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ABSTRACT

This paper will analyze the challenge, demands and requirements of Philippine economic development in the midst of globalization and knowledge-intensive world economy. The major thrust of the paper is to describe and examine the process of skill formation as it relates with the economy’s labor market geared towards global competitiveness and efficiency. In the early 1960s to the 1970s, the Philippines used to follow the high growth rate economic performance of Japan in the Asian region and this is attributed to its highly educated and well-trained workforce. The paper will demonstrate that the deteriorating quality and stock of human capital and skill formation is one of the reasons why the country finds it difficult to increase productivity and achieve competitiveness. 

INTRODUCTION

Globalization has led most economies to further invest in human capital and intensified their economic policy towards skill formation. Skill formation has become an important impetus for greater innovation in view of shorter product cycles. Knowledge must be developed and skills must be enhanced and applied in new ways. The creation of new gadgets, new commodities and a range of services depends on  knowledge that “relies primarily on the use of ideas rather than physical abilities and on the application of technology rather than the transformation of raw materials or the exploitation of cheap labor” (World Bank, 2003). In this knowledge-intensive economy, the most important input in stimulating economic growth and sustainable development is the accumulation of new knowledge and skills that will intensify technology and product innovation. 

In a knowledge economy, the generation and creation of knowledge forms the basis of wealth and national income. The production and distribution of goods and services has dramatically shifted to the production, distribution and use of knowledge and information. In the description provided by Abrenica (2001), in developed economies, “output, employment and investments are growing fastest in high-technology industries such as computers, electronics, pharmaceuticals and aerospace, as well as in knowledge-intensive sectors such as education, communication and information.”  In these countries, the path towards knowledge-intensive economy is simple: massive spending and investment in intellectual or human capital. The human capital embodied on the workforce of the economy is in the form of new knowledge, skills and training acquired through high quality education and highly integrated skill formation system starting from the basic form up to the most advance level. Knowledge economy, according to OECD (Organization for Economic Cooperation and Development, 1996), depicts four types of knowledge generated.  As classified by Abrenica (2001), these are (1) know-what, which embodies the factual knowledge; (2) know-why, as illustrated on the scientific knowledge that underpins various technological development; (3) know-how, as seen on the skills or capability to carry out certain tasks; (4) know-who, which is described as the information achieved from social relationships.

The seminal works of Romer (1990) and Solow (1956) on endogenous growth theory bring to the fore the importance of technological progress and the quality and amount of knowledge embedded on it. As new knowledge is created through innovation, research and development, highly industrialized economies have indeed widened their lead towards the path of knowledge-intensive economic development and modernization.

As the world witnesses the rapid flow of ideas and knowledge through the “information highway”, networking economy further reinforces the impact of knowledge economy in all spheres of economic life. This impact  “may well be to accelerate the advance of the knowledge economy, since networking increases access to the "raw material" of knowledge work - information and knowledge - from which new knowledge can be created. The knowledge worker might be thought of as one whose job is to "generate ideas". Knowledge economies are in consequence likely to benefit most from the networking economy through the greater access to ideas” (OECD 2000; ILO 2001).  

However, a demarcation line must be drawn between a knowledge worker and a non-knowledge worker, since as ILO (2001) defines, “not all work in the networking economy is considered as "knowledge work".  Table 1 below illustrates this clear distinction and shows where the intersection lies.  Knowledge workers therefore are highly skilled; they innovate and create new knowledge and ideas. OECD (2000) further classifies another distinction as follows: “non-information workers and information workers, the latter being divided into two sub-categories, namely those manipulating information (data workers) and those generating ideas (knowledge workers)."
Table 1.  Knowledge, networking and jobs

	
	Knowledge economy
	Networking economy

	Knowledge worker
	Any highly skilled work not reliant on electronic networks, such as that of a university professor
	Any highly skilled work dependent upon electronic networks, such as that of a trader or a teleworking software developer

	"Non-knowledge" worker
	Any work reliant on proximity and independent of electronic networks – that of a barber or a waiter, for example
	Any work, not strongly skill-intensive, but dependent on electronic networks – that of a data processor or cashier, for example


Source:   ILO, 2001

STAGES OF ECONOMIC DEVELOPMENT 

AND THE PROCESS OF SKILL FORMATION
The growth and development of an economy can be correlated with the stages of growth and priorities for education, training and skill development as characterized in Table 2  by Schwab, Porter and Sachs (2002; ADB, 2004) and by the pioneering works of Ashton and Green (1996). Their discussion is very vital and instructive on how economies follow a stage of skills formation corresponding with a certain level of economic growth and development. 
The first stage corresponds to the challenge of harnessing agriculture and natural resources with the aim of increasing productivity and providing basic support and infrastructure services such as road, credit, irrigation and agrarian reform. This stage demands a system of universal access to basic and non-formal education and skills where poverty alleviation and increasing agricultural production are the greater economic objectives. Investment on higher levels of education and training is immaterial for the “production of low value-added goods and services” (Ashton and Green 1996). It is a stage where the “main economic challenges are to get factor markets functioning properly so as to utilize land, labor, and capital properly. Full employment is a principal objective as employment in the agriculture sector declines. Manufacturing is characterized by labor-intensive activities leading to low value-added production. Competitiveness derives from the low cost of production, of which low wages are a key factor, and the ease of access to external markets.”
The second stage requires competitiveness and technological progress and that the economy is attractive to foreign direct investment in order to fully harness natural resources. Manufactured exports and outsourced goods and services dominate production pattern described to be of high value-added (ADB 2004).  It is in this stage that the system of higher levels of education and training and the mechanisms for quality skills and work-habits be put in place (Ashton and Green 1996).  As described by the authors “economic growth at this stage witnesses an acceleration of demand for skills —-particularly at the higher levels— and a corresponding decline in demand for unskilled or low-skilled production workers and craftsman”.
In order to further enhance the skills of the workforce, subject areas on science and mathematics should be improved as workers “…must have basic literacy and numeracy skills in order to master the complex and sophisticated skills of modern trade and technical occupations…In terms of content, skills development would be broadened to include such topics as teamwork, communications, and problem solving.” 

Table 2.   The Role of Education and Training in Different Stages of Development
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    Source:  adapted from Schwab, Porter and Sachs (2002) as cited in the Asian Development Bank (ADB, 2004)

The third stage features a knowledge-intensive economy dominated by the service sector and here lies the challenge of generating a “high rate of innovation, adaptation, and commercialization of new technologies, thus producing innovative products and services at the global technology frontier” (ADB 2004). This stage can be achieve when an economy puts in place a highly developed system of education, engineering, science and technology that operates within a framework of a  “dynamic research and development (R&D) sector linking higher education programs and innovative firms. The strong demand for employment skills and occupational training “can be provided privately, either within enterprises or through trainee-financed private training providers” (ADB 2004).
SKILL DEVELOPMENT AND CAPABILITY FORMATION
Similar to the above presentation is the work of Lall (1999) who identified two processes of human capital and skill formation that demonstrate and produce specific kinds of skills and capabilities: skill development and capability formation. The former refers to the “formal education and training” while the latter means that capability formation can be achieve through “specific technology-based experience.”  Lall illustrates that, as seen in Figure 1, “the move from one level of competitiveness to another requires changing both the skill creation system and the way that the productive system uses it, contributes to it and interacts with it. In general, the more ‘mature’ an economy and the higher the income level at which its competitiveness is achieved, the greater and more diverse its human capital needs. For economies at lower levels of development, gearing competitiveness to higher levels of sustainable income requires the skills to deal with progressively more complex, advanced and fast-changing forms of information and technology.” 
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Figure 1. Human Capital and Industrial Development Patterns

Source:  adapted from Lall (1999), “Competing with Labor: Skills and Competitiveness in Developing Countries”,  ILO Geneva. Available at www.ilo.org/public/english/employment/strat/download/iddp31.pdf
Furthermore, Lall enumerates the following features of skill profile in Table 3 as depicted in the figure above:
Table 3  Level and profile of skill

	Level
	Skill Profile

	worker
	“Greater availability of better educated and trained workers, with higher quality of education (in particular numeracy and IT skills), more relevant to evolving technological needs. Greater flexibility in skills and work attitudes, leading to more efficient and cooperative team work and multi-skilling on the shop floor, more receptivity to and ability to manage new technologies, more willingness and ability to suggest improvements to products and processes. Continuous upgrading and retraining of employees. Greater range of specialized training institutes for particular technologies, operated by industry, associations, the government and international consortia.”

	technical and supervisory
	“As above, plus more training for team-working, handling computer aided manufacturing methods, operating total quality management and continuous improvement systems, feeding back product and process improvements, liasing with engineering and development departments. The provision of proper incentives for implementing the best technologies and work practices.”

	engineering
	“Larger supply of highly-trained engineers with practical knowledge of industrial technologies and needs, spanning wider range of sub-disciplines, capable of undertaking more advanced functions in product and process design, quality management, reliability and cost in new activities, interacting with and helping vendors and subcontractors, using research results and drawing upon technology institutes for improvements.”

	management and marketing
	“Highly trained managers able to launch and operate ‘flatter’ systems with more intense interactions with suppliers and buyers, keep pace with globalization, absorb and act upon increasing information flows and encourage investments in innovation and marketing. Most important, managers must be able to change traditional human resource management and development policies (to the extent that they have any) to take account of new demands on skills and team-working, providing incentives for improvement and productivity, and give opportunities for continuous training and learning.”

	innovation
	“Scientists and engineers of the quality, training and knowledge able to absorb and build upon the most advanced technologies, design and test new products and processes, interact with research laboratories and keep track of relevant developments in basic science. Science and technology support institutions have to be better equipped and staffed, and provided the motivation to conduct research relevant to industrial needs and to establish close linkages with the industrial sector.”




Source: quoted from Lall (1999), “Competing with Labor: Skills and Competitiveness in Developing Countries”,  ILO Geneva. Available at www.ilo.org/public/english/employment/strat/download/iddp31.pdf

Lall, however, recognizes the challenges and limitations of the two processes of human capital and skill formation in view of the complex processes and economic transformation that each country undergo, particularly when it is hampered by externalities and other forms of market failures. As he argues “as the industrial sector grows more complex and sophisticated, the challenge of providing better and more appropriate human capital becomes more important. In the process, relevant institutions develop and firms become more conscious of the need for and training. However, given the complexity of the information involved, the long-term nature of skill investment and the inherent uncertainties and externalities, there can be widespread market failures in human capital formation. As a result, markets can fail to provide properly an economy’s skill needs and to keep with its changing profile. There is a clear need for policy support, accepted by governments of all political and economic persuasions.”
The challenge of a knowledge-intensive economic globalization is how it restructures the requirements of the labor market as it demands a workforce with the advance skills and knowledge to enable economies achieve higher level of productivity and competitiveness. As argued by Brown et. al. (2001) “… highly skilled workforce is seen to bring many benefits: the economic benefits come from creating a more competitive workforce as brainpower is substituted from brawn. In a global economy where brawn is plentiful, brainpower generates a premium in terms of value added.”  Skills formation should therefore form an integral part of economic policy towards this process of increasing productivity and competitiveness if countries “…are to fully benefit from the impact of a global labor market…significant efforts need to be made to lift the skill base, otherwise those who failed to learn and acquire marketable skills are destined to fall into the “black holes” of the information society”(Castells 1998; Brown et. al., 2001).

STRUCTURAL CHANGE AND SKILL FORMATION 

The path of economic modernization in which industrialized countries such as South Korea and Singapore had followed demonstrates the different layers and phases of skill formation and educational system in each era of development strategies that they have adopted. As mentioned in the previous section, the phases illustrate that the foundation for the succeeding phase rest heavily on the results and performance that were achieved in the previous stage.  As seen in Table 4, South Korea and Singapore, dubbed as “newly industrialized countries” in the early 1990s, had embarked in their early phase of development on the provision of a mass-based universal basic education and adult literacy.

Table 4 Economic development and skill formation: Singapore and South Korea

	Stage


	Singapore
	South Korea

	1

Import Substitution


	1960—1965

Integrated basic education for nation-building


	1945—1960

Universal primary education and adult literacy



	2

Export-Oriented

Industrialization

(low-cost assembly

and light industrial

manufacturing)


	1965—1975

• Basic education through middle school

• Establishment of single national training authority  (VITB)

• Initiation of Technical Education


	1960s

• Expansion of basic education up to middle school

• Initial establishment of public vocational high schools

• Creation of 2-year junior colleges

• Creation of vocational training institutes for non-formal skills development under MOL



	3
	Mid-1970s to mid-1980s—2nd Industrial Revolution

(move to higher value-added)

• Vocational stream added to secondary

• Establishment of Joint bi-lateral Technical Institutes

• Establishment of Singapore Technical Institute

• Major push to enhance workers’ skills (BEST, WISE, MOST, COSEC)

• Establishment of Skills Development Fund—initially

to upgrade workers


	1970s—Heavy Industrialization

• Major push to increase proportion of secondary students in vocational high schools

• Emphasis on engineering and science in junior colleges;

excess demand for higher education channeled through open and correspondence universities

• Law enacted stipulating quotas for EBT, later converted to training levy



	4


	1990s—Present (“The Next Leap”)

• Reworking curricula of general education to ensure basic skills needed for advanced industrial society

(patterned after Japan and Germany)

• Emphasis on production of intermediate level technical skills

• JITCs become multinational in outlook

• OJT-BEST, MOST phased down. Emphasis placed on building work-based learning and skills deepening.

Training grants introduced, with German-style apprenticeship training

• Higher education emphasized, especially science and engineering (polytechnics)

• Attempts to expand university-based R&D


	1980s (Liberalization—move into higher value added production and increasingly sophisticated technology)

• Continued pressure by government to increase proportion of secondary students in vocational high schools, but enrollments declined

• Emphasis placed on post-secondary technical courses

and advanced training, especially in science and technology (Calloids, 248).

• Levy system expanded to encourage OJT

• Attempt (failed) to introduce German-style apprenticeship

system

• Rapid expansion of higher education (18%/year in 1st

half of 1980s)

• Future strategies:

♦ Diversify higher education

♦ Allow vocational high school graduates access to

higher education

♦ Decentralize to stimulate innovation and responsiveness

to niche markets

♦ Expand R&D




Source: adopted from ADB 2004.

 The establishment of high-caliber higher education institutions was rationally planned and managed only during their recent years of their development. Vocational and technical education was not dominant in their offering of formal education system since the need for skilled workers was limited in the labor intensive light industries. However, the foundation for a strong vocational education was already laid at this early stage when the basic skill formation system for skilled blue collar workers was put in place.  It was therefore an easy task to further develop a highly integrated and sophisticated vocational and technical education system during the early phase of their rapid growth and industrialization when workers underwent constant skills upgrading and on the job training program geared towards the production of a more flexible and multi-skilled labor force. In both countries, business firms played major role in creating learning systems and organization that will continuously upgrade employment skills. At the same time, firm based training taxes or levies were utilized to spur more interest on training among workers and their employers. When the two countries enter a more advanced industrialization phase, the focus was towards the offering of high-end science and engineering degrees and research programs among higher education institutions that will catalyzed  innovation aimed at producing high value added products and services (ADB 2004). 

In contrast, the Philippines economy deviates from the usual pattern of economic development experienced by the two countries and other East Asian economies. Its structural change which most analyst would describe to be “of the wrong kind (Philippine Human Development Report 2000.) Table 5 depicts the share of agriculture in employment has continuously decreased, while the share of industry has steadily declined. This pattern is inconsistent with other country’s structural change which as Balisacan and Hill (2003) note “…whereas the more general pattern is for the share of industry to expand, in the Philippine case it too has shrunk, albeit marginally.”  

Table 6 indicates that although the Philippine economy experienced a continuous expansion in the 1970s, a pronounced decline occurred in the “lost decade of the 1980s”, when its neighbors achieved about 6 percent annual economic growth rate (Balisacan and Hill, 2003). Furthermore, what haunts policymakers is the persistent problem of unemployment and high population growth rate that continue to exacerbate the worsening poverty, particularly in the rural areas. A high rate of population growth is problematic when it worsens the high incidence of unemployment. Johanson and Adams (2004) emphasized that a high “labor force entrants pose a problem for policymakers when public employment growth is no longer feasible and private employment growth is sluggish.” Population growth has increased at a rate of 2.3 percent for the last 10 years, one of the highest among Asian nations (Alonzo et.al, 2004). As ADB (2005) states “The Philippines provides a concrete example of GDP growth that did not reduce poverty, although the economy recorded growth of more than 4% in 3 of the past 4 years…growth has not been high enough to keep up with population growth: GNP per capita has lingered at around $1,000 for the past 20 years.” 

While one analyzes the interconnection between policies on labor and employment and skills and industrial development in the Philippines, the examination will bear out that a larger and more serious problem of unemployment is depicted among the younger age groups 18 to 30 years old. Data shows that from 1990 to 1994 average unemployment rates were 9 percent increasing to as high as 13 percent in 1997 when the Asian financial crisis started to make an impact on the Philippine economy. Underemployment rates are more serious pegged at 30 percent on the average. These problems of joblessness persisted in spite of the fact that the country achieved modest economic growth of an averaged 6 percent.

                          Table 5.  Share of major sectors in employment, 1970-2000 (%)
	Year
	Agriculture
	Industry
	Service

	1985
	49.7
	13.9
	36.4

	1990
	44.8
	15.6
	39.2

	1995
	43.5
	16.0
	40.5

	2000
	38.6
	15.8
	46.3


Source: Balisacan and Hill, 2003
                              Table 6. Average growth of GDP in Southeast Asia, 1950-2000 (% per annum)

	Country
	1950-60
	1960-70
	1970-80
	1980-90
	1990-2000

	Indonesia
	4.0
	3.9
	7.6
	6.1
	4.2

	Malaysia
	3.6
	6.5
	7.8
	5.3
	7.0

	Philippines
	6.5
	5.1
	6.3
	1.0
	3.2

	Singapore
	NA
	8.8
	8.5
	6.6
	7.8

	Thailand
	5.7
	8.4
	7.2
	7.6
	4.2


Source: Balisacan and Hill, 2003.  Note: Each year is a 3-year average of the year
 indicated, the previous year, and succeeding year.   
The rates of unemployment and underemployment are endemic as they continue to increase at a double digit level (Table 7). Unemployment rate peaked to nearly 11.4 percent, the highest recorded for the last 10 years even if jobs generated in 2001-2003 totaled to 3.2 million. Although foreign direct investment had increased from US$1.43 billion in 2002 to US$1.49 billion in 2003 (NEDA 2004), this did not result to lower unemployment.

Table 7. Philippine labor participation and unemployment rate

	Year
	labor participation

rate
	unemployment

rate

	1996
	65.8
	7.4

	1997
	65.5
	7.9

	1998
	66.0
	9.6

	1999
	65.8
	9.4

	2000
	64.3
	10.1

	2001
	67.5
	11.1

	2002
	66.2
	11.42

	2003
	75.3
	11.38


         Source: National Statistical Coordination Board, 2004
One of the major causes of unemployment is the deteriorating quality of skills and the conflicting system of education and training that prevailed. The report of the congressional commission on education (EDCOM) in 1992 mentioned that the educational system have turned out a poor quality of human resource and workforce essential in strengthening the economy towards the path of modernization and industrialization. More importantly, the commission argued that skill formation was problematic in view of the country’s underinvestment in education and human capital, a problem seen on the poor management of public schools, vocational and training institutes and universities. Kuruvilla, et. al. (2000) vividly describe how severely mismanaged the system of education, training and skill formation in the Philippines in the following manner:
1. underinvestment in the country’s educational system that led to inefficiency and a declining quality of output and educational standards;

2. the quality of skills needed in the labor market are not provided by the school and training system;
3. skills formation programs implemented by the government agencies do not match the specific  needs of most occupational categories and industry needs. 
4. there were conflicting and duplication of roles and functions of various government agencies and private sectoral body that concern skill formation, and training development. Policy coordination, poor governance and lack of funds magnify the problem. There was no clear cut demarcation of responsibilities and accountabilities in providing guidelines and authority, for instance on skill types needed, on competency test and standards, curricular programs and wages on apprenticeship programs.  
From 2001 to 2004 under the leadership of President Gloria Macapagal-Arroyo, the Philippine economy registered a respectable economic growth.  Mrs. Arroyo succeeded Joseph Estrada when the latter was pushed out of office following a bloodless people power in January 2001 due to allegations of rampant corruption, incompetence and nepotism. Gross domestic product (GDP) went up from 3.0 percent in 2001 to 4.7 percent in 2003 and to 6.1 percent in 2004. The 6.1 percent growth in 2004 was the highest recorded figure since 1996 when GDP growth was 5.8 percent. On the other hand, GNP climbed to an average of 4.5 percent (Table 8). The economy’s engine of growth – the service sector, contributed an average rate of 5.1 percent over the period 2001-2003 and to a spectacular 7.3 percent in 2004. The expansion of ICT-related businesses continues to be the dominant source of growth in this sector, owing to the brisk investments in the call centers, business process outsourcing (BPOs) and software development.  

Table 8.  Structure of the Philippine economy, 2001-2004

	Macro-indicators
	2001
	2002
	2003
	2004

	Gross national product
	3.5
	4.5
	5.6
	6.1

	Gross domestic product
	3
	4.4
	4.7
	6.1

	Net factor income from abroad
	22.8
	5.0
	17.9
	4.9

	            

	By Industrial Origin:  Agriculture
	3.9
	3.3
	3.8
	4.9

	Industry
	-6.5
	3.7
	3.8
	5.3

	Service
	8.8
	5.4
	5.8
	7.3

	National Government Fiscal Deficit (as % of GDP)
	-4
	-5.2
	-4.6
	-3.62

	Public Debt (as % of GDP)
	120.1
	130.4
	137.51/
	n.a.

	Current Account (as % of GDP)
	1.8
	5.7
	4.2
	4.82

	Employment generation (in ‘000)
	1,703
	907
	566
	12,345


S

Source:  NEDA (2004)

The 2005 ADB study on Philippine poverty illustrates that poverty incidence is higher in the agricultural sector (66.2%), most of the employed are laborers (42.5%) and farm workers (Table 9). It is also high among self-employed (43.5%) and those with family sustenance or entrepreneurial activities, wage and salary workers (34.4%). As the study implies “the basic problem of the poor is not so much lack of employment as the low incomes derived from employment.” Although most of the poor have source of livelihood and employment, they are characterized to be of low pay, low skills and low productivity (UNDP, 2002; ADB, 2005).

The accumulation of knowledge and formation of skills necessary to drive an economy to a sustainable economic growth path requires that the state should invest wisely on human resource development through a unified system of skill formation. As argued by Ashton et.al. (1999) on the crucial role of the state in skills formation and in providing quality education, “…because skills formation is subject to substantial externalities whereby one person’s education benefits others as well, or because skills formation requires financing in an imperfect capital market to which the poor have restricted access, the state intervenes to rectify such market failures. The governments of the Four Tigers have been praised for their wise choice of intervention channels, especially on their concentration in primary education (World Bank1993).” 

Educational curriculum should be reoriented and revised towards higher order thinking skills and cognitive development, in addition to the acquisition of lifelong learning skills.  Reforms must therefore be carried out in educational and training systems geared towards the improvement of delivery of instructional services in an efficient and effective manner. This will necessitate a change in the programs and content of classroom-based activities, lessons and programs which will trigger students to think critically and synthesize ideas and information.  Reforms too must be implemented in order to match the expectations of the labor market and the demands of a dynamic global trade and investment.  In this vein, state intervention is very much more critical which extends well beyond market failure argument.  The state should therefore link skill formation policy “closely to specific stages of economic development… control both the supply of skilled labor to the market place, and the demand for skills (to varying degrees) through their industrial and trade policies” (Ashton et.al, 1999).

Table 9.Employment of Families by Income Stratum, 2002 APIS

	
	Bottom 

40% 
	Top 
60% 
	Philippines 

	Type of Economic Activity 

	Family sustenance activity 
	76.6 
	26.9 
	46.9 

	Net sharing of crops 
	6.7 
	5.7 
	6.1 

	Entrepreneurial activity 
	74.2 
	58.9 
	65.1 

	Wage & salary employment 
	53.5 
	76.5 
	67.2 

	By Class of Workers 

	Wage & salary workers 
	34.4 
	57.1 
	48.6 

	Own-account workers 
	43.5 
	32.6 
	36.7 

	Unpaid family workers 
	22.2 
	10.2 
	14.7 

	By Major Industry Group 

	Agriculture, fishery, and forestry 
	66.2 
	20.9 
	37.9 

	Mining & quarrying 
	0.4 
	0.3 
	0.4 

	Manufacturing 
	5.1 
	12.5 
	9.7 

	Electricity, gas, and water 
	-
	0.5 
	0.3 

	Construction 
	4.1 
	6.2 
	5.4 

	Wholesale and retail trade 
	11.5 
	23.4 
	18.9 

	Hotel and restaurant 
	0.7 
	3.3 
	2.3 

	Transportation, storage, and communication 
	4.2 
	9.5 
	7.5 

	Financing, insurance, and real estate 
	0.5 
	4.5 
	3.0 

	Community, social, and personal services 
	4.6 
	16.7 
	12.2 

	By Major Occupation Group 

	Laborers 
	42.5 
	22.7 
	30.1 

	Farmers 
	34.1 
	11.5 
	20.1 

	Technicians 
	0.9 
	4.0 
	2.8 

	Clerks 
	0.9 
	6.8 
	4.6 

	Service Workers 
	5.1 
	11.4 
	9.0 

	Traders 
	7.0 
	11.6 
	9.9 

	Plant and machine operators 
	3.5 
	10.0 
	7.6 

	Special occupations 
	0.2 
	0.4 
	0.3 

	Professionals 
	0.4 
	7.4 
	4.8 

	Officials of the Government 
	5.2 
	14.1 
	10.7


Source: 2002 APIS as cited in ADB, 2005

In their compelling book, How the Japanese Learn to Work, Dore and Sako (1989) described in detail how the Japanese educational system facilitated in producing high quality of students and graduates equipped with the knowledge and skills that will form the basis of a highly competitive workforce essential in running firms, farms and factories. They demonstrated the system of skill formation in all parts of the Japanese education system and the role of the public sector, both local and central government; from formal to informal system of education and training; from primary level of education to vocational/technical training and university education, from in-house training within companies and on the shop floor. The authors also illustrate the role of the public sector, and noted “how success in Japan is often achieved by going against what is regarded as ideal practice elsewhere: for example, much Japanese training is carried out informally by colleagues, the motivation being pride in doing the job well rather than a means to personal advancement.” 

Besides its quantitative expansion since the era of Meiji reforms, the school and training system is operated at low state-funding and maintained on the average as 20 percent of GNP (p.3). Educational curriculum is broad and well designed to inculcate self-reliance and initiative. School hours are longer in Japan: “…In twelve years of schooling, a Japanese child gets as many classroom hours as a British child would get in fourteen. Schools are well equipped with modern facilities and educational materials. These scholars asked to elaborate their point: “So what may one conclude about the relation of this system to vocational preparation and skill formation, to subsequent occupational performance and, by extension, to the efficiency of the national economy? The high levels of effort input – across the board – and minimal – levels of achievement in basic numeracy. This provides a good base for subsequent technical training, as well as perhaps, contributing to the general respect for rationality in Japanese life … High levels of effort also lead to a very high level of fluency in the use of the written language, leading to a grater use of the recorded written word in industrial operations and business negotiations.”

The educational systems of highly industrialized and knowledge-based economies, including Japan, have dramatically restructured their learning systems and reoriented their educational paradigm towards the paramount goals of excellence and economic relevance. The integration of information and communication technology (ICT) has become paramount feature of their educational curricula, school activities and programs. For instance, in OECD - member countries, curricular reforms were initiated “driven by a perceived need to reorient schooling from rote learning, shallow but wide coverage, and individualistic learning processes to higher level skills, problem solving, in depth study, and collaborative learning” (OECD 2001a).
The OECD book “Learning to Change: ICT in Schools” (2001b) describes the “pervasive use of ICT in schools to be motivating” and succinctly justifies the economic, social and pedagogical implication and rationale for ICT integration in the classroom as presented in Table 10.
Table 10.  The rationale for ICT integration in schools

	Rationale

for ICT
	Implication

	Economic
	“…focus is on the perceived needs of the economy – present and future – and the requirements in many areas of employment to have personnel with ICT skills. Knowledge and familiarity of ICT is an important aspect of employability as the 21st century unfolds. There is a widespread expectation on the global scale that those nations successfully embracing the information age will benefit economically. Awareness of this dimension will encourage learners to acquire such skills, and some to take ICT as an additional optional subject leading to vocational specialism, including the study of computer science in further or higher education.”

	Social
	“…focuses on facility with ICT becoming a prerequisite for social participation in society and the workplace. Competence with ICT is seen as an essential “life skills” in the same way as literacy and numeracy, so much so that the range of skills and the process supported by ICT is brought together in the notion of digital literacy, which becomes both a requirement and a right for all learners.  It is therefore important to find ways to compensate those with limited access to computers outside school. Societies will suffer if some of their members have little or no facility with ICT, especially since public and other services are increasingly becoming available on-line. As usage of ICT becomes more extensive across society, wider benefits will also flow – better links with home and scholl, greater parental involvement in student progress, and greater scope for schools and other educational institutions to play and inter-active part in community life and development.”


Source: OECD 2001.

The creation of a highly skilled workforce that is an essential component of the Philippine’ competitive advantage in the world economy is primarily determined by the effectiveness and efficiency of investment in human capital as embedded in its education and training system (ADB, 1998). This involves an analysis of the educational inputs, processes, and output.

One of the direct consequences of a high population growth rate is the continuous expansion of student-age population. The increase in student enrolment has never been accompanied with an increase on per student school expenditure. Even if the government basic education expenditure has climbed to an annual average of 4.5 percent from 2000-2004, education cost per student continuously declined, and the decline may not soon be arrested as government budget deficit hangs on the balance (NEDA, 2004). 

It is lamentable to note that in spite of the many curricular reforms to improve the Philippine educational system, its performance indicators are, at the very least, dismal. Recent data show that in the 2004 National Achievement Test given by the Department of Education, close to 98 percent of those who took the examination failed to get the passing score of 75 percent. In the High School Readiness Test conducted last year, only 64 percent got a grade of 75 percent or higher. What is more worrisome is the result that half of those who took the examination (around 500 thousand) failed to get a score of 30 percent (DepEd, 2004). Furthermore, from 1996 to 2004 results of the International Mathematics and Science Study (TIMSS), the country has a consistent poor performance whose rank is very close to the bottom. These appalling conditions continue to magnify a situation where fewer and fewer number of Filipino students has the mastery and competency for elementary and secondary education, a disturbing picture for the Philippines’ bid to produce a highly skilled labor force that will spell a big difference in a globally competitive - knowledge economy. 

The dismal performance of students in standardized test mentioned above is a dire consequence of how the country has been under investing through the years in the development of its human resource. Table 3.7 reflects this discouraging scenario with the Philippines having one of the lowest expenditure on education when measured as percentage of the gross domestic product (GDP), spending only about 3 percent in contrast with its Asian neighbor Malaysia which spent 7.13 percent  in 2001 (Escoler, 2003). 

The disturbing trends on how future workforce is being developed by the country’s educational system are further exacerbated by deteriorating quality of higher education system in the Philippines. As seen above, similar picture can be discerned on how college graduates miserably perform in professional licensure examinations (Table 11). On the average, more than one half of those who took licensure examinations failed, an indication of higher education wastage and inefficiency in terms of investment and resource use, both from their parents and the government. As one examines further the performance by discipline, those who will constitute the country’s core strength in propelling economic development through science and technology have bleak performance in the professional test. 

      Table 11.  Total expenditure on education of some selected country

	Country
	2001, % of GDP

	Canada
	8.43

	USA
	7.50

	Malaysia
	7.13

	France
	5.98

	United Kingdom
	4.43

	India
	3.99

	Thailand
	3.94

	Korea
	3.63

	Japan
	3.59

	Philippines
	2.99


            Source: World Competitiveness Report 2003

 Table 12.  Percent  of total examinees that passed licensure exam, 

selected discipline, 1997-2001

	Discipline
	2001
	2000
	1999
	1998
	1997
	Average

	Accountancy
	18
	19
	19
	18
	18
	18.40

	Aeronautical Engineering
	33
	28
	20
	25
	18
	24.80

	Chemical Engineering
	41
	44
	43
	33
	36
	39.40

	Chemistry
	47
	44
	35
	39
	45
	42.00

	Civil Engineering
	36
	30
	32
	25
	27
	30.00

	Electrical Engineering
	44
	40
	40
	32
	38
	38.80

	Electronics & Comm Engineering
	49
	44
	48
	50
	50
	48.20

	Geodetic Engineering
	41
	44
	41
	36
	33
	39.00

	Mechanical Engineering
	43
	47
	46
	38
	31
	41.00

	Medicine
	62
	65
	69
	65
	71
	66.40

	Metallurgical Engineering
	70
	65
	52
	57
	56
	60.00

	Mining Engineering
	87
	77
	75
	67
	34
	68.00

	Naval Architecture
	58
	64
	43
	41
	39
	49.00

	Nutrition & Dietetics
	58
	55
	54
	46
	46
	51.80

	Radiologic Technology
	42
	37
	31
	40
	37
	37.40

	Sanitary Engineering
	46
	50
	54
	53
	41
	48.80

	Veterinary Medicine
	48
	47
	50
	51
	45
	48.20

	AVERAGE    
	47.97
	45.58
	44.39
	42.58
	42.15
	44.53


Source: Professional Regulation Commission, Commission on Higher Education (CHED),

in www.ched.gov.ph
As basic education needs to be at pace with the emergence of a knowledge-intensive, information economy, the upgrading of learning competencies and skills should demand that ICT-skills must be integrated in the educational curricula. This set the tone for an important policy imperative to increase the budgetary allocation for the educational sector. The education sector in the Philippines is receiving on the average less than three percent (3%) of gross national product, a relatively low percentage when compared to that of other countries allocation for education.

Skill Underutilization and Skill Shortage: Economic Cost and Impact

The goal of economic development is to improve the quality of life of people through access to skills, education and training. This link is very important in order to raise worker’s productivity and income. Enhanced skills enable individuals to be more productive and generate higher incomes. Workforce skills make enterprises more productive and profitable, and help national economies raise production and create wealth.  “Vocational education and training are indispensable instruments for improving labor mobility, adaptability and productivity, thus contributing to enhancing firms’ competitiveness and redressing labor market imbalances (Caillods 1994, 241).”
In the framework of human capital theory, skills formation relies heavily on technological innovation. Furthermore, it is seen as a transition from a low-skill to a high-skill phase of economic development process. Brown et. al. (2001) demonstrates that “skill formation policies will need to focus on how to improve the supply of intermediate and high skilled workers to meet the growing demand for professional, technical, and managerial jobs that are seen to exist.”

However, most economies and firms encounter major structural transformation and substantial adjustments in their production operations and organization that are likely to have significant impact on skill formation system. For instance, to a large extent, the level and direction of changes in the hierarchy and composition of skills has been more uncertain, as some cases would indicate a deskilling or skill underutilization, or as some firms would experience skill shortage in hiring workers or skills gap among their current employees.  As Wolf (2000) insinuates there is “a growing mismatch …between skill requirements of the workplace and educational attainment of the workforce, with the latter increasing much more rapidly than the former.” He further notes that these trends have considerable policy significance since they help determine education and training needs. As a labor market problem, skill underutilization magnifies the problem on the supply-side on the part of workers, their supply of employment skills that were acquired or formed through the system of education and training. On the other hand, on the demand-side, business firms find it difficult to recruit the most qualified applicants to perform skill-specific jobs.    
Skills underutilization occurs when highly skilled individuals are into employment which demands a low level of training experience and educational attainment. Due to structural rigidities and labor market imperfections, low labor absorption causes educated job seekers to accept low levels of employment that require low skills, indicating a wastage  of human capital investment. Based from the pioneering thesis of Freemen (1976), this condition of “overeducation” or education mismatch often results to the phenomenon called “bumping down”, a terms which connotes “to a situation  in the labor market where the overeducated, in accepting jobs below their educational attainment, takes jobs away from those with a lower education…As a consequence these lower skilled workers are shifted (bumped) down the job requirement scale and, as a final outcome, may be forced into unemployment” (Asplund and Lilja, 2000; Borghans and de Grip, 2000).

Low Skill-Bad Job Trap    As long as productivity is low the economy can never escape the vicious cycle of “low skill-bad job” trap. As Snower (1994) argues, this trap occurs when workers have low skills due to insufficient training and firms are not induced to offer   sufficient skilled vacancies of jobs and employment that will require high skills and therefore high wages. If quality jobs are not sufficient, employees are not induced to learn new or high skills.     It is therefore important to embark on economic policies that will form incentives among firms, households and workers to invest in human capital, particularly in education, training and skill formation, especially in the Philippines where labor is abundant and often regarded as low quality. Clearly to harness a certain economy’s comparative advantage, technological innovation is essential but this should be complemented with a strong skill base of workers. Skill formation is a very important component to exploit opportunities for technological innovation. Policies that spur investment in human capital play a crucial role since technological change requires richer cognitive content in education and training. These policies should be complemented by policies that help reduce skills bottlenecks and improve the functioning of labor markets (S. Lall, 1999).
Skill bottlenecks are encountered when firms face shortage of skills. Skill shortage,  on the other hand, exist when firms find difficulty in filling-up vacancies due to “low number of applicants with the required skills, lack of work experience the company demands, or lack of qualifications the company demands” (Hogarth and Wilson 2001).  When skill shortage occurs, the firm’s total cost of production increases. Total cost can be subdivided into direct or indirect costs, whether in the short run or in the long-run. For instance, the cost of hiring skilled individuals increases since the firm has a lag of time in filling up hard to fill vacant positions. In most cases in order to fill up the demand for their goods and services, business firms will just hire unskilled workers thus decreasing their productivity and profits.  Skill shortages enhance the skilled workers’ external choices, causing firms a great difficulty to induce them to work hard (Booth and Snower 1996). 

The deficit of skills also has a severe impact on the quality of goods and services produced by firms. As noted by Booth and Snower (1996) “…When products of high quality require highly trained workers to produce them, economies can get stuck in a vicious cycle in which firms produce goods of low quality because there are few trained workers and workers acquire little training because few high-quality goods are produced… [This is the] ‘low skill-bad job trap’… The predominant strategic choices made by employers in any country reflect the extent to which a skilled workforce is available (or easily developed). But they also affect the supply of skills by signaling to individuals the value of investment in vocational training and education.” Moreover, skill shortage leads to a decline in a country’s comparative advantage as shown in its export performance.   The less skilled a country workforce is, the greater the tendency to produce non-traded commodities (such as services), rather than traded ones (such as manufactured goods), because non-traded commodities are often more shielded from competition. This results in a relatively poor export performance (Booth and Snower 1996). Table 13 below as exactly adapted in the works of  Lucifora and Origo (2002) illustrates the dissection of total cost of production when firms face severe skill shortage.  They also provided summary of various empirical works and econometric analysis to demonstrate the economic impact of skill shortage as shown in Table 14.
Table 13.  The cost of skill shortage
	Short run, direct costs


	higher recruitment costs and lower recruitment standards


	hard to fill-vacancies especially on high skilled jobs will cause firms increase their cost of search and recruitment through multiple means; skill requirements, standards or qualifications  may be lowered if business losses and search  time and cost increases



	lower productivity levels and growth
	skill shortages and hiring low skilled workers  lowers productivity levels if firms downgrade  their recruitment or “if the relatively scarce skilled workers exploit their higher bargaining power to negotiate inefficient working conditions (such as shorter working hours, longer vacations or lower workloads, mainly without corresponding wage cuts). Skill gaps may also retard productivity growth if these hamper innovation and implementation of new technologies.



	lower production and customer services quality:


	“…if skilled work and capital are complementary, skill gaps may induce firms to occupy low quality niches, to employ lower technology production processes, to be overall less efficient in production processes. Furthermore, the quality standards of customer services may decrease, affecting in this way the reputation and reliability of the firm in the medium-long run..”


	higher skilled workers wage levels and wider wage differentials by skill

	“…if wages are flexible, the wages of skilled employees may rise relative to the unskilled ones, since firms may rise the corresponding wage levels to attract some of the few available skilled workers. The overall effect on the average wage level of the economy is anyway ambiguous, mainly if the lack of skilled workers is associated with an excess of supply of unskilled ones, causing a decrease of the latter’s pay. The net effect on the wage level of a specific sector or of the entire economy then depends on what happens to the wages of the unskilled and whether an eventual reduction of unskilled workers’ wages is offset by higher skilled workers’ pay.”


	higher unemployment among unskilled workers
	‘..skill-biased technical progress might decrease firms’ demand for unskilled workers, who might be more likely unemployed if they don’t adapt their skills to the firms’ new requirements. Unemployment among unskilled workers increases mainly when relative wages are rigid and don’t adjust to changes in relative labour demand…”


	greater turnover costs
	 “firms bidding for the relatively scarce skilled workers available will induce more flows out of job to other firms and generate more vacancies to be filled in the short term. This will be reflected into higher fixed costs associated to turnover…”


	loss of potential output and employment
	“…if there exist complementarities between skilled labour and capital, skill shortages may cause underutilization of the existing stock of capital, with firms operating at a lower level of their full capacity. An overall misallocation of resources might then arise. This problem is more severe where the complementarities cited above are higher..”

	higher costs associated to migration
	“.. firms can cope with skill and labour shortages hiring workers from other countries. However, higher migration flows might increase costs for cultural and social integration of the new immigrants. These costs (like language courses, housing, public health provision, education for immigrants’ children, etc.) increase the greater are cultural differences and the lower are initial skills of the immigrants…”


	Indirect and long run costs 


	innovation capacity

	“..the lack of skills may reduce the incentive to invest in capital and R&D (research and development)  due to the existing complementarities between skilled labour and capital”

	trade and competitive capacity
	“..specialisation on low-skilled production reduce the competitive capacity of the economy, which becomes more sensitive to price competition from developing (low costs) countries and less attractive for foreign investment..”

	long run growth
	“.. lower productivity levels and growth in the short run are likely to harm the economic growth in the long run. If skill gaps inhibits the development of the so called “knowledge society”, long run growth may be negatively affected also by the lack of positive externalities usually associated to knowledge spillover..”


Source: quoted from Lucifora and Origo (2002).

Table 14. Economic cost of skill shortage: some empirical evidence 

	Reference 

	Countries
	Sectors
	Impact studied on:
	Main effects on skill gaps

	Daly, Hitchens

and Wagner

(1985)


	UK and

Germany


	engineering

plants


	 productivity in plants producing similar products using same capital but different levels of labour skills


	lower productivity;  higher rate of machinery breakdown



	Haskel and

Martin (1993,

1996)


	UK
	manufacturing
	 Productivity and wages

	lower productivity growth;

positive effect on wages at the

aggregate level; no effect at the industry level. Note: these effects are caused by skill shortages. No effect of labour shortages on productivity and wages.



	Mason, van Ark

and Wagner

(1996)


	UK, the

Netherlands,

Germany and

France


	biscuit-making

firms


	quality of output ;

 productivity (tons per person-hour);

 quality-adjusted

productivity


	lower quality and quality-adjusted productivity (even if unadjusted productivity might be higher); inefficient employment of similar

processes.



	Oulton (1996)


	UK and

Germany


	manufacturing


	prices of exports to

third countries (as a

proxy of relative quality)


	on average skill gaps (mainly in the case of UK) tend to affect more volumes of exports rather then quality; quality might be affected in specific sectors




Source: Lucifora and Origo (2002).

In order to examine further the impact of skill shortage in a firm’s competitive position of its product, it is important to utilize a framework that relates its product market position and the skills needed to produce these products.  The Puttick grid analysis lists down four basic categories of product market position with different features and characteristics (Table 15). These features are then matched with various production environments and skill requirements if they are to be more competitive than other firm’s products and organizational structure (Hogarth and Wilson, 2001). The grid reflects in the increasing complexity of skill requirements as one moves from less competitive and less value-added products to a stage where products of high value and highly competitive require high level skills to significantly capture market power and concentration. This situation becomes more evident when firms encounter skill shortage or deficiencies or hard to fill vacancies.  
Table 15.  Puttick grid analysis: from product market to skill requirements

	Product market
	Skill requirements



	 “super value goods and services”
· high value products or services composed of large number of components whose superiority depends on higher level of skills and competencies 


	Requires employees with high technical skills on project, research and development, organizational and conflict management that allows liberal ideas, freedom for innovation and creating solutions aimed at designing and improving product market position. 



	 “fashion/fast response”
· simple products or services with short product cycles that can be subdivided into smaller sub-components
	Skills and the motivation to respond to new ideas and new opportunities adaptable to resource and logistics requirements. Logistics is a crucial component   “in keeping control of costs and increasingly involved information management”

	 “commodity products and services ” 
· usually set up for high volumes from dedicated process lines at minimum cost… tend to be simple products or services and warrant the high capital investment required for the relatively dedicated production systems… Low cost per unit is vital to gaining and not losing an exceedingly tight profit margin”
	The aim is to minimize cost of firm’s production and operation, thus the need to employ unskilled workers who are complemented by large investments in process lines, integrated systems, and high levels of automation; “Preventative maintenance and rapid system fault diagnosis were all crucial to success. In food manufacturing this was essential given the nature of supply-chain relationships.”



	“consumer durables” 
· Goods or services with moderate complexity “but are in much high volume markets of lower uncertainty…balanced processes are the key to success and optimization of production techniques are often important”
	Skills to balance solutions between conflicting customer expectations and system demands; skills coupled with flexibility of technology to enhance teamwork in pursuing complex solutions in order to “achieve a

‘right first time’, ‘no waste’ approach.”;  ICT and/or technician skills for product changeover, re-setting, and re-programming


Source:  Hogarth and Wilson (2001).
SKILL UTILIZATION AND SKILL SHORTAGE:

 THE CASE OF CALL CENTERS

With a highly liberalized economic environment, budget deficit and recurring fiscal crisis, the Philippine government continuously pins its hope on the information and communication technology (ICT)-enabled services sector particularly on call centers as the key growth driver of the economy. Its projections show that the sector dominated by call centers and other business process outsourcing (BPO) related services will expand from 5.7 to 6.6 percent in 2004 to approximately within 7.2 to 8.2 percent by year 2010. Thus, it has crafted plans and policies to attract more investments on call centers and other ICT related industries that are envisioned to cause a domino effect on other sub-sectors like construction and real estate. The government hopes that in the process, the service sector will generate seven million jobs, creating about 60 percent of the total employment by year 2010 (NEDA, 2004). As succinctly stated in the country’s 10-year development plan “(T)he Philippines faces a massive task of adjustment and catch-up to derive the most from ICT. Hence, the need to further develop and enlarge the ICT sector in order to take advantage of the skill level, availability and comparative costs of the country’s technical skilled manpower” (NEDA 2004).

However, to sustain economic growth through the service sector’s call center industry is no panacea.  Upgrading ICT infrastructure and ensuring a conducive policy environment to spur the industry’s growth should be accompanied by a sustained investment in human capital and policies that will upgrade skills formation. It should be facilitated by a constant upgrading of the quality of labor force equipped with better skills and training, coupled with a sustained increase in capital stock and advanced technology. In the experience of industrialized countries that achieved faster and sustained output growth, “…ICT seems to have facilitated productivity enhancing changes in the firm...but only when accompanied with greater skills and changes in the organization of work (OECD, 2001).

In the 2003 World Competitiveness Report, the Philippines ranked second in the availability of skilled labor.  Research firm Gartner mentions the excellent English language proficiency in the Philippines where about 72 percent of the population is fluent in English (Monsod, 2002).  Other qualitative traits include a low-turn over rate of 13 percent compared with 35 to 50 percent turn-over rate in the U.S. (Huang 2003).  

On the average, about 62 percent of total operational expenses of call centers are attributed to labor cost (Huang, 2003). In the United States, on annual basis, the average salary of a call center agent would amount to US$25,000 while the in the Philippines (Table 16), this would only translate to around US$2,828.
  Table 16. Annual average salary of agents (in US$)

	Country
	Annual agent  Salary

	China
	2,804

	Hong Kong
	16,438

	India
	1,689

	Malaysia
	3,960

	Philippines
	2,828

	Singapore
	11,478

	Thailand
	3,949


Source: Call centres.net (2003) as cited by Huang (2003)

Some recent anecdotal evidence from business firms and private companies in the Philippines reveal that they encounter recruitment difficulties in hiring workers that possess both technical skills (often sector specific) as well as certain generic skills, such as those related to customer service. The problems of mismatch, underutilization and shortage of skills are indeed alarming the Philippine government as it describes that “..shortages of skills are said to be pronounced in some occupations and areas in the country, oversupply of the other skills are likewise observed. This “square pegs, round holes” phenomenon has significantly affected the operations of the labor market. This dire situation might be further aggravated changes in manpower requirements become more rapid given the fast-changing demand for skills of the global labor market in which the Philippines is a major supplier of the human resources” (2006 National Manpower Summit).
A survey of Manila call center agents shown in Table 17 indicates that eighty five percent (85%) of the respondents are college degree graduates, with computer and information technology programs and business and management-related courses as the degrees most popularly taken (Rivas 2005). 
Table 17.  Educational attainment of call center agents

	Educational attainment of 

Call Center Agents
	Number of

Respondents
	%

	College Degree/Post Graduates
	170
	85.00

	Social Sciences and Humanities ( for e.g., political science, economics, psychology, comparative literature, interior design)
	23
	11.50

	Computer Science and Information Technology
	50
	25.00

	Business Administration/Management; Accountancy, Banking 
	48
	24.00

	Engineering and Architecture
	8
	4.00

	Communication and Journalism
	21
	10.50

	Agriculture, Biology and Natural Science
	5
	2.50

	Health and Medical Science
	12
	6.00

	Education/Teaching
	3
	1.50

	College Undergraduate
	20
	10.0

	High School/Vocational Graduate
	2
	1.50

	No answer
	7
	3.50

	TOTAL
	200
	100%




Source: raw data provided by Rivas (2004)

In a survey conducted by Rivas (2005) among call center agents in Manila, she found out that majority of the college graduate-respondents feel that their educational attainment is mismatched with the actual work that they perform. Most of them feel that their skills and training are underutilized. They perceived that they possess a “surplus” of skills for the job.  As college graduates, there exists among the agents a “diploma illusion” which underlines their “overqualification” on the job that would normally require secondary education in developed countries (Carnaje, 2002). As Rivas describes, “the existence of educational mismatch among call center agents may be accounted for this illusion where college education in the Philippines is equivalent to secondary education in developed countries...that strictly requires good communication skills, computer literacy and English proficiency in its agents.”

This condition of skill underutilization parallels the “bumping down” phenomenon discussed in the early section of this paper which indicates “a waste of skills and harms lower educated workers” (Borghans and de Grip, 2000).  Given their qualification, call center agents accept employment not commensurate with their education and compete with lower educated-skilled applicants. Consequently, these lower educated will also be pressured to take jobs below their skill level of, or even become unemployed which as Borghans and de Grip (2000) assert “at the societal level, investment in education is too high. If students stay at school longer, their additional skills will not be utilized in the labor market, while the labor market position of less educated workers will worsen…From the overeducation perspective, low skilled workers will be pushed into the least favored jobs, or will even be crowded out from the working population, irrespective of their real abilities or potential productivity, whereas the upgrading view predicts that the role of skilled workers will become more and more marginalized, because their skills level no longer meets the minimum requirements in the labor market.”

While some countries, like Ireland and Finland, demonstrate that a highly developed ICT-producing sector leads to more technological gains, others may not necessarily reap similar economic benefits (OECD, 2001). It is therefore not a sufficient condition for countries to focus alone in upgrading their ICT capability. The rapid diffusion of ICT should go beyond mere technological advancement as emphasized by OECD (2001) “(H)aving an ICT sector…can support growth, but is not a prerequisite. Developing an ICT manufacturing sector is costly and would not necessarily lead to faster economic growth…What counts more is how ICT is used to improve productivity and innovation…(B)y definition, having a strong ICT sector should generate the skills and competencies needed to benefit from ICT use.

 This paper does not discount nor belittle the enormous contribution of the call center industry on the Philippine economy.  However, in the rush to seize the opportunities posed by the emergence of a knowledge economy, policymakers and business leaders should come to a reflection that, as ILO (2001) reminds “knowledge production, distribution and use requires more than access to new technologies. It requires the capabilities for learning and for transforming information into knowledge…it is crucial for countries to develop capacity in ICT software, in order to position users as active participants in advances in the shaping of content and application…countries without a relatively active-up-to-date software (skills) will find it difficult to ‘catch-up’ in terms of capital outlays, labor, skills and the growing importance of technology changes, organization and management in software production.”  

While call centers and similar ICT-enabled services generate revenues, they are mostly low value-added services. The country should be focus more on “higher value-added ICT services” such as software development in order to exploit the benefits of the growing outsourcing business. With higher value-added services as the focal point, then the national strategy should be aligned in order to harness the country’s human resources to be able to supply these high-end ICT service requirements by having a critical mass of scientists and software engineers. The best approach to achieving this goal is to intensify education across all disciplines from the primary up to the collegiate and postgraduate level.
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