to earlier studies we have found that some
building industry labourers, especially skilled tradesmen,
regard employment in the industry as a long term occupation.
Most of these committed labourers have adjusted to the uncertain
employment and falling wages by adopting a circular migration
pattern.

This procedure maximises net income when work is

available and provides some security during periods of
unemployment.

Most of the unskilled work force in the GMA,

however, appear to remain in the industry for only a short
The few unskilled labourers who do obtain training on the
building sites in the GMA are engaged primarily by independent
foremen.
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Building industry labourers appear to have little in
common with members of the modern sector work force, most of
whom enjoy relatively stable and certain employment.

Rather,

they seem to be closer to labourers engaged in informal sector
activities who must also adapt to an uncertain and falling
income [ILO, 1974, p.183].

There are, of course, important

differences between building industry labourers and members of
the informal sector.

Some of the building industry work force

are employed by large firms and work with modern equipment and
techniques.

As well, most labourers on the building site

appear to receive the basic wage.

However despite these

differences, the methods adopted by building industry labourers
to cope with low wages and instability in employment may also
be used by some member’s of the informal sector.
A number of studies have examined the life styles of
residents in some of the squatter and slum areas in the GMA
[Hollnsteiner, 1973, 1974; Guerrero, 1974; Constantino-David
and Regala-Angangco, 1975].

These surveys show that most

persons residing in the low income areas live with their family
and regard themselves as permanent residents of the GMA.

They

have lived in Manila for many years and return to their home
town infrequently.

Similar findings were obtained by Guerrero

[1975] in her study of hawkers in the city of Manila.
This suggests that members of the informal sector may
follow the migration pattern suggested by Todaro [1969] .

He

argues that the decision to migrate involves a comparison of the
present value of expected future incomes in the rural and urban
settings.

Urban income depends not only on existing and future

wage rates in the modern sector, but also on the probability of
obtaining a job in the modern sector.
migration process.

This implies a two-stage

On arriving in the city, the migrant is

forced to spend some time in the 1 urban traditional sector1
because of the excess supply of labour facing the modern sector.
During this period the migrant will be either unemployed or
underemployed.

He will 'grind out a meagre existence1 in some

282

petty activity, or rely on relatives or friends for subsistence.
The second stage begins when the migrant obtains employment in
the modern sector.
Todaro ascribes a completely passive role to the urban
informal sector.

He assumes that the ultimate goal of the

migrant is employment in the modern sector.

However, it is

possible that for the recent migrant employment in the modern
sector is no more than 1 a castle in the sky'.

Comparatively

few jobs are created by the modern sector and barriers to entry
in these jobs are quite high.

High educational qualifications

may be necessary, together with experience and/or contacts
already working in the modern sector.

Hence, over a relatively

short planning horizon, the migrant may consider the probability
of his obtaining a modern sector job to be zero.

However the

net income from informal sector activities may be higher than
that available in the rural sector [ILO, 1974, p.12].

In this

case the migrant moves to the city specifically to obtain
employment in the informal sector.
As the urban informal sector increases, the productivity
and income of the members of the work force may fall.

The

capacity of the informal sector to absorb ever increasing
numbers has been described by a number of authors including Hart
[1973], McGee [1973] and Hugo [1975].

In many cases the

absorption is of an involutionary nature involving no changes
in technology or increases in capital, so that labour
productivity falls.

If, at the same time, improvements in

agricultural technology result in higher productivity, then
rural and urban traditional sector incomes will eventually be
equated.

At this point, the Todaro model will come into play

if the eventual goal of the migrant is modern sector employment.
If the migrant still regards the probability of his obtaining
a job in the modern sector as zero, then he will remain in the
village.
While a section of the urban informal sector appears to
conform to the modification of the Todaro model discussed in
the previous paragraphs, this does not preclude the possibility
that others may be following a circular migration pattern.

283

Apart from the evidence relating to building industry labourers,
this possibility is supported by studies of migration from the
barrio level by Anderson [1972] and Hart [1971].

Both report

that circular migration is the predominant form of movement.
This suggests that there are at least two types of rural-urban
migration to Manila, the permanent or medium term movement
usually assumed in the literature and circular migration.
There are a number of possible reasons why the occurrence of
circular migration has not been more widely reported.

First,

circular migrants may not live in the "established" squatter
and slum areas when they are in the city.

Most studies of the

migration patterns of low income earners in Manila have been
concentrated in these areas.

Hugo [1975, p.535] found that most

circular migrants in Jakarta either slept on the premises where
they worked or else hired a room which they shared with other
circular migrants, often from the same village.
be true in Manila.

The same may

Secondly, the population census and other

migration surveys may not seek the type of information which
would identify the existence of circular migration.
If the two types of migration are used by members of the
informal sector, what will determine which pattern is followed?
A number of different factors could influence this choice.

As

the cost of living is higher in the city this suggests that
labourers with lower income jobs may be circular migrants.
Second, labourers who are committed to an industry, receive a
relatively high wage while employed, but face precarious or
uncertain employment may also adopt a circular migration
pattern.

This case is suggested by the skilled building

industry labourer.

Third, rural residents intending to migrate

to a city and who have friends or relatives currently employed
in an occupation where circular migration is prevalent, may
follow this pattern.

Because of the important role played by

friends and relatives in job recruitment in the informal sector
[Section 8.8 and Hollnsteiner, 1973, p.399], a new migrant is
likely to enter the same industry as that of his friends.

Hugo

found that most circular migrants from the one village tended
to concentrate in one or two occupations in the city.

Finally,
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the circular migrants may be the labourers who enjoy the barrio
life style more than the urban environment.

In the absence of

more data on the prevalence of circular migration and the
conditions under which it is adopted, it is not possible to say
which of these factors are likely to be more important in
determining the type of migration followed.
It may be thought that circular migration is only a
temporary phase while the migrant tests the urban environment
and finds stable employment.

This may be so in some cases but

the experience of the skilled labourers on the building sites
and the studies by Anderson and Hugo all suggest that many
labourers regard circular migration as a permanent, or at least
long term phase.
This analysis suggests the possibility that some sections
of the informal sector in the GMA are following a circular
migration pattern.

Some of the implications of this type of

migration for the individual, the industry, the urban and the
rural economies will be examined in Chapter 9.

CHAPTER 9
CONCLUSION
Section 9.1:

Introduction

The contribution of the building industry to economic
development can be considered in terms of its production of
capital goods for other industries and in the creation of
productive employment.

Because of the importance of the

industry's output to economic growth, it is essential that the
industry be structured in a way which facilitates efficient
production.

In Chapter 3 it was suggested that relative to the

position in many less developed economies, the structure of the
building industry in the GMA appears to meet this requirement.
Also, the structure is sufficiently flexible to cope with the
fluctuations in demand for the industry's output and the changes
in the output mix.

Much of the flexibility is derived from the

group of medium-sized firms which not only construct the
buildings in the intermediate market, but also have the
expertise to move into the modern or conventional market if
excess demand conditions arise in either.

Hence it appears

that the industry is capable of producing the goods demanded of
it and is unlikely to act as a bottleneck to economic growth.
In Chapters 4 to 6 it was argued that because of the
substantial shift in the output mix towards high-rise buildings,
the industry's output has contributed less to economic
development than it could otherwise have done.

Given the number

and type of high-rise buildings constructed, investment in these
projects is likely to provide a relatively low social rate of
return.

Also, the change in the output mix has meant that,

compared to a situation with the same level but different
composition of output, the industry has employed fewer people
and reinforced the existing, unequal distribution of income.
In Chapters 7 and 8 we discussed in some detail the
migration-employment patterns of labourers, the wage structure,
recruitment procedure and the degree of underemployment faced
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by labourers in the industry.

In the current chapter the main

trends emerging from this analysis are used to develop a model
of the role of the industry in the urbanisation process.

By

abstracting from all the points of detail discussed above, a
clearer understanding of the basic mechanisms operating in the
industry can be obtained.

The implications of the model for

the economy, the industry, and individual members of the
industry will also be examined.
Because of the size of the sample on which the previous
discussion was based, no definitive conclusions could be made.
However, the results of the survey do suggest a model of
employment-migration patterns for building industry labourers
which differs considerably from that hypothesised by Turin and
others.

Also, the pattern of rural-urban migration implicit in

this analysis is quite distinct from that assumed in the models
based on the work of Todaro.

The generalisation must remain an

hypothesis at this stage until a more thorough survey can be
conducted.

However, the characteristics of the model suggest

that it may apply to the building industry in countries other
than the Philippines, and quite conceivably to industries other
than building.
Section 9.2:

The Interaction Between the Building Industry and
Other Sectors

Early models of urbanisation were based on a dualistic
economic structure, with labour migrating from the traditional
rural sector to the modern urban sector because of the existing
income differential [Lewis, 1954].

This model was extended by

Todaro [1969] and Harris and Todaro [1970] with an analysis
which explained the existence of urban unemployment in an
equilibrium economy.

When contemplating migration the

individual will consider not only the income differential
between rural and urban employment, but also the probability of
obtaining a modern sector job in the city.

Migration will occur

until the expected urban income is equated with the rural income
by an expansion of the pool of urban unemployed.
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A weakness of the Harris-Todaro model is that it pays
little attention to the activities of the so-called
'unemployed'.

However, this is an important group in the urban

economy and plays a vital role in the urbanisation process.
Its members are not 'unemployed', but engaged in 'informal', low
productivity activities which provide an income which may be
greater than that available in the rural sector.

Hence the

urban economy itself needs to be regarded as dualistic in
nature.

This phenomenon has been analysed by Geertz [1963] who

suggested that the urban economy was divided into two systems,
the 'firm-centred economy' and the 'bazaar-type economy'.
McGee [1973] has argued that most cities of the Third World can
be seen as 'consisting of two juxtaposed systems of production one derived from capitalist forms of production, the other from
the peasant system of production'.

The activities of the

informal or traditional sector of the urban economy, and the
important role it can play in economic development have been
examined by a large number of authors in recent years, including
Hart [1973], McGee [1974, 1976], ILO [1972], and Weeks [1975].
The building industry does not fit easily into either the
urban formal or informal sector.

Earlier chapters have shown

that the industry covers a spectrum ranging from large firms to
small independent foremen.

The large firms are undoubtedly

part of the urban formal sector.

The non-competitive structure

of this part of the market, the benefits resulting from close
contacts with government (e.g., cheap credit), the size and
structure of the firms, and the equipment-intensive techniques
of construction are similar to conditions found in other parts
of the formal sector.

The independent foremen, on the other

hand, are small enterprises operating in a strongly competitive
market, without any government assistance, and using
conventional techniques of construction which require little or
no equipment.

Hence this part of the industry is similar to

the urban informal sector.
While a large section of the productive activities of the
building industry may be regarded as part of the formal sector,
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employment within the industry is quite different from that
normally associated with the formal or modern sector.

The

building industry provides employment of a casual, precarious
nature compared to the permanent, well paid employment most
models assume for the modern sector.

As a result the building

industry labourer may consider the industry as belonging to
the informal sector.
For these reasons the building industry needs to be
considered as a separate sector from the urban informal and
formal sectors.

The role of the industry in urbanisation can

be examined in terms of its interactions with the other sectors
of the economy.

For this purpose five sectors are assumed:

the building industry in the GMA, the building industry in the
provinces, the rural sector, the urban formal sector and the
urban informal sector.

The industry obtains virtually all of

the demand for its services from the formal sector in the GMA,
which includes the government, the large firms and the
employees of these industries.

Similarly, most of the building

materials used in construction are purchased from the formal
sector.

The industry obtains most of its skilled labour from

the provincial building industry and its unskilled labour
either directly from the rural sector or from the rural sector
via the informal sector in the GMA.

Hence,using inputs supplied

by the rural sector, the provincial building industry, the
formal and the informal sectors of the GMA, the industry
produces goods which become capital inputs for the urban formal
sector and its employees.
Section 9.3;

Employment-Migration Patterns of Building Industry
Labourers:

A Generalisation

Skilled Labourers
Most of the skilled labourers employed in the building
industry in the metropolis begin work in the industry and
receive their training on the provincial building sites.
Because of the limited job opportunities in the provincial
building industry, this work is combined with traditional
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agricultural activities or informal activities in the rural
towns.

The labourers migrate to the GMA when they are informed

by a relative or friend that work in the industry is available.
Migration will occur even if the wages paid by the industry in
the GMA are the same as those paid in the provinces.

Because

of the greater number of days that work is available the total
income earned in the city will exceed the income from the
alternative course of remaining in the province.

Hence the

amount of work available in the city is an important determinant
of the level of migration, and when employment opportunities on
the building sites decline the labourer returns to his home
town.
When the labourers migrate they leave their family in their
home town or barrio and return for short visits every two or
three weeks.

Remittances sent by the labourer to his family are

an important source of income for the family.

For some it may

be the only financial support, but the majority are likely to
have other members of the family working in the village or other
towns.
When work is no longer available in the GMA, the labourer
will return to his home town until his foreman or friends inform
him that employment is again available.

During this period the

labourer may be able to obtain work on a building site close to
his home town.

If not, he will rely on the village economy

being able to absorb the temporary addition to its work force.
If the period of unemployment is short, the labourer may be
supported solely by income earned by other members of the
family.

In this situation the rural sector provides additional

support to income earned in the building industry, in contrast
to that found in countries such as Mexico where employment in
the building industry often offers supplementary income to
primarily agricultural labourers.
Unskilled Labourers
Most unskilled labourers in the industry in the GMA have
not worked on provincial building sites.

They begin work in the

industry either as their first job after migrating to the city
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or after an informal sector job in the urban centre.

The

unskilled labourers may be part of the 1 urban unemployed' of
the Harris-Todaro model.

They are attracted by the prospect of

modern sector employment, but when such jobs cannot be found,
the migrants enter the building industry work force.
The majority of the unskilled labourers also engage in
circular migration rather than moving permanently to the GMA.
This may reflect the fact that the labourers are only recent
migrants to the city and are not yet sufficiently confident to
move permanently, or it may reflect a common practice among
some members of the informal sector.

The reactions of this

group to the fluctuations in the availability of employment will
vary considerably.

Some labourers, determined to acquire

carpentry or masonry skills, may follow the pattern of the
skilled labourers and return to their home town until work is
again available in the industry.

This assumes that the

labourer has already been accepted as a member of a foreman's
regular work force.

However, most unskilled labourers are

unlikely to have a commitment to the industry, nor the necessary
contacts to inform him when work is available.

Hence, they

either search for alternative employment in the city (mainly in
the informal sector) or return to rural employment in their
home town.
Section 9.4;

Implications for the Labourers

Circular migration is a means by which the labourer can
maximise his net income under fairly difficult circumstances.
If net income is defined as earnings less the cost of a
subsistence standard of living, then the labourer will maximise
net income by maximising earnings and minimising living costs.
Earnings can be maximised by migration to the metropolis when
work is available, and living costs minimised by maintaining
one's family in the home town.

As the labourer is able to

sleep on the building site when he is working in the city, his
urban living costs are also kept to a minimum.

Therefore, the

situation is such that the labourer's earnings less the costs
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facing a circular migrant (the cost of maintaining his family
in their home town, his living costs in the city, and the
transportation costs involved in the return visits) are greater
than his earnings less the cost of maintaining his family in
the metropolis.

Circular migration represents a rational

economic choice by labourers facing difficult circumstances.
To the extent that the labourer and his family prefer the barrio
way of life to the urban life style, non-economic satisfaction
may also be maximised.
Because of the immobility of their acquired skills, the
relatively high wage received when work is available, and the
lack of job opportunities in other sectors, the skilled work
force are generally committed to employment in the industry.
Given this commitment, the labourer's employment-migration
pattern has another, equally important purpose:

that of

providing some long term security to balance the precarious
nature of the employment provided by the building industry.

By

maintaining close links with his home town or barrio, the
labourer will be readily accepted back into the barrio and its
work force when employment in the industry is not available.
The rural environment apparently offers greater security of
this type than the city, possibly because the extended family
and income-sharing mechanisms are more widely practised in rural
areas.

Also the labourer's family may own some land in the

barrio providing a source of food when no work is available.
Other members of the family may also be earning income from
employment in the barrio or from more distant towns, sending
remittances to the family base.
The alternative to circular migration would be for the
labourer and his family to migrate permanently to the GMA.

In

this case the labourer or members of his family would need to
fijicl other jobs in the GMA when employment was not available in
the building industry.

While entry into the urban informal

sector is usually assumed to be free, recent studies have shown
that quite significant barriers to entry do exist in some
occupations [Hugo, 1975].

As the building industry labourer

would require mainly short-term, intermittent employment in the
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informal sector, he may have difficulties acquiring and
maintaining the contacts necessary to purchase goods, lease
equipment and the like.

He would be forced to the more marginal

occupations and may experience difficulty in earning a
subsistence income in the city.

The city also offers less

security in times of illness.
Section 9.5;

Implications for the Industry

One of the most important implications of this model is
the way in which it allows the industry to function with a
minimum of labour bottlenecks and disruptions, despite the
fluctuations in the industry's level of demand, and the
variations in the amount of labour required on any particular
site.

It is an efficient means of providing a labour force of

the required size and skill composition despite the peculiar
nature of the demand.
The employment-migration patterns of the labourers allow
the industry's demand for labour to fluctuate considerably
without resulting in bottlenecks during periods of expanding
demand, and without excessively swelling the number of urban
poor during the periods of low activity.

As the demand for the

industry's, services, and hence the industry's demand for labour,
increase, skilled labourers migrate from the provinces to the
GMA.

Unskilled labourers transfer from other urban activities

or may also migrate from rural areas.

It is only during

periods of extreme increases in demand that the contractors
will have difficulty in obtaining labour and be forced to offer
higher wages.

Hence, for most of the time, contractors in the

metropolis face a perfectly elastic supply of labour and are
able to vary the size of their work force at short notice at
the given wage rate.

When the demand for labour falls, the

unemployed skilled labourers return to the provinces.

Some of

the unskilled labourers may also return to their home town,
while others search for alternative employment in the city.
Less than half of the unemployed work force remain in the
metropolis and swell the ranks of the urban poor.

293

Hence, the building industry benefits considerably from the
circular migration pattern of its labourers.

It is a means by

which the industry in the GMA obtains skilled labour without the
cost of training (at least in the case of the large contractors),
and is able to employ and dismiss labour as its short and long
term needs dictate, without the resulting pools of unemployed
labour remaining in the area and perhaps creating industrial or
political problems.
As the employment-migration.pattern provides a means by
which skilled labourers are able to remain in the industry over
a long period, despite the fluctuations in employment
opportunities, it implies that the industry in the metropolis
has a permanent pool of skilled labourers that it can utilise.
Hence the turnover of skilled labourers for the industry as a
whole is much lower than if all labourers followed the Turin
pattern.

The advantages of this to the industry in terms of

lower training costs, a more experienced work force and hence
greater efficiency are likely to be considerable.

Also by

enhancing the efficiency of the industry and lowering its
operating costs, this pattern is likely to result in lower
prices and improved quality for the industry's clients.
Section 9.6:

Implications for the Urban Economy

A number of studies [UNIDO, 1969, and Germidis, 1974] have
argued that the building industry acts as a sponge in absorbing
recent migrants to the city unable to obtain employment in the
modern sector.

In this view, the industry plays a passive but

useful role in urbanisation.

It does not actively attract

labour to the cities, but when the migrants arrive and are
unable to obtain jobs in manufacturing and modern service
industries, it provides short-term employment opportunities.
However, according to the model described above, very few of
the jobs created by the industry are obtained by labourers
conforming to the Todaro pattern of migration.

Rather, as more

jobs are created by building activity, skilled building industry
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labourers migrate to the city specifically to fill these
vacancies.
way.

Even some of the unskilled jobs are filled in this

Therefore, the recent building boom in the GMA has been

actively encouraging migration of labourers to the city.
Some of the unskilled jobs are offered to labourers
following the Todaro migration pattern, but the proportion is
quite small.

Hence the building industry makes only a limited

direct contribution to decreasing the size of the pool of
"urban unemployed" or the urban poor.

Marginal increases in

building activity provide employment primarily for labourers
who would otherwise be part of the rural poor.

However, it is

possible that some of the unskilled labourers following a
circular migration pattern may have adopted a Todaro migration
pattern if the job in the building industry was not available.
If this is the case, the industry may have an indirect effect
on the size of the group of urban poor.
One of the conclusions of the Harris-Todaro model was that
an expansion in the modern sector demand for labour might
actually increase the number of urban unemployed.

This occurs

because the increased demand for labour results initially in a
fall in the relative size of the pool of unemployed labourers.
Hence the potential migrant assumes that the probability of
obtaining a modern sector job has increased.

The expected urban

income also increases and migration results.

As the size of the

total urban work force is higher, the equilibrium value of the
ratio of urban unemployed to total urban work force will involve
a larger number of unemployed.

This impact will be less

important following an expansion in the building industry's
demand for labour.

Approximately half of the increased work

force will be skilled labourers, migrating directly from the
provinces.

Assuming that unskilled labourers follow the Harris-

Todaro pattern, the decline in the pool of unemployed will be
limited to the increased demand for unskilled labourers.

Hence

the signal to potential migrants from the fall in the relative
size of the 1 urban unemployed' will be much weaker than if the
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increased demand originated from other industries in the modern
sector.

A similar argument can be made if migrants move

permanently because of the income differential between the
urban informal and rural sectors.

Following an expansion in

building industry demand only approximately half of the new jobs
would be available to this type of migrant.
While this model implies a lower level of permanent
migration than the Harris-Todaro model, the total migration
stream is likely to be higher.

Under the Harris-Todaro model

if the potential migrant anticipates that the proportion of the
year that will be spent in modern sector employment is so low
that the expected urban income for the period is less than the
rural income, then he will remain in the rural sector.

However,

a building industry labourer facing the same problem would
migrate to the city for the period that employment was
available, and then return to his home town.

Hence, a low

demand for labour by the modern sector, relative to the size of
the total urban work force, would not discourage migration as
assumed by Harris-Todaro but simply lower the period of time
actually spent in the city.
While this model may imply a larger migration stream to
the city, because of the circular nature of most of the
movement the implications for the urban economy are quite
different from those following a similar level of permanent
migration.

As the labourer maintains his family in his home

town and lives on the building site while working in the city,
he places only minimum demand on urban facilities such as
housing, education, health and other infrastructure.

Hence, the

city obtains the benefits of the industry's output without the
usual expenditures on infrastructure for the industry's work
force.
The labourer's consumption and savings patterns will also
be different from those of a permanent migrant.

As he will be

concerned to maximise the remittances to his family, his level
of consumption in the GMA will be lower than if he were a
permanent migrant.

As remittances represent leakages from the
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urban economy the multiplier effect in the GMA economy of
income paid to the building industry work force will be quite
low.

While this means that the city will need to import less

food from the rural sector, it also implies that industries
providing low income goods and services will face a lower
demand.

This is likely to affect producers in the informal

sector more than those in the formal sector.

The transport

companies operating services between the city and the relevant
provinces will benefit from the increased patronage implied by
circular migration.
Circular migration also softens the impact of the often
substantial declines in the amount of labour required by the
industry on the urban economy.

(The adverse effects that it

has on parts of the rural economy are discussed in the following
section.)

As a large proportion of the displaced labourers

return to their home town, the stress placed on the employment
generating capacity of the urban economy, particularly the
informal sector, is lessened.

Hence, despite the fact that

most of the fluctuations result from changes in conditions in
the urban formal sector, a significant portion of the
consequences are passed on to the rural sector.
Section 9.7:

Implications for the Rural Sector

Remittances sent by labourers following the circular
migration pattern provide a means by which a change in
conditions in the urban modern sector, including government
policy, can directly influence the income and well being of
some rural families. The dependence of some families on
remittances sent by labourers working in the city implies that
fluctuations in the level of activity in the industry are likely
to cause hardship in some rural areas.

During periods of low

activity in the industry, the rural families will not only face
a lower income, but must also provide food and shelter for the
unemployed labourer.

As a large number of the labourers in a

foreman's permanent work force come from the same town or barrio,
the effects of one contractor being unable to obtain work are
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likely to be 'concentrated in a relatively small region.

Also,

a large percentage of the building industry work force lives in
a few provinces surrounding the metropolis.

Therefore, a

substantial fall in the industry's demand for labour is likely
to have considerable effects in these provinces as the
remittances cease, and the labourers return to their home town
in need of employment.

Apart from factors influencing the

absolute level of building activity in the metropolis, changes
in the output mix and techniques of construction may, through
their effect on the industry's demand for labour, also influence
conditions in these rural areas.
Section 9.8;

Possible Future Changes

So far we have discussed the way in which the building
industry in the GMA currently functions; the manner in which it
has adjusted to the conditions peculiar to the industry and to
the general economic environment in which it operates.

In this

final section we speculate on the likely effects on the
industry of some possible future developments in the economy.

If the industry's current demand pattern (a relatively high
rate of growth with a concentration on high-rise buildings) were
to continue, one would expect the industry to function in much
the same way as described earlier in this chapter.

As the

demand for labour increased, the number of persons engaging in
circular migration would also rise.

If this supply of skilled

labour were exhausted, the large firms may be forced to change
their attitude towards training schemes.

This would benefit

the unskilled labourers who enter the industry in the GMA
without personal contacts and who wish to acquire a skill.
These labourers currently have difficulty in obtaining
instruction as most independent foremen prefer to train
relatives or friends from the same home town.

Alternatively,

the large firms may attempt to attract to the GMA skilled
labourers from the more distant provinces and islands.
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Continued expansion of the modern market would result in
some of the medium-sized firms moving even further into this
market and obtaining greater knowledge and expertise in the use
of modern building techniques.
choice of techniques.

This may influence their future

If the structure of the industry's demand

changed so that these contractors were forced back into the
intermediate market, they may use more equipment-intensive
techniques than they would otherwise have done.

The movement

of some medium-sized contractors into the modern market may
create excess demand conditions in the intermediate market.

In

this case one would expect new firms to enter the industry or
to transfer from other parts of the construction sector.
Alternatively, independent foremen closely supervised by
architects may construct a higher proportion of the intermediate
market.
Following a change in government policy the industry's
output mix could shift toward low cost and middle income
housing.

If these are constructed primarily by independent

foremen and small firms using conventional techniques, then the
same level of output would create a much higher level of
employment.

As the proportion of circular migrants is much

higher on sites supervised by independent foremen, the number
of labourers engaged in this migration pattern would increase
considerably.

Many of the new unskilled labourers will remain

in the industry for only a short period.

However if the higher

demand is maintained, the need for skilled labour will also
increase and consequently a higher proportion of the unskilled
work force in the GMA may remain in the industry and acquire
skills.
As independent foremen tend to employ labourers from their
home district, this change in the output mix may make it more
difficult for permanent or medium term residents of the GMA to
obtain jobs in the industry.

However, if there were a long

term shift in the output mix, one would expect some of the
foremen and highly skilled labourers currently employed by
large contractors to become independent foremen.

As many of
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these foremen live in the city they would be willing to employ
permanent residents of the GMA.

Many of these labourers would

probably transfer from the large firms with the foremen.
If conditions in the rural sector improved and the urbanrural income differential fell, then the composition of the
industry's work force may change slightly.

If the government

places greater emphasis on decentralisation policies, then the
amount of rural infrastructure constructed is likely to increase.
At the same time higher rural incomes may result in a greater
expenditure on housing in rural towns and barrios.

This may

take the form of improvements to existing dwellings or the
construction of new residences.

These factors will result in

an increased demand for experienced building industry labourers
in the provincial areas.

Together with the higher incomes

available from non-building activities in the rural sector,
this may mean that fewer people will be willing to migrate to
the GMA in search of employment.

This could apply particularly

to unskilled building industry labourers, as they receive a
relatively low income in the city.

Hence more of the unskilled

work force will be provided by labourers following the Todaro
pattern of migration.

Most of the skilled labourers will

continue to migrate to the city as they receive a relatively
high wage in the GMA.

However, if a smaller proportion of the

provincial building industry work force are willing to move to
the metropolis when work is available, then the Manila
contractors may be forced to train their own skilled tradesmen.
If this course of events does eventuate, a higher
proportion of the industry's work force, including skilled
labourers, will be permanent or medium term residents of the
GMA.

As these labourers will not follow a circular migration

pattern, they would appear to have less security during periods
of low building activity.

Hence they may be less willing to

remain in the industry over a long period.

Until the labourers

can be ensured of the relative security provided by such
factors as unemployment benefits and termination payments,
permanent residents of the GMA may regard employment in the
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industry as a transitional stage.

In these circumstances if

the industry wants access to an experienced, skilled work
force, the contractors may be forced to change their current
attitudes to labourers during periods of low activity (e.g. they
may need to increase the number of workers they are willing to
retain when demand is low).
If rural conditions deteriorate and the urban-rural income
differential widens, increasing stress will be placed on both
the urban economy and the building industry labourer.

One would

expect an increase in the level of migration to the GMA of the
Todaro type.

The effect of this will depend on the ability of

the modern industrial sector to absorb the larger urban work
force.

If current trends continue and the manufacturing sector

is unable to employ the migrants, they will be forced into
informal sector activities.

Some of the labourers may attempt

to obtain work in the building industry.

We have argued that

in recent years the building industry has not provided much
employment for this type of migrant.
change slightly in the future.

However conditions may

The most favourable change for

increasing the number of permanent or long term residents of
the GMA employed in the industry would be an increase in the
level of building activity constructed by large firms.

Even

then it may be difficult for these labourers to become skilled
tradesmen.

If the industry's output mix shifted towards

residential buildings, the new migrants would have to rely
primarily on foremen currently working for the large firms
becoming independent foremen.
The ability of recent migrants following the Todaro
pattern to obtain employment in the building industry would
also be hampered by the increased number of circular migrants
seeking jobs in the industry.

With falling rural incomes

labourers in the home town of foremen and skilled labourers may
use their contacts to obtain work on the building sites.

The

fall in rural incomes may also exert further pressure for a
decline in the real wages paid by contractors, as the excess
supply of labourers willing to work on the building sites
expands.
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Section 9.9:

Conclusion

The model presented above implies that while the Turin
hypothesis may apply to unskilled labourers working in the
industry, skilled labourers follow a completely different
pattern based on a commitment to employment in the industry.
The skilled tradesmen have adjusted to the difficulties caused
by fluctuations in the demand for their services by adopting a
circular migration pattern combined with membership in a
foreman's or firm's regular work force.

This alternative to

the Turin pattern is important to the industry as it ensures
the industry of a permanent and experienced work force.
The model is also important as it provides an example of
an urban industry heavily reliant on the circular migration
pattern of its labourers.

While circular migration has been

examined by other writers, earlier studies have concentrated on
the implications of this pattern for the individual migrant and
his family.

It has also been assumed that circular migrants

are engaged in informal sector activities in the city.

This

model provides an example of an industry whose production
methods are often similar to sections of the modern sector and
yet relies on the circular migration pattern of its labourers.
As the level of activity in the building industry is determined
almost exclusively by conditions in the formal sector, the
model explains a mechanism by which changes in the urban formal
sector can directly influence conditions in some rural areas.
Finally, the model allows an examination of some of the
implications of circular migration for the urban centre.

302

APPENDIX A
NUMBER OF LICENSED AND ACTIVE CONTRACTORS
The Philippine Licensing Board for Contractors
All contractors working on projects within the Philippines
are required by law to register with the Philippines Licensing
Board for Contractors.

This Board was created by Republic Act

No. 4566 passed in 1965 and has the power to "... issue,
suspend and revoke licences of contractors ...".

The Board

is comprised of a chairman and two other members, all of whom
are prominent contractors.

The Act requires that applicants

for a contractor's licence must have "... at least two years of
experience in the construction industry, and knowledge of the
building, safety, health and lien laws of the Republic of the
Philippines and the rudimentary administrative principle of the
contracting business as the Board deems necessary for the
2
safety of the contracting business of the public".
Unless the
applicant has been active in the construction industry for at
least five years the Board may require that the applicant sit
for an examination to test his knowledge of these matters.
The licences are awarded by classification and category.
The three classifications are general engineering construction,
general building construction and speciality construction.
General engineering construction covers projects such as roads,
dams, ports and other forms of infrastructure apart from
buildings.

Electrical work, plumbing, installation of air-

conditioning, steel fabrication and erection and other such
special skills are regarded as speciality construction.

A

contractor can apply for registration under any combination of
these classifications, and it is illegal for a firm to operate
in a class of construction activity not covered by his licence.

Republic Act No. 4566, Section 5.
^ Ibid., Section 20.
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Every contractor whose classification includes either
general engineering construction or general building
construction is categorised according to three factors, namely:
1.

Experience in performance and responsibility of
the organisation which shall refer to length of
time of existence.

2.

Technical experience of key personnel which
shall include the managing officer or individual
licensee, and

3.

Financial capability which shall mean the net
worth of the licensee, including the equipment
owned.3

The decision regarding the category to be awarded to each
applicant involves the distribution of points in the following
manner.

For each of factors (1) and (2), i.e. experience of

the organisation and experience of key personnel, a maximum of
35 points can be allocated on the basis of 3.5 points for every
one year of experience.

However a new corporation can be given

full credit of 35 points for experience of the organisation if
the majority of its board of directors are fully licensed
contractors and each of them is rated in the maximum in both
factors (1) and (2).

For factor (3), i.e. financial capability,

a maximum of 30 points can be allocated at the rate of three
points for every £*100,000 net worth or fraction thereof, or
0.03 points for every £*1,000 or fraction thereof in cases where
the net worth of the applicant is less than £*100,000.

Therefore

to obtain the maximum number of 100 points requires that the
contracting firm and its key personnel have been engaged in the
industry for at least 10 years and that the organisation has a
net worth of at least £*1,000,000.

On the other hand the

minimum requirements for a Category D licence are that the
applicant have at least two years experience in the industry
and a net worth of not less than £*5,000 specifically intended
for use in his contracting business.

The number of points

required for each category are:

^ Rules and Regulations Governing the Licensing and Practice as
Contractors in the Philippines, Section 12.
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Category A.................. 85.6 to 100 points
Category B...................70.6 to 85.5 points
Category C...................55.6 to 70.5 points
Category D.................. 55.5 points and below
Applicants applying only for a speciality contractor
classification are not categorised, but they must have at least
two years experience and a net worth of not less than p3,000.
The law specifies that only licensed contractors may
submit bids and undertake construction work in the Philippines.
However this requirement does not apply in the following cases:
(a) To an authorised representative of any
government body;
(b) To the installation of any finished products
which are not actually fabricated into the
structure;
(c) To any construction of, or alteration to,
personal property;
(d) To any work where the total cost is less than
J?10,000;
(e) To a registered engineer or architect acting
solely in his professional capacity.
The general feeling in the industry is that most construction
work covered by the Act in the GMA is in fact supervised by
licensed contractors, but that outside the GMA compliance with
this part of the law is less strict.
Number of Licensed Contractors
By October 1974, 1828 contractors had been licensed by the
Board, but not all are still active in the industry.
point is discussed in the following section.

This

Table A.1 shows

that five per cent of the firms had been awarded a Category A
licence, six per cent a Category B licence, 15 per cent a
Category C licence and 59 per cent a Category D licence.

TABLE A.1
Number of Licensed Contractors by Category and Classification, Philippines, October, 1974

A

B

Category
C

a
b
c
ab
ac
be
abc

8
4
0
48
4
2
27

13
12
0
56
3
3
23

43
44
0
150
1
10
35

143
301
0
506
14
42
61

0
0
275
0
0
0
0

207
362
274
760
22
57
146

Total number
Per cent

93
5.1

no

283
15.5

1 ,067
58.4

275
15.0

1 ,828

6.0

Notes: (a) Key to classification:

Source:

Speciality Contractor

Total No. Percent

D

00

11.3
VO

Classification3

15.0
41 .6
1 .2
3.1
8.0

100.0

a = general engineering construction
b = general building construction
c = speciality construction

List of Licensed Contractors supplied by the Philippine Contractors Association
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Fifteen per cent were licensed to undertake speciality
construction only.

For all categories approximately half of

the firms had a classification combining general engineering
with general building construction.

However, the extent of

diversification is greater among the larger firms.
While the Act establishing the Philippine Licensing Board
for Contractors became law in June 1965, the Board did not
begin the task of registering contractors until 1969.

The

number of firms licensed in 1969 and each subsequent year by
Category is given in Table A.2.

It presents an interesting

picture of entry into the industry, especially for the two
extreme categories.

In Category A,72 per cent of the firms were

licensed in 1969 implying that they were established well before
this time.

In 1970, 13 new Category A firms were registered

but since then no more than four firms a year have received a
Category A licence.

This suggests that not many new, large

firms have wanted to enter the construction industry since 1969.
By contrast only 22 per cent of the current number of Category D
firms obtained their licence in 1969, while another nine per
cent registered with the Board in 1970.

From 1971 to 1974 the

number of Category D licences issued ranged from 138 to 212,
representing 13 per cent to 20 per cent of the current total.
The pattern which emerges for Category B and Category C firms
lies between these two extremes.
Table A.3 shows that 73 per cent of all licensed firms are
based in the GMA, with the proportion being higher in the large
firm categories.

The ratio of unlicensed to licensed firms is

higher outside the GMA, so these data overestimate the
importance of Manila.

As most of the bias occurs in the

smaller firm categories, the estimates present a fairly accurate
picture of the relative importance of the GMA for Category A
and B firms.

TABLE A.2
Number of Licences Issued by Year and Category for the Philippines
Category
Specia 1ity
Con tractor

Total

Year

A

B

C

D

1969

67

66

161

236

94

624

34.1

1970

13

8

21

99

30

171

9.4

1971

3

5

15

138

21

. 182

10.0

1972

2

5

16

187

24

234

12.8

1973

4

9

24

213

52

300

16.4

1974

4

17

46

196

54

317

17.3

93

no

283

1,067

275

1 ,828

5.1

6.0

15.5

58.4

15.0

Total
number
Per cent

No.

-

Per cent

100
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TABLE A.3
Number of Licensed Contractors by Category and Geographic Location, Philippines , October 1974
Category
Geographic
Location

Total
Per cent

A

B

C

D

84

84

195

730

237

1330

72.8

Luzon

5

12

43

161

13

234

12.8

Visayas

4

9

32

111

23

1 79

9.7

Mindanao

0

5

13

62

2

82

4.5

Palawan

0

0

0

3

0

3

0.2

93

no

283

1067

275

1828

5.1

6.0

15.5

58.4

15.0

GMA

Total number
Per cent

Speciality Contractors

No.

Source: List of Licensed Contractors and Records of the Philippine Licensing Board for Contractors.

100
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Number of Active Contractors in the Building Industry in the GMA
The records of the Licensing Board provide data on the
number of firms based in the GMA who are licensed to operate in
the building industry.

Of greater interest is the number of

firms still actively engaged in the industry.

Information

obtained from a survey of construction firms conducted by the
author allows an estimation of the ratio of active to licensed
firms.
The population for the survey was all firms with
headquarters in the GMA licensed to undertake general building
construction as of October 1974.

A sample of 50 firms was

randomly chosen from a population stratified by the category of
the licence.
Table A.4.

The population and sample size are given in
A number of difficulties hampered the execution of
TABLE A.4

Population and Sample Size for Contractor's Survey

Population
size(a)

Category

Sample
size

Sample size as a
percentage of
population size

A

75

10

B

70

C

171

10
10

13
14
6

D

640

20

3

Notes:

(a) Obtained from the list of licensed contractors and
records of the Philippine Licensing Board for
Contractors.

the survey and only a small number of completed interviews were
conducted.

These difficulties included:

(a) The firm could not be located at the address held
by the Licensing Board, through the telephone
directory or the Philippine Contractors Association.
(b) The firm was located but was no longer operating
in the construction industry.
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(c) The firm was located but was active in sections of
the construction industry other than building
construction (i.e. they were specialising in
general engineering or speciality construction or
a combination of both).
(d) The firm was located but refused to be interviewed.
While these difficulties reduce the usefulness of the survey for
the purpose it was intended, the results do give an indication
of what percentage of the licensed firms are currently engaged
in the industry.
Assuming that firms which could not be located had left
the industry, Table A.5 presents estimates of the ratio of
active to licensed firms, and the number of contractors active
in the building industry in the GMA.

As the cost of a licence

is independent of the number of classifications sought, some
firms obtained a building construction classification along with
general engineering or speciality construction, without
expecting to utilise it.

However if the need did arise there

would be no barriers to the firm entering the building industry.
As one would expect, the ratio of active to licensed firms is
much lower among the Category C and D firms.

Free entry into

the industry, the financial difficulties facing small
contractors, and the concentration of the recent building boom
in the modern market have created an environment in which the
failure rate among small firms would be high.

TABLE A.5
Number of Active Contractors in the
Building Industry in the GMA, October 1974
Category

Number of
licensed
firms

Ratio of active
to licensed firms
(per cent)

Number of
active firms

A

75

70

53

B

70

70

49

C

171

30

51

D

640

35

224

Source:

See text
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APPENDIX B
QUESTIONNAIRE USED IN THE SURVEY
OF BUILDING INDUSTRY LABOURERS
The following questions formed the basis of the interviews
of building industry labourers:
1.

Site name and address.

2.

Where were you born?

3.

How old are you?

4.

Are you a permanent or transient resident of the GMA?

5.

When did you first move to the GMA in search of
employment?

6.

How many years have you been working on building or
construction sites?

7.

During this period have you had jobs other than working
on the building sites?

8.

What type of jobs did you have after you arrived in the
GMA, but before you started working on the building
sites?

9.

(If applicable)

Have you been engaged on heavy construction (roads, dams
etc.) as well as building sites?

10.

Have you worked for your current contractor/foreman/
pakiao before?

11.

When did you start working on this site?

12.

For how long have you been employed to work on this site?

13.

How did you get this job?

14.

When did you finish your job previous to this one?

15.

During this period between jobs, were you earning any
income from other activities?
activities?
income?

If "yes", what were these

Were other members of your family earning
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16.

Please think back to the Easter Week of 1974.

Could you

tell me the different jobs you have had since then?
(i)

(ii)

For each job information was obtained on:
(a)

occupation

(b)
(c)

employer (contractor and foreman if on a
building site)
site location

(d)

daily wage

(e)

duration of the job

(f)

if the job was not on a building site, the
exact nature of the job, whether employed on
a permanent or casual basis, the number of
days worked per week and why he left the job

For any periods of unemployment over the twelve
months information was obtained on:
(a)

activities undertaken, particularly relating
to finding a job and earning an income

(b)

whether other members of the family were
earning income over this period; if so, from
what activities?

17.

Where are you living while working on this site?

18.

Where does your family live?

19.

How often do you see them?

20.

What type of employment do you hope to get when this job
is finished?

21.

Do you expect to work in the building industry for the
rest of your working life?

22.

If possible, information on the respondent's long term
employment history was obtained.
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