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EXECUTIVE SUMMARY 

 
i. The theme of the 2011 Philippines Development Report is “Generating 
Inclusive Growth, Uplifting the Poor and Vulnerable”.  This theme is follows from 
the priorities set in President Aquino’s Social Contract and the emerging 2011-2016 
Philippines Development Plan (PDP).  The PDP details the vision of inclusive growth 
and poverty reduction that underlies the social contract (Chapter 1).  Accordingly, the 
PDP focuses on three strategic objectives: (1) attaining a sustained and high rate of 
economic growth that provides productive employment opportunities, (2) equalizing 
access to development opportunities for all Filipinos, and (3) implementing effective 
social safety nets to protect and enable those who do not have the capability to 
participate in the economic growth process.   

ii. While the country’s development agenda remains broadly the same over 
the last decade, the Aquino government is focusing on stepped-up 
implementation and delivery.  The pressing development issues confronting the 
Philippines in 2011 are not radically different from those of previous years.  The critical 
difference is the new government’s focus on effective implementation and delivery of 
public goods and services, starting with a firm approach to fighting corruption and 
improving governance. 

THE CHALLENGE OF INCLUSIVE GROWTH AND POVERTY REDUCTION  

iii. In spite of the remarkable rebound in 2010, growth continues to bypass the 
poor (Chapter 1). The latest official poverty data confirm a lack of poverty reduction 
response to economic growth in the Philippines. Even though real GDP growth 
averaged 5.4 percent during 2003-06 and 4.3 percent during 2006-09, or well above 
population growth, the poverty incidence rose from 24.9 percent of the population in 
2003 to 26.4 percent in 2006, and inched up further to 26.5 percent in 2009.  Such an 
inelastic poverty response suggests that the gains from growth have eluded the bottom 
quarter of the population.  Higher frequency surveys in 2010 paint a broadly similar 
picture both for poverty and hunger.  A bright spot amidst these generally depressing 
poverty numbers, is that they point to some distributional improvement within the 
ranks of the poor as the poverty gap began to decline between 2006 and 2009.   

iv. The disappointing poverty-growth elasticity in the Philippines reflects a 
variety of factors (Chapter 1).  Key among these are high income inequality, an 
unequal sectoral and regional distribution of growth, barriers to factor mobility across 
sectors and regions structurally, and a high exposure to a variety of natural disasters 
(such as the recent flooding that followed typhoons Ondoy and Pepeng, or the draughts 
from the El Niño phenomenon); these factors were analyzed in the Philippines Towards 
Inclusive Growth report (2010).  Income inequality can be traced to a large extent to 
inequality of opportunities, especially regarding health and education. 

v. Inclusive growth remains a challenge in the country (Chapter 1).  The 
Philippines is characterized by high and persistent income inequality. Beyond a 
stubbornly high poverty incidence, near poverty is also widespread and entrenched.  
The lack of inclusive growth can be traced, among others, to an unequal sectoral and 
spacial distribution of growth.  The record growth performance observed in 2010 
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illustrates some of these points.  Growth strongly benefited workers in formal and high 
skills sectors such as the Business Process Outsourcing—which emerged stronger from 
the global recession as firms expanded their outsourcing activities—and the export-
oriented manufacturing sector of electronics and semiconductors.  Structural 
weaknesses remain in the labor market—as reflected in high unemployment and 
underemployment rates, and high levels of informality.   

vi. The Philippines progress in achieving the Millennium Development Goals 
by 2015 is mixed (Chapter 1).  Good progress is observed in health-related goals, but 
nutrition targets, and employment and education-related goals will prove difficult to 
reach.   

EMERGING MACRO-ECONOMIC RISKS TO INCLUSIVE GROWTH 

vii. Weak public finances are a perennial problem in the Philippines and can be 
traced to low revenue mobilization (Chapter 2).  As a result, the country exhibits a 
relatively high debt ratio and has to face important fiscal risks.  These result in limited 
fiscal space.  Aside from the negative impact that weak public finances have on macro-
economic stability, stronger public finances are also critical to delivering on several 
aspects of the Social Contract and the PDP objectives.   

viii. The government’s efforts so far to reduce the fiscal deficit over the 
medium-term are welcome but further measures could be considered (Chapter 2).  
Reform measures included in the 2011 National Government budget as well as the fiscal 
stance for 2011 are a strong signal of the Aquino administration’s resolve to implement 
its medium-term fiscal objectives.  To entrench these early fiscal consolidation gains, 
additional measures could be considered, including a fundamental reform of the tax 
system, and setting up a dedicated fiscal risk unit within the Department of Finance and 
improve risks related to the public debt, GOCCs, and PPPs. Accelerating fiscal 
consolidation further in 2011 would help reduce short-term capital inflows risks.   

COMPETITIVENESS BOTTLENECKS TO HIGH AND INCLUSIVE GROWTH 

ix. The Philippines does not compare favorably on global competiveness 
rankings (Chapter 3).  Competitiveness has an important bearing on a country’s 
capacity to generate inclusive growth.  While the Philippines made significant progress 
in eliminating trade barriers and improving trade logistics, it has been less successful in 
reducing behind-the-border constraints to trade and business entry, as well as in 
improving the investment climate.  As a result, the country exhibits signs of a protected, 
inward-oriented economy, while trade and foreign investment inflows have stagnated 
over the last decade.  As a result, total investment has shrunk from 26 to 14 percent of 
GDP from 1997 to 2010. 

x. Constraints to doing business can usefully be classified into 
legal/regulatory (de jure) ones and actual (de facto) ones (Chapter 3).  In the 
Philippines, the most binding de jure constraints are the excessive procedures required 
to open and close a business, inadequate investor protection, and taxes. Key de facto 
constraints are corruption, inefficient bureaucracy, inadequate public infrastructure, 
informality, and poor access to credit among small and medium-sized enterprises.  
These have reduced firms’ productivity, growth and employment in the Philippines, and 
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have therefore likely been important contributors to the lack of inclusive growth and 
poverty reduction. 

xi. Infrastructure—which is critical to generating inclusive growth—exhibits 
important bottlenecks in the Philippines but important reforms are ongoing 
(Chapter 3).  Longstanding problems in the transport sector (roads, railroads, ports) as 
well as high energy costs and occasional power shortages are of dire concerns to 
Philippine businesses.  To address these problems, the new Administration has launched 
a major Public-Private Partnership initiative.  Ten priority PPP projects, mostly in the 
transport sector, have been showcased at the Infrastructure Philippines 2010 conference.   

xii. Governance is another constraint on competitiveness that needs urgent 
attention, both from the administrative and the judiciary side (Chapter 3).  
Administrative reforms and actions are needed to enhance transparency and break down 
the hold of vested interests, and to improve accountability mechanisms. Judiciary 
reforms are needed to enhance enforcement of contracts and legal certainty to protect 
the interests of investors and the taxpaying public. 

xiii. Priority measures to remove constraints to doing business and 
competitiveness need to be comprehensive (Chapter 3).  Given the diversity and the 
inter-connection between the various factors impacting competitiveness, reforms need 
to be broad based.  Priority measures include (1) introducing an explicit competition 
policy framework; (2) greatly simplifying business regulations within a transparent, 
rules-based operating environment; (3) enhancing de jure and de facto investor 
protection—this would also help improving SMEs access to credit; (4) simplifying and 
improving the equity of the tax system; (5) reducing corruption through reforms of the 
bureaucracy, the office of the ombudsman, and the judiciary; and (6) improving public 
infrastructure through a well designed and targeted public-private partnership 
program. 

STRENGTHENING SOCIAL SERVICES AND PROTECTION FOR INCLUSIVE GROWTH 

xiv. Human capital development and its protection are at the center of the 
Aquino government’s plan to enable all Filipinos to share the dividends of growth 
(Chapter 4).  For citizens to participate in the growth and development process, each 
much possess a minimum level human capital.  A society with high and widespread 
human capital, in turn, finds it easier to generate high and inclusive growth.  Human 
capital development and protection rest on three critical pillars: education, health, and 
social protection.  In the Philippines, the delivery of social services and social protection 
has been uneven.  At times, this unevenness has compounded inequalities rather than 
mitigating them.  

xv. Major improvements in social protection have taken place recently but 
efforts to build a comprehensive, affordable and effective system need to be 
deepened (Chapter 4).  In particular, efforts should focus on (1) developing a more 
comprehensive social protection strategy; (2) ensuring that a consistent targeting 
mechanism (such as the NHTS-PR) is being used across all government agencies, both 
at the national and local levels; (3) strengthening the operations of the 4Ps; and (4) 
gradually expanding the overall allocations for social protection in the NG budget.  
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xvi. In the education sector, ongoing improvement of the Education Service 
Contracting (ESC) program could be extended (Chapter 4).  The ESC is one of the 
largest PPP education programs in the world.  The program’s effectiveness could be 
further improved by: (1) expanding the ESC to cover more students and schools; (2) 
enhancing the agreement between FAPE and DepED to define their current and new 
responsibilities; (3) introducing performance measures in the agreement between 
DepED and FAPE; (4) estimating the capacity of private schools and demand for the 
ESC; (5) considering establishing performance measures for private schools receiving 
public funds to encourage quality improvements; (6) strengthening the methodologies 
used to evaluate the impact of the ESC program; and (7) improving the budgeting and 
slot-allocation process to stay within budgetary constraints.   

xvii. In the health sector, the government focus on universal health care 
coverage would generate better health and financial protection for all (Chapter 4).  
Many citizens are currently not protected, as large disparities in coverage remain across 
income quintiles and provinces. Large out-of-pocket payments are a key constraint, 
especially for poor households.  To achieve universal health care through fiscally 
sustainable means, deep structural problems in the health system need to be addressed, 
including the low levels, inequity and fragmentation in financing, gaps in service 
delivery, and weak accountability mechanisms across various actors both within and 
outside the health sector.  The Government’s current strategy aims to address these 
gaps through three pillars: (1) Health Financing, (2) the Health Facility Enhancement 
Program, and (3) the Millennium Development Goals.  

xviii. A strong public financial management (PFM) is critical to effectively 
deliver on the government’s human capital development and protection agenda 
(Chapter 4). Line agencies suffer from a variety of institutional PFM weaknesses that 
slow down budget execution. Improving budget execution efficiency, if achieved in 
isolation, would not be sufficient to enhance the overall quality of fiscal governance in 
the Philippines. The PFM-related information system in the Philippines is complex, not 
integrated, and contains important gaps. Limited fiscal transparency and truncated 
flows of financial information within the government impede external and internal 
accountability. The following measures would help translate reform efforts into sizeable 
changes in the ground: (1) adopting a well-articulated PFM reform strategy, (2) 
strengthening individual line agencies’ capability to manage their finances in support of 
program implementation (as part of the PFM reform strategy); and (3) investing in 
modern information systems.  

SERVICES AND INCLUSIVE GROWTH IN THE PHILIPPINES 

xix. The services sector has the potential to play an important role in 
promoting inclusive growth in the Philippines (Chapter 5).  The sector is already 
large and has been an important driver of employment and GDP growth; IT-BPO 
service exports have grown rapidly.  However, this has not necessarily led to a rise in 
the average quality of jobs or productivity gains.  Unshackling the constraints on 
services as a source of inclusive growth will require broad-based policy action: 
providing higher quality education for all to meet the demand for skills as services move 
up the value chain; improving infrastructure and enabling policies to facilitate 
agglomeration economies; removing investment climate distortions to allow services 
firms to invest and innovate. 
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KEY 2011 PDR RECOMMENDATIONS 

xx. The following presents an overview of the key recommendations included in the 
2011 PDR. These cover a range of short- and medium-term issues. The rationale for 
each of these recommendations, as well as more details on each of them can be located 
rapidly as the paragraph (¶) number where these are developed in the main text is 
indicated.  

Chapter 1: The Challenge of Inclusive Growth and Poverty Reduction 

1. Facilitate investment in low-productivity sectors and regions where productivity 
enhancement potential exists. Consider labor market reforms (¶45).   
 
2. Revive agricultural sector reforms (¶45).  
 
3. Reform inefficient public programs, while scaling up the effective ones (¶45). 
 
4. Improve the social safety net (¶45).  
 
5. Develop micro-insurance markets (¶45).  
 
Chapter 2: Emerging Macroeconomic Challenges to Inclusive Growth 

1. Consider creating a fundamental tax reform commission to mobilize revenues (¶61, 
77).  
 
2. Consider establishing a dedicated Fiscal Risk Unit within the Department of Finance 
to manage overall fiscal risk (¶77). 
 
3. Ensure the full functioning of the Debt and Risk Management Office; publish a public 
debt management strategy as well as regular public debt reports (¶77). 
 
4. Strengthen the Department of Finance’s monitoring capacity and re-institute a 
GOCC performance evaluation system to manage GOCC-related risks (¶77). 
 
5. Consider establishing a dedicated PPP fiscal risk unit within the Department of 
Finance to manage PPP-related fiscal risks (¶77).  
 
6. Accelerate fiscal consolidation further in 2011 to manage capital inflows and increase 
fiscal space (¶78). 
 

Chapter 3: Competitiveness Bottlenecks to High and Inclusive Growth 

Competition: 
 

1. Simplify business regulations (¶130). 
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2. Strengthen the legal framework and enforcement to protect property rights 
(¶130).   
 
3. Review the Foreign Investment Negative List and consider reducing 
restrictions (¶130).  
 
4. Develop an explicit competition policy framework and competition authority 
(¶130).  
 
5. Develop independent regulatory oversight agencies (¶130).  

 
Governance and corruption: 
 

1. Reduce conflict of interest among senior public officials (¶132). 
 
2. Strengthen Transparency through a Freedom of Information Act (¶132).  
 
3. Identify a strategic agency widely perceived to be corrupt and launch a 
comprehensive reform plan (¶132). 

   
Office of the ombudsman and of the judiciary: 
 

1. Reform the Office of the Ombudsman to strengthen enforcement of the law 
against corruption through (1) addressing perceptions of politicization of 
appointments of the agency head; and (2) elevating the quality of technical staff 
(¶133).  
 
2. Reform the Supreme Court, including by: (1) adopting a set of judicial 
performance indicators; and (2) creating a faster track for deciding petty cases, 
improving transparency in courts’ interface with citizens to improve public trust 
and confidence while reducing corruption (¶133).  
 
3. Propose amendment to the Bank Secrecy Act to facilitate corruption 
investigations and prosecutions (¶133). 

 
Infrastructure: 

1. Narrow down the priority list of infrastructure projects to first focus and 
ensure completion of the most critical projects; i.e., those that address 
bottlenecks and improve long-term productive capacity (¶134).  
 
2. Focus on improving the quality of infrastructure, including safety (¶134). 
    
3. Continuously monitor existing PPP projects to ensure they are implemented 
efficiently (¶134).  

 
Access to finance: 
 

1. Strengthen the legal framework for non-performing loans resolution (¶135).  
  
2. Set up the public credit bureau (¶135). 
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3. Replace mandated SME lending by a system of guarantees (¶135).  

 

Chapter 4: Strengthening Social Services and Protection for Inclusive Growth 

Social protection: 
 

1. Develop a comprehensive and more operational social protection strategy 
(¶197). 
 
2. Ensure NHTS-PR is being used by all government agencies, both at the 
national and local levels (¶197).  
 
3. Strengthen the operations of the 4Ps conditional cash transfer program 
(¶197). 
  
4. Gradually expand the overall allocations for social protection in the National 
Government budget (¶197).  
 

Education: 
 

1. Expand the Education Service Contracting (ESC) program to cover more 
students and schools (¶198).  
 
2. Enhance the agreement between the Fund for Assistance to Private Education 
(FAPE) and the Department of Education (DepEd) to define their current and 
new responsibilities (¶198).  
 
3. Introduce performance measures in the agreement between DepED and 
FAPE (¶198). 
  
4. Estimate the capacity of private schools and demand for the ESC (¶198).  
 
5. Consider establishing performance measures for private schools receiving 
public funds to encourage quality improvements (¶198).  
 
6. Strengthen the methodologies used to evaluate the impact of the ESC 
program (¶198).  
 
7. Improve the budgeting and slot-allocation process to stay within budgetary 
constraints (¶198).   
 

Health: 
 

1. Develop and implement a plan for expanding the breadth (number of people) 
and depth (services) of coverage under universal health care over the medium-
term (¶199).  
 
2. Identify and implement strategies for sustainable financing for universal 
health care (¶199). 
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3. Identify mechanisms for managing costs and quality of care (¶199). 
  

Governance challenges to services delivery: 
 

1. Adopt a well-articulated PFM reform strategy (¶200). 
   
2. Strengthen individual line agencies’ capability to manage their finances in 
support of program implementation (as part of the PFM reform strategy) (¶200).   
 
3. Invest in modern information systems (i.e., a functional government 
integrated financial management information system—GIFMIS) (¶200). 

 

Chapter 5: The Services Sector and Inclusive Growth 

1.  Provide high quality education for all (¶237 and ¶245). 
 
2. Facilitate agglomeration economies. This requires enabling infrastructure in trans-
port and communications (especially connectivity), in housing and in water and 
sanitation. It also requires geographic mobility of the labor force. (¶238) 
 
3. Improve the investment climate. Inclusive growth in the services sector requires 
improving labor productivity. Beyond skills and education, red tape, crime and security 
and an overall weak investment climate are key constraints to labor productivity (¶240-
244).    
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1. THE CHALLENGE OF INCLUSIVE GROWTH AND 
POVERTY REDUCTION 

 
1. Despite episodic successes over the past three decades, progress in reducing poverty in the 
Philippines has been disappointing. The Philippines also exhibits a very unequal distribution of 
income, mostly due to inequality of opportunities, especially regarding health and education. The 
country’s lack of inclusive growth can be traced, among others, to unequal sectoral and spacial 
distribution of growth. The global recession and recent natural disasters further compounded 
these problems. The country’s progress in achieving the Millennium Development Goals by 2015 
is mixed. Good progress is observed in health-related goals and on poverty thank to strong gains 
in the early 1990s. However, nutrition targets, and employment and education-related goals will 
prove difficult to reach. Tackling the longstanding lack of inclusive growth and high poverty 
incidence are a cornerstone of the incoming Aquino Government. The Government’s plan to 
achieve these objectives focuses on macroeconomic stability, public investment, competitiveness, 
governance, and strengthening institutions to promote competition. To equalize access to 
development opportunities, priorities will be to develop the human capital of the poor while an 
effective social safety nets will protect their human capital in case of shocks. 

INCLUSIVE GROWTH AND POVERTY REDUCTION: UBI FUISTIS1

Widespread poverty 

? 

2. Progress in reducing poverty in the Philippines has been disappointing, 
especially given progress in the region. While poverty incidence decreased from 
around 30 percent in the early 1980s to about 22 percent at the end of the 1990s, much 
of these gains occurred in the early 1990s (World Bank, 2010a).2

Figure 1.1

 These gains, though 
significant, are relatively modest when put in a regional or even global perspective 
( a). For example, poverty incidence in East Asia went from 77.7 percent in 
1981 to 54.7 percent in 1990 and 16.8 percent in 2005 (Chen and Ravallion, 2010).3

                                                   
1 “Where have you been?” (Latin). 

 As a 
result—and driven in a large part by China’s success—by 2002 the East Asia region had 
already reached the MDG of halving the 1990 poverty rate by 2015. Factors explaining 
the relative underperformance in the Philippines include (1) the weak pace of per capita 

2 Using the US$1.25-a-day income threshold measure of poverty throughout this paragraph. Note that in 
2011 a new official definition of poverty was adopted. This resulted in a lower level of poverty incidence. 
To date, a consistent time series of poverty incidence is not yet available with the new definition. As a 
result, the figures reported in this report still refer to the old definition and will be updated as soon as the 
new time series become available. 
3 The number of poor in the East Asia region went from 1,071.5 million in 1981 to 316.2 million in 2005. 
Globally, Chen and Ravallion (2010) find that the percentage of the population of the developing world 
living below $1.25 per day was halved from 1981 to 2005, falling from 52 percent to 25 percent. 
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economic growth, which averaged 0.1 percent in the Philippines over this period, 
compared to 6.5 percent in the rest of the region, and (2) progress made earlier by the 
Philippines in lowering poverty so that easy gains from the beginning of the poverty 
reduction process had already been captured in the Philippines. 

3. Progress achieved in the early 1990s in reducing poverty were halted by 
the Asian financial crisis and have not resumed afterwards (Figure 1.1b). While the 
shock from the Asian financial crisis was expected to increase poverty, the subsequent 
resumption of growth was expected to lead to a marked reduction in poverty incidence. 
This did not happen. On the contrary, poverty indicators remained unchanged or even 
worsened. 4  This contrasts with the substantial progress achieved in East Asia in 
reducing the poverty gap: using the $1.25 poverty measure, this gap went from 0.35 
percent in 1981 to 0.04 percent in 2005 according—Chen and Ravallion, 2010).5

Figure 1.2

 The 
increase in poverty from 2003 to 2006 and then from 2006 to 2009 has been confirmed 
by different sources using different methodologies (World Bank, 2010a; Balisacan et al., 
2010; Habib et al., 2010). This increase is all the more surprising as it is in stark 
contrast to the higher (absolute and proportionate) drop in the poverty rate that took 
place in the developing world during the 2002-05 period compared to earlier periods 
(Chen and Ravallion, 2010). Hence, overall and in contrast to the developing world or to 
the East Asia region (even when excluding China), poverty incidence in the Philippines 
is broadly unchanged from 1983 to 2010 according to Social Weather Station data 
(longest poverty time series available— ).6

Figure 1.1. Poverty dynamics in the Philippines and in the region 

  

 

(a) Poverty dynamics in selected East Asian 
countries, 1980s-mid 2000s 1/ 

 (b) Poverty headcount, gap and severity 2/ 
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Source: World Bank, Development Data Platform      Source: World Bank estimates based on FIES 2000, 3003, 2006 
1/ The evolution of poverty in East Asia is strongly influenced by China, which weighs heavily in the regional average. 
2/ The poverty headcount ratio measures the proportion of the population with incomes below the national poverty line. The 
poverty gap measures how far households lie below the poverty line. Poverty severity takes into account the poverty gap but places 
a higher weight on households that are further away from the poverty line.  

                                                   
4 E.g., the poverty headcount ratio increased between 2003 and 2009 and both the poverty gap and 
poverty severity increased from 2000 to 2006 though these subsequently decreased by 2009 (Figure 1.1b). 
5 Poverty incidence rose from 30.0 percent in 2003 to 32.9 percent in 2006, according to the official 
poverty estimates. Other poverty estimates based on different methods of calculation also yield similar 
increases in poverty incidence over this period (see World Bank, 2010a, for details). 
6  The SWS is a non-profit organization that gathers survey-based statistics on Quality of Life indicators 
and public opinion in the Philippines. Self-rated poverty was at 55 percent in April 1983 (the first such 
SWS survey). After the mid-1980s political transition and crisis, poverty incidence peaked at 74. In 
September 2010 (latest available survey), self-rated poverty was at 48 percent. 
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4. Due to uneven progress in fighting poverty and its causes, about half of 
households in the Philippines are either poor or near poor. In addition to the 32.9 
percent of households that lies at or below the national poverty line, another 19.4 
percent of households are considered near poor (i.e., living on $1.25 to $2 per day, in 
PPP terms). 

Figure 1.2. High and sustained wealth creation with modest progress on poverty and 
hunger 

 

(a) Growth and poverty  (b) SWS self reported poverty and hunger 
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Source: Social Weather Station and NSCB       Source: Social Weather Station 

Pervasive inequality of opportunities 

5. Aside from high poverty, the Philippines exhibits a very unequal—and 
possibly worsening—distribution of income and consumption (World Bank, 2010a). 
The Philippines has the most unequally distributed income (or consumption) among the 
East Asian middle-income countries, whether measured by the Gini coefficient or the 
relative shares earned by the richest and lowest quintiles of the population (Figure 1.3a). 
National income accounts and associated circumstantial evidence suggest that the 
distribution of income has worsened over the last decade once the richest households, 
which are usually under-represented in household surveys, are taken into account.  

Figure 1.3. Regional income inequality and growth 
 

(a) Inequality in selected East Asian countries 
(2002-2008): Philippines at the top  1/ 2/ 

 (b) Philippines: Average real GDP growth, 1970s-
2000s  
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divided by the share of the poorest quintile; ratio for 2008. 
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6. High income inequality is to a large extent driven by persistent inequality 
of opportunities in the Philippines (World Bank, 2010b). High income inequality 
might not necessarily be detrimental to growth; indeed, even if a society had full 
equality of opportunities, one would not expect the outcome to be income equality 
owing to differences in preferences, talents, effort, and luck (World Bank, 2006). In the 
Philippines, however, high inequality of opportunities results in inefficient and 
inequitable income inequalities and subpar growth.  

7. Inequality of opportunities is particularly prevalent and persistent as far as 
access to education and health are concerned, both geographically and across 
income groups. Education and health are major determinants of an individual’s human 
capital, earnings stream, and overall well-being. In the Philippines, health and education 
outcomes vary significantly (and positively) across income groups. In particular: 

• In education, participation gaps between poor and non-poor children rise with 
age and level of education and are economically determined (e.g., the 
opportunity cost of staying in school). Poverty gaps in educational attainment 
have persisted: e.g., about three-quarters of school leavers in the 6-11 and in the 
12-15 age groups are poor and the incidence of school leavers is three times 
higher in poor than in non-poor households.   

• In health, the access to basic health services gap across income groups is large 
and widened over recent years.7

8. Enduring inequality of opportunities are visible in the mixed progress on 
the MDG indicators (UNDP, 2010). Considerable progress has been made in areas 
related to child mortality, gender equality, and water supply and sanitation—though 
national averages hide large differences across geographic locations.

 Reasons for this include physical inaccessibility 
of facilities, financial constraints, and weak demand for health care. Health 
outcomes for the poor are worse than those for their better-off counterparts and 
the gap is widening. For instance, children from households in the lower wealth 
quintiles have higher rates of infant and under-five mortality than children from 
higher wealth quintiles. 

8

Growth with limited inclusion and poverty impact 

 However, the 
Philippines has fallen behind in critical areas such as universal primary education, 
maternal health, combating HIV and AIDS, as well as reducing the incidence of poverty 
and hunger. Achieving the MDGs by 2015 in these areas will prove challenging given 
current trends and progress (see details in the next section).  

9. While average growth has been relatively weak in the 1980s and 1990s, the 
economy performed historically well in the 2000s, notwithstanding the global 
recession (Figure 1.3b). After posting an average real GDP growth of 5.8 percent 

                                                   
7 In 2008, for example, 75 percent of mothers with children under five years of age reported having 
problems in accessing health care and the main problem cited is financial. Another important problem 
cited in accessing health care was “concern that no drugs are available”. This concern is more prevalent 
the lower the income group (World Bank, 2010b). 
8 In fact, the Philippines has already surpassed the targets on improving access to sanitation, increasing 
tuberculosis case detection rate and providing equal educational opportunities for girls (UNDP, 2010). 
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during the 1970s, growth slowed down considerably during the 1980s (to 2 percent), in 
part due to the turmoil associated with the political transition to democracy, and the 
1990s (to 2.8 percent) due to the Asian financial crisis. Rapid and sustained growth 
returned during the 2000s and averaged 4.6 percent despite the shock of the global 
financial crisis and recession.  

10. After a decade of solid average growth rates growth continues to bypass 
the poor: poverty rose again in 2009 and possibly in 2010. The recently released 
official poverty data confirm the disconcerting lack of poverty reduction response to 
economic growth in the Philippines. From 2003 to 2009, an additional 3.3 million 
citizens became poor in the Philippines (net basis), pushing the poverty headcount to 
23.1 million. This increase nudged poverty incidence from 24.9 percent of the 
population in 2003 to 26.4 percent in 2006 and 26.5 percent in 2009. Over 2003-2006 
and 2006-09, average real GDP growth reached 5.4 and 4.3 percent, respectively.  As 
these growth rates imply a significant increase in real GDP per capita, it transpires that 
the distribution of the gains from growth have eluded the bottom fourth of the Filipino 
population.  SWS surveys in 2010 paint a similar picture. A bright spot amidst these 
generally depressing poverty numbers, is that they point to some distributional 
improvement within the rank of the poor: measures of the depth of poverty as well as 
the income distribution of the poor improved between 2006 and 2009.  

11. The Philippines stands out for its lack of inclusive growth and weak (even 
negative) poverty elasticity. Across the world, empirical studies have found that 
prolonged economic expansion have eventually reduced poverty incidence. Recent 
studies have also shown that equity/equality of opportunities are complementary to 
prosperity over the medium- to long-term. Marrero and Rodríguez (2010) find a robust 
negative relationship between inequality of opportunity and growth. 9

12. Several factors may have contributed to a weak (at best) pro-poor bias of 
growth and a worsening distribution of income. These include the combination of 
high transaction costs—such as the cost for labor or capital of moving to another region 
or section—with the following features (World Bank, 2010a):  

 World Bank 
(2006) also point to the risk, at the low end of the distribution, of “inequality traps”. 
These can occur as economic, social, and political inequalities tend to reproduce 
themselves over time and across generation.  

• Unequal sectoral distribution of growth. This could slow progress in poverty 
reduction if the poor are concentrated in the sectors that are stagnating or 
contracting. The Filipino poor tend to live in rural areas and work in the 
agricultural sector.10

                                                   
9 Marrero and Rodríguez (2010) posit that income inequality is a composite measure of two different sorts 
of inequality: (1) inequality of opportunity and (2) inequality of returns to effort. These two types of 
inequality affect growth through opposite channels. They find a strong positive relationship between 
inequality of returns to effort and growth.  

 Unfortunately, the sectoral pattern of growth since 2000 
has not benefitted the agricultural sector. Growth has concentrated instead in 
manufacturing, transport and communication sectors which are less labor 
intensive and therefore have contributed little in the way of job creation, despite 

10 71 percent of them live in rural areas and 59 percent belong to families whose household head works in 
agriculture (World Bank, 2010a). 
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their contributions to output growth. For example, while manufacturing makes 
up 20 percent of GDP it has contributed only 4.5 percent of the total 
employment growth. On the other hand, agriculture accounting for nearly 40 
percent of total job creation for unskilled labor and constituting 15 percent of 
GDP, contributed only 13 percent to GDP growth. 

• Unequal spatial or regional distribution of growth, with some regions benefitting a 
lot more from output growth than others.11

• Changes in the relative price of labor provided by the poor or of the goods 
consumed by the poor,  

 This could have a similar effect as 
the unequal sectoral growth: if the poor are concentrated in declining or 
stagnating regions and population mobility is limited, poverty may not change 
or may even worsen despite rapid overall growth. Two key factors appear to be 
contributing to regional disparities: (1) significant regional segmentation of 
labor markets that act against fluid labor mobility across geographical regions, 
as suggested by differences in real wages across different geographic areas, and 
(2) skewed distribution of regional endowments (infrastructure, transportation, 
communication) that results in high regional concentrations of manufacturing 
employment. The end result is that rich regions are getting richer while poor 
regions remain poor. 

• Changes in the returns to human capital that limit the opportunities of the poor 
to benefit from growth, and  

• Changes in public spending and policies that reduce the welfare of the poor.   

13. Being at an early stage of its demographic transition, with high population 
growth and dependency ratios, also impacts the inclusiveness of growth in the 
Philippines. The constant pressure from new entrants strains the economy’s capacity to 
absorb labor and generate adequate real wage growth. Labor supply pressures have only 
been partly mitigated by a surge of outbound international migration and decline in 
labor force participation. Between 2001 and 2007, the working age population grew by 
17.6 percent while employment grew by only 13 percent. On the other hand, real wages 
declined by 5 percent between 2003 and 2006, mostly in the services sector which 
suffers from the largest oversupply of labor. 

14. The rest of this chapter focuses on the development of key changes that have a 
bearing on poverty since the publication of the last (2009) Philippines Development Report. 
The next section deals with recent developments in poverty following the macro shocks 
of the financial crisis and El Nino, and the following section addresses the country’s 
progress toward meeting the Millennium Development Goals (MDGs). The chapter 
concludes with a discussion about the policy recommendations stemming from the 
insights made in this chapter. 

                                                   
11 The NCR, for example, contains only 13 percent of the country’s population but accounted for 37 
percent of the GDP in 2006 (World Bank, 2010a). Consequently, its poverty headcount of 10.4 percent is 
considerably lower than the national rate. 
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RECENT POVERTY DEVELOPMENTS 

The global crisis and the Philippines 

15. The global recession has taken its toll on poverty in many developing 
countries. At the global level, the crisis is projected to have added by 2010 an estimated 
89 million to the number of people living below $1.25 a day and 120 million to the 
number below $2 a day (Chen and Ravallion, 2009). The global recession comes on the 
heels of the food and fuel price crisis of 2008, during which food prices increased by 13.6 
percent, up from 3.3 percent in 2007 (UNDP, 2010). World prices of all major food 
commodities reached their highest levels (in real terms) in nearly 30 years. Fuel prices 
went up by 17 percent in 2008, as compared to 3 percent in 2007, which was likely to 
have both a direct (higher energy costs) and indirect (higher costs of other goods that 
use fuel as an input) effect on household consumption.  

16. The impact of the global recession on poverty in the Philippines is 
estimated to be large. While poverty incidence rose slightly from 2006 to 2009, in the 
absence of counterfactual it is not possible to know the extent to which poverty 
incidence would have been lower in the absence of these major shocks. To remedy this, 
several methodologies have been used to estimate the impact of the global recession 
(and other shocks) on poverty in the Philippines. Two broad categories of studies can be 
distinguished: those based on ex ante crisis impact estimates, and those based on ex post 
assessments. Both types, as detailed in the next two sub-sections, find that, along with a 
notable impact on poverty incidence, the global recession also significantly impacted the 
distribution of income and consumption among the poor and non-poor.  

Ex ante estimates of crisis impacts 

17. Various methodologies have been used to determine how the shocks that 
impacted the country are likely to be transmitted at the household level. In the 
absence of frequent and large-scale household surveys—since the FIES, the survey that 
meets the scale criterion, is only undertaken every three years and its availability comes 
with over one year delay—it is helpful to have ex ante estimates about crisis impacts. 
These estimates provide a general idea about which groups are most vulnerable to 
falling into poverty as a result of a crisis, and allow policymakers to design well-
targeted policies in a timely manner.  

18. Despite the modest impact of the crisis on the overall Filipino economy, it 
is expected that the global recession had a substantial impact on poverty. Habib et 
al. (2010) report that employment is expected to be 1.8 percent lower in 2010 as 
compared to a non-crisis scenario, and average household income is expected to be 3.6 
percent lower, due mainly to drops in both labor income and remittances. In particular, 
households with heads employed in manufacturing are estimated to have experienced 
foregone income growth of 4.8 percent due to the crisis. This decline in income is 
expected to result in a 2.1 percentage point increase in the poverty headcount rate and a 
1.0 percentage point increase in the poverty gap (which measures the distance to the 
poverty line). Balisacan et al. (2010) report similar findings. 

19. The global recession is estimated to have had significant but idiosyncratic 
income distribution impacts. While Habib et al. (2010) find that inequality indicators 
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such as the Gini coefficient are not statistically different between their crisis and non-
crisis scenarios, they reveal that poverty impacts are not likely to be distributed 
uniformly across regions. For example, urban centers with a large manufacturing base 
(e.g., NCR) are more affected than rural regions despite the decline in the prices of 
major export commodities such as copra and coconut oil. On average, urban areas 
experience an 11.5 percent increase in poverty, whereas the headcount rises by only 5.2 
percent in rural areas. Although the absolute change in headcount is nearly identical 
across regions and urban/rural areas, urban regions experience a higher percentage 
increase because they start with a lower headcount.  

20. Simulation analysis can identify the “crisis-vulnerable”, i.e., households 
who are most vulnerable to falling into poverty as a result of the crisis.12

Figure 1.4. Philippines: growth incidence curves (crisis versus benchmark, 2010) 

 Habib et 
al. (2010) find that compared to the general population, households vulnerable to the 
crisis are disproportionately employed in manufacturing because output and income 
losses mainly occurred in these sectors. “Crisis vulnerable” households are also  different 
from “permanently” or “structurally” poor households who are  more likely to be 
employed in agriculture (64.0 percent of the structurally poor as opposed to 36.9 
percent of the crisis-vulnerable), have even lower-skilled, and have higher dependency 
ratios on average.  

 
         Source: Habib et al. (2010)       

 
21. The nuances of the distributional impacts of the crisis are best illustrated 
using Growth Incidence Curves (GICs)—Figure 1.4. GICs plot the percentage 
change in per capita income as a result of the crisis across income percentiles. The 
overall GIC (Figure 1.4a) shows that there are losses in income of about 3-4 percent 
between the 10th and 90th percentiles. Moreover, percentage losses are higher between 
the 50th and 90th percentiles than between the 10th and 50th percentiles, indicating that 
the middle and upper-middle classes suffer somewhat higher losses than the lower-
middle class. The poor, however (those below the 10th percentile) suffer the largest 
income losses (4-7 percent). The distribution of the impacts within urban and rural 
areas shows that there are important differences between the two areas (Figure 1.4b). 
The urban incidence curve suggests higher impacts for the bottom 10 percent of the 
distribution and lower impacts for the top 30 percent, while the rural incidence curve is 
                                                   
12 Once the FIES 2009 dataset becomes available, these findings could be verified. 
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quite flat, with marginally higher impacts seen only for some of the poorest (below 10th 
percentile) and wealthy (70th to 80th percentile).  

Ex post estimates of crisis impacts 

22. Studies using rapid response data confirm the results of these ex ante 
methods. A study of 17 middle-income countries shows that in terms of employment 
losses, the Philippines was only moderately affected by the crisis (Cho and Newhouse, 
2010). However, as the simulations suggest, poverty has increased during the crisis 
years, which has a significant impact on the welfare of certain groups. The Social 
Weather Stations reports an increase of 9 percent in self-rated poverty between 2006 
and 2009, along with a nearly 21 percent increase in self-reported hunger episodes 
during the same period.  

23. Studies using qualitative assessments also attest to an increase in poverty. 
This increase is driven mainly by losses in labor income, due to both layoffs without 
severance pay, and underemployment, to the extent that workers are sometimes 
working 50-70 percent of their pre-crisis hours. Households report that hardly any 
financial support was available from government sources, and so they had to rely on 
other coping mechanisms, including relying on remittances and savings and seeking out 
more informal employment. Although this suggests a crowding out of the agricultural 
sector, it appears that most laid-off workers preferred to stay in urban areas for a few 
months to look for work before moving back to their rural homes (Mason and Turk, 
2010). Many households also report adjusting their expenditures on food (over 40 
percent of households report buying less expensive food), health (15.2 percent of 
households not buying expensive medicine, even when necessary), and education (1.5 
percent of students were withdrawn from school between November 2008 and April 
2009). 40 percent of households report having to borrow money from various sources, 
and 6.3 percent said that at least one member of their household looked for additional 
work though only 4.6 percent report being able to find employment. All of these coping 
strategies were more prevalent among poor households than among non-poor 
households. 

24. Youth were most affected by the unemployment and underemployment 
situation (Cho and Newhouse, 2010). There are several possible reasons for this 
outcome. First, firms see younger workers as having acquired fewer job-specific skills 
and therefore more dispensable. Further, high minimum wages also reduce firms’ 
downward flexibility for younger and unskilled workers. Finally, there is also likely to 
be an influx of youth into the labor market as households remove children from school 
to provide additional income.  

Climatic factors further complicate crisis effects 

25. The manifestations of climate change are also becoming more problematic 
for the Philippines. The Philippine Atmospheric, Geophysical, and Astronomical 
Services Administration (PAGASA) estimates that there has been a significant increase 
in annual mean temperature from 1951 to 2006. It also estimates that there has been a 
significant decrease in the number of cold days and cool nights, and an increase in the 
number of hot days and warm nights between 1961 and 2003. This is likely to cause 
changes in weather patterns and inter-annual and intra-seasonal variability in daily 
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rainfall, and sea-level rise, which can have a large effect on agricultural production, 
affecting both farmers as well as those who make a living doing coastal activities such as 
fishing or seaweed farming. 

26. The Philippines’ geography makes the country especially vulnerable to 
natural disasters. In 2008, the Philippines ranked fourth in terms of the Climate Risk 
Index. Natural disasters can cause significant destruction of crops, livestock, natural 
resources, and property in both rural and urban areas. There have been relatively more 
El Niño and La Niña episodes (11 and 8 respectively) from 1971-2009 than from 1950-
1970 (6 and 5 respectively). In 2009, Typhoons Ondoy and Pepeng damaged 50,000 
houses and over 2,500 schools. In addition, they increased the prevalence of vector-
borne diseases such as malaria and dengue fever, as well as others such as cholera, 
diarrhea, malnutrition, and acute respiratory infections.  

Figure 1.5. Philippines: growth incidence curves (with and without El Niño, 2010) 
 

                     a) Per capita income                               b) Per capita income: urban and rural 
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         Source: World Bank Staff estimate. 

 
27. The 2010 El Niño phenomenon is estimated to have further increased 
poverty (World Bank, 2010f). The El Niño phenomenon caused severe droughts and 
had a devastating impact on rice and corn crops in the northern Philippines. El Niño is 
estimated to have subtracted 0.9 percentage points to 2010 GDP growth. Employment 
rates are estimated to have fallen by 0.6 percent, mostly in the agriculture and services 
sectors, leading to a 0.7 percent drop in overall income and a 0.4 percentage point 
increase in poverty. These income losses are largest at the bottom of the distribution 
(1.5 percent for the lowest 10th percentile of income), but otherwise evenly distributed 
(at about 1.0 percent) for the rest of the population (Figure 1.5a). This pattern holds 
true in the bottom half of the distribution for both urban and rural households, but 
richer rural households appear to be less affected by El Niño (Figure 1.5b).  

MEETING THE MILLENNIUM DEVELOPMENT GOALS 

28. A recent assessment of countries’ progress in achieving the Millennium 
Development Goals (MDGs) by 2015 reveals a mixed picture of the Philippines 
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(UNDP, 2010).13

Figure 1.6

 While the country has made good progress and has a high likelihood 
of achieving a large number (42 percent) of its goals, the remaining 29 percent have a 
medium likelihood and another 29 percent have a low likelihood of being achieved 
( ). The series of large shocks that rocked the Philippines since 2008 partly 
contributed to this mixed picture.14

Figure 1.6. Philippines: Probability of achieving individual MDGs 

   

 

 
                      Source: UNDP (2010) 

29. Progress on poverty, despite the large shocks since 2008, is likely thank to 
strong gains in the early 1990s. The Philippines is estimated to have a high likelihood 
of meeting its target of halving extreme poverty, and has a medium probability of 
meeting its target of halving moderate poverty by the 2015 deadline (UNDP, 2010). 
Figure 1.7 shows the trends in both types of poverty incidence and the additional 
declines in poverty needed to meet the MDGs.  

Figure 1.7. Philippines: progress and prospects in achieving the poverty MDGs 
 

(a) Extreme Poverty Incidence (b) Moderate Poverty incidence 

  

Sources:  UNDP (2010) and MDG presentation    

30. Nutrition targets, however, have proved more difficult to meet (UNDP, 
2010). More than half the households in the country are still not able to meet the 
nutritional requirements of their members. The proportion of households with per 

                                                   
13 The MDGs are a set of objectives focused on addressing several development challenges in addition to 
income poverty. These include employment opportunities, hunger, access to education, gender equality, 
prevalence of disease, and environmental degradation. 
14 These are the food and fuel crisis, the global recession, Ondoy and Pepeng, and El Nino phenomenon. 
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capita intake below 100 percent dietary energy requirement decreased by 12.5 percent 
points from 1993 (69.4 percent) to 2003 (56.9 percent); still behind by 22.2 percent 
points from the 2015 target of 34.7 percent. A similar trend exists for malnutrition 
among children aged 5 and below from 1990 to 2005, but 2008 saw an increase of 1.6 
percentage points in the number of children below five with malnutrition which might 
set back the country’s progress toward meeting that target.  

31. Employment and education-related goals are also proving difficult to reach 
(UNDP, 2010). In recent years, the employment rate among the working age population 
has been declining, particularly among women and youth. In addition, over 22 percent 
of the employed population is living on below US$1 per day, and 50 percent of workers 
are still engaged in vulnerable employment. Although the government continues to 
build school facilities, targeting of underserved areas has been poor, and shortages of 
classrooms and teachers still exist in many areas. Better targeting and greater efforts 
are needed to meet the demands of a larger numbers of students.  

32. The Philippines, however, is close to meeting several health-related goals 
(UNDP, 2010). Both infant mortality and under-five mortality have declined (by 56 and 
57 percent respectively), due to effective child health and related programs introduced 
by the Department of Health. These include breastfeeding and complimentary feeding, 
micronutrient supplementation, immunization of children and mothers, integrated 
management of sick children, child injury prevention and control, birth spacing, and 
proper hygiene. Maternal mortality has also been falling, but at a relatively slower rate, 
and it is unlikely that the country will be able to meet its maternal mortality target.  

33. Malaria morbidity and mortality rates have also dropped sharply between 
1990 and 2009, from 123 cases and 1.5 deaths per 100,000 people to 22 and 0.02, 
respectively. Targets for tuberculosis detection rate and treatment success rate have 
already been achieved in 2004, and the cure rate is almost at target. HIV prevalence also 
remains low overall, although the number of newly reported HIV cases has risen from 2 
to 5 per day from 2009 to 2010. Finally, although there has been a decline in the 
proportion of people with access to safe water and sanitary toilets and those who live in 
makeshift housing, there has been an increase in the proportion of people who live as 
informal settlers.  

Gender equality 

34. Progress towards achieving the MDGs has an important gender dimension. 
For example, a pertinent question relates to whether and to what extent women have 
been disproportionately impacted by the various macroeconomic shocks over the past 
few years, leading to an even more skewed poverty incidence by gender. Studies using 
the Philippines Labor Force Survey estimate that both men and women have 
experienced job losses and experienced sharp declines in real wages. However, unlike in 
past crises, overall employment rates declined markedly more for men than for women. 
Men experienced larger increases than women in the share of the population 
unemployed and non-participating (Cho and Newhouse, 2010). On the other hand, self-
employment for women especially suffered, since demand for small-scale products and 
services that women usually sell likely dwindled. Women employment as unpaid family 
workers increased in conjunction with this decline. A number of possible reasons for 
this varied impact. Women may have reentered the labor force in greater numbers, men 
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may have been less flexible in their ability to take up a new job and more apt to stay 
unemployed, or the crisis may have affected primarily male-dominated industries 
(Menon and van der Meulen Rodgers, 2010). 

35. Men appear to have been most impacted, in terms of real wage losses, 
during the recent crises affecting the Philippines. It is estimated that between 2007 
and 2009, men’s real wages declined by 3.6 percent whereas those of women declined by 
2.7 percent. These decreases were most pronounced at the upper ends of the male and 
female wage distributions in both 2008 and 2009.  

36. However, poverty among female-headed households is likely to have 
deteriorated more than in male-headed households. According to micro-simulations 
undertaken by Habib et al. (2010), poverty incidence in female-headed households is 
likely to have increased by 11.9 percent in 2010, as opposed to 7.6 percent for male-
headed households. In general, labor income is more negatively impacted for female-
headed households. In 2009, this was mostly due to a larger loss in manufacturing 
earnings, whereas in 2010 the impact is distributed more evenly across sectors. 

THE 2011-2016 PDP TO ACHIEVE HIGH, SUSTAINABLE AND INCLUSIVE GROWTH 

37. At the center of the Aquino government’s development policies is a social 
contract with the Filipino people that envisions “a country with an organized and 
widely shared, rapidly expanding economy through a government dedicated to honing 
and mobilizing people’s skills and energies as well as the responsible harnessing of 
natural resources.”15

38. The 2011-2016 Philippine Development Plan (PDP) seeks to substantiate 
the vision of inclusive growth and poverty reduction that underlies the social 
contract.  Accordingly, the PDP focuses on three strategic objectives: (1) attaining a 
sustained and high rate of economic growth that provides productive employment 
opportunities, (2) equalizing access to development opportunities for all Filipinos, and 
(3) implementing effective social safety nets to protect and enable those who do not have 
the capability to participate in the economic growth process.  An overarching challenge 
in the pursuit of development in the Philippines is to improve governance, which has 
been recognized as an important constraint on sustained growth and poverty reduction. 

 This vision of inclusive growth and poverty reduction is expected 
to result from a more transparent and accountable government, an uplifting and 
empowering of the poor and vulnerable, and faster economic growth. To render such 
development sustainable, the social contract also highlights the need for peace, justice, 
security, and preserving the integrity of natural resources.  

39. To achieve high and sustained growth, the PDP focuses on macroeconomic 
stability, public investment, competitiveness, and governance, while 
strengthening institutions to promote competition. With regard to maintaining a 
stable macroeconomic environment, the PDP stresses the need for fiscal consolidation, 
low and stable inflation, a reduction in external vulnerabilities, and a strengthening of 
the financial system through financial capitalization, better supervision and market 
discipline. To promote public infrastructure development, the PDP emphasizes the 

                                                   
15 Source: PDP 2011-2016, Stakeholder Consultation on the UNDP Country Programme Document, 
November 18, 2010. 
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development of strategic public-private partnerships (PPPs) and improvements in the 
investment climate for the private sector. To improve governance, the PDP seeks to 
promote sound and consistent public policies, while enforcing the rule of law.  It places 
great importance on improving the efficiency, transparency and accountability of public 
finances, while also raising the efficiency of public investment programming processes.  
It also aims to ensure equal justice for the rich and poor through reforms of the 
Judiciary and Criminal Justice System, as well as to revive the peace efforts in Mindanao. 

40. Fiscal stability and (moderate) consolidation is envisaged to predominantly 
arise from revenue increases rather than expenditure cuts. 16  The fiscal 
consolidation goals are moderate, especially in light of the high underlying GDP 
growth target. The NG overall fiscal deficit is expected to be reduced by about 2 
percentage points of GDP over the six year period,17

41. Revenue mobilization will be driven by expanding the tax effort through a 
combination of tax administration and policy measures. Key administrative 
measures include an aggressive implementation of the Run Against Tax Evaders 
(RATE), Run After the Smugglers (RATS) and Revenue Integrity Protection Service 
(RIPS) programs, a close collaboration with the Department of Justice and the Judiciary, 
requiring ITR and BIR-reviewed financial statements for loan applications and 
government contract biddings, cross-referencing data sources and align government-
issued ID numbers, pursuing import mapping and review BOC accreditation process, 
and improving collection of estate taxes and penalize banks that facilitate capital gains 
tax evasion. Key policy measures include reviewing the Fiscal Incentives Law, updating 
zonal values, and reviewing fees and charges of government agencies as well as tariff 
cuts. 

 and the NG debt-to-GDP ratio 
would fall by about 5 percentage points of GDP to 52.4 percent of GDP by 2016. 
Although no overall expenditure compression is targeted, as the 2011 budget 
demonstrated, the government has a clear focus on cutting waste and inefficient 
spending so as to help create fiscal space for priority spending geared at fulfilling the 
Aquino administration’s Social Contract with the Filipino people. 

42. Reforms focusing on NG fiscal consolidation, expenditure efficiency, 
governance and service delivery will extend to the broader public sector, 
especially to GOCCs. To this end, the government envisages to pro-actively manage 
GOCCs. Specifically, it aims to strengthen oversight to GOCCs with larger liabilities 
and introduce the following measures: (1) performance standards and compensation 
caps for all presidential appointees to GOCC governing boards, (2) issued EO No. 7 
directing the rationalization of the compensation and position classification system in 
the GOCCs and GFIs, (3) institutional and financial reforms geared towards operational 
financial efficiency, (4) proactive management of contingent liabilities, and (5) adjust 
user charges to appropriate levels. 

43. To equalize access to development opportunities, priorities will be to 
develop the human capital of the poor and to lower barriers to access to land, 

                                                   
16  Revenue (expenditure) is projected to rise from 14.6 (18.5) percent of GDP in 2009 to 19.6 (21.6) 
percent of GDP in 2016. 
17 The deficit reduction is targeted to be achieved by 2013. From 2013 to 2016, a constant 2 percent of 
GDP deficit in the NG overall fiscal balance is targeted. 
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credit, technology and infrastructure services.  Higher level of human capital will 
enable the poor to take better advantage of emerging income-earning opportunities. 
Human capital development will be promoted through increased public investment in 
more and better education services, as well as on improving public health, nutrition and 
other basic social services. 

44. To create effective social safety nets, the PDP focuses on expanding social 
protection, health insurance and targeting. In particular, the priorities are to (1) 
increase the coverage of social protection mechanisms that have proven effective and 
responsive, such as the conditional cash transfer program (4Ps); (2) increase the 
coverage of public health insurance program for the poor; and (3) improve the targeting 
of public expenditures. Looking toward the longer term, it also emphasizes the need to 
strengthen disaster risk and climate change management. 

CONCLUSIONS AND POLICY RECOMMENDATIONS  

45. There are two main problems that need to be dealt with in terms of alleviating 
poverty in the Philippines. First is the more long-term problem of inclusive growth, 
ensuring not only that growth occurs but also that it pulls people out of poverty when it 
does. Second is the recent spate of macroeconomic shocks in the form of global 
economic catastrophes (the financial crisis, the food and fuel crisis) and natural disasters 
(El Nino, typhoons). Not only must policymakers try and mitigate the impacts of 
current and past shocks, they must also work toward creating systems that can 
automatically minimize the impacts of future disasters, which (especially in the case of 
natural disasters) are likely to continue to occur periodically. The policy prescriptions 
for these two problems are distinct because they affect different groups of people and 
require very different solutions. 

Long-term inclusive growth 

46. Fostering more inclusive growth in the Philippines requires fundamentally 
that better income-generating opportunities be created for the poor. The poor 
derive much of their income from wages (48.5 percent), but currently labor market 
segmentation and uneven regional and sectoral development, severely limit income 
opportunities for the poor. Hence: 

• Policy Action 1

• 

: facilitate investment in low-productivity sectors and regions where 
productivity enhancement potential exist so as to make them more competitive and 
dynamic. A reform of labor market policies so as to facilitate smoother labor 
mobility to sectors and regions currently benefitting from high economic 
growth would be needed. Evidence from other countries suggests the 
appropriateness of the flexicurity model—a combination of policies that reduce 
labor market rigidities and imperfections and a better system of social protection 
that provides Filipinos effective security against falling into poverty in the 
process of making sectoral adjustments.   

Policy Action 2: agricultural sector reform is needed to dent poverty incidence. 
Measures to consider would include a sharp reduction in tariff and non-tariff 
barriers that plague Philippines agricultural sector (this should be accompanied 
by carefully considered transitional compensation measure). For example, 
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agrarian reform policies which limit access to land ownership must be reviewed 
in order to create better functioning land markets that enable more productive 
farmers to have better access to more land.  

Care must also be taken not to ignore non-farm activities that serve to bring 
people out of poverty in rural areas in the Philippines. In fact, several studies 
show that although agriculture can still play a large role in areas that are 
endowed with favorable agro-ecological and geographical attributes, 
agriculture’s potential to make a direct contribution to poverty reduction in 
many other locations remains limited (World Bank, 2010a). Hence public 
investment in non-farm activities in rural areas is crucial. The nature of 
profitable and sustainable non-farm activities will however differ by location. 
While locations close to metropolitan centers will benefit from industrial 
agglomeration effects, rural areas may require alternative approaches such as 
consolidated agribusiness ventures where primary and post-harvest activities are 
vertically linked to streamline agricultural processes and boost productivity. 

The government also needs to work toward reforming the non-agriculture 
sector as significant scope for productivity enhancement remains. Essentially, 
the manufacturing sector needs to be converted into a more efficient engine for 
creating jobs, mainly by removing barriers to competition and private 
investment. Services—especially tourism—is another sector in which the 
government could invest, particularly by enhancing the already existing 
comparative advantage that the country has in these sectors. Finally, greater 
public investment in health and education is crucial to ensuring that the new 
jobs created by these sectors can be filled by a pool of adequately qualified 
workers. 

 
• Policy Action 3

Guarding against shocks 

: inefficient programs should be reformed or replaced while the effective 
ones should be scaled up. Good examples include the NFA rice subsidy program for 
the former and the 4Ps conditional cash transfer (CCT) program for the latter. 
Evidence from other countries’ CCT programs indicates that, on average, 80 
percent of the benefits goes to the poorest 40 percent of households (Coady et al., 
2004, and Lindert et al., 2005). Since its piloting in 2007, the 4Ps has continued 
to expand, from 300,000 households in 2008 to 660,000 in 2009, and 1,000,000 
in 2010. The government is currently targeting 2.3 million households by the 
end of 2011, and every effort should be made to ensure that it meets this goal. 
Spending on health and education facilities should be increased, so that those 
participating in the 4Ps have the means to adopt the measures required to be 
eligible for the programs.  

• Policy Action 4: Improve the social safety net. This is needed for protecting 
households that are forced into poverty as a result of macroeconomic shocks, 
income losses through job loss, or decline in incoming remittances. In the 
context of the Philippines—and subject to a mark improvement in public sector 
governance so as to raise public service delivery—considerations could be given 
to: (1) food programs, such as supplementary feeding programs, food vouchers, 
or food subsidies, which ensure that malnutrition and hunger do not result from 
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temporary declines in income; (2) fee waivers and subsidies for healthcare, 
schooling, school supplies, and utilities, which ensure that people do not have to 
be forced into making suboptimal consumption choices away from education and 
good health practices; and (3) public works programs, which generate 
employment opportunities for those who become unemployed or underemployed, 
or who need additional income in order to keep up with rising prices.  

An important concern regarding these programs is how to effectively target 
them to the most vulnerable members of the population. Particularly during a 
crisis, it is critical that policymakers devise social safety nets that will impact 
those that are most vulnerable to that particular crisis.  

• Policy Action 5

 

: Develop micro-insurance markets. Although an emerging field, 
micro-insurance appears to be a very effective way of providing a shock absorber 
to those who may be vulnerable to crises. Programs in India, for example, have 
worked on providing rainfall insurance to farmers, to guard against years with 
low rainfall and bad yields. A similar method could be used to protect Filipino 
farmers from the effects of weather shocks such as El Niño or typhoons, which 
are unexpected but occur frequently enough. In this context, the use of mobile 
technology could be a particularly useful way of reaching people in very remote 
areas. Such a program could be built on existing efforts to use mobile technology 
to make financial transactions, by enhancing the platform to make premium 
payments and receive insurance credits.  
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2. EMERGING MACRO-ECONOMIC RISKS TO 
INCLUSIVE GROWTH 

 

47. Macroeconomic stability is critical to generate high, sustained and inclusive growth as 
well as for poverty reduction.  For the short- to medium-term, two key risks to macroeconomic 
stability in the Philippines are the relative weakness of public finances and large short-term 
capital inflows.  The former is a perennial problem in the Philippines and finds its roots in low 
revenue mobilization, high debt ratio and important fiscal risks.  These result in limited fiscal 
space.  The latter reflects improved domestic prospects but also strong global investors’ appetite 
towards emerging markets.  Improving public finances is also critical to delivering on several 
aspects of the Social Contract and the PDP objectives.  The government’s PDP objective to 
reduce the fiscal deficit over the medium-term is welcome and aligned with the notable reform 
measures included in the 2011 NG budget. To entrench fiscal consolidation gains, the following 
measures could be considered: (1) a fundamental reform of the tax system; (2) setting up a 
dedicated fiscal risk unit within the Department of Finance and improve risks related to the 
public debt, GOCCs, and PPPs; and (4) accelerate fiscal consolidation further in 2011 (this 
would also help reduce short-term capital inflows risks).   

FISCAL CHALLENGES TO DELIVER ON THE PDP INCLUSIVE GROWTH AGENDA 

48. Improving public finances, and revenue mobilization in particular, is 
critical to delivering on the Social Contract and the PDP objectives (¶37). 
Notwithstanding Standard & Poor’s November 2010 upgrade of the Philippines’ foreign 
currency rating to BB (two notches below investment grade and the first upgrade in 13 
years), public finance weaknesses remain. Weaknesses include high, albeit improving, 
public and external debt ratio, and a weak fiscal profile primarily due to narrow tax base 
and weak tax compliance remain (Standard & Poor’s, 2010). These weaknesses could 
become binding constraints and undermine all three PDP priorities.18

Fiscal sustainability and fiscal consolidation 

 Relatively high 
debt levels indeed expose the country to potential crises, limited fiscal space could 
constrain the pace and scope of implementing the social safety net as well as priority 
spending in health, education and infrastructure. As detailed in the PDP, these are 
critical to empower the poor and vulnerable, increase overall human and physical capital 
and boost the economy’s growth potential.    

49. Fiscal sustainability can be defined as the possibility of maintaining 
current fiscal policies into the indefinite future without leading to insolvency. 
                                                   
18 As detailed in Chapter 1, these are: (1) attaining a sustained and high rate of economic growth that 
provides productive employment opportunities, (2) equalizing access to development opportunities, and 
(3) implementing effective social safety nets. 
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Solvency, in turn, relates to a country’s ability to generate sufficient future primary 
surpluses to be able to repay its outstanding debt (IMF, 2003).19

50. Although downside risks exist, current indicators and the medium-term 
outlook suggest that public finances in the Philippines are broadly sustainable. As 
detailed below, the dynamics of indicators of fiscal sustainability (fiscal balances and 
debt) has been mixed over the past few years. However, given earlier fiscal 
consolidation efforts, an economy that emerged rapidly and robustly from the global 
recession and is forecast to grow briskly over the medium-term, the medium-term 
outlook for public finances—based on current policies—point to favorable debt 
dynamics. Downside risks include, in particular, the potential realization of fiscal risks 
such as contingent liabilities. These are detailed in a later subsection. 

 This definition does 
not seem demanding as it does not preclude the accumulation of large debt to be 
eventually repaid by large primary surpluses over a long period of time. However, in 
practice, the credibility of running such surpluses in the future is often questioned on 
the grounds of economic and political feasibility; credibility/feasibility therefore is the 
binding constraint that can push countries into default.   

51. While key indicators of debt sustainability have deteriorated during the 
global recession, they remain positive in the Philippines thanks to earlier fiscal 
consolidation efforts and broadly favorable domestic and external outlook. In particular:  

• Overall fiscal balances: the balances of both the National Government (NG) and 
the non-financial public sector (NFPS) did improve from the near fiscal crisis of 
the mid-2000s to 2007. However, as the global financial crisis and recession 
arose, these balances deteriorated markedly and structurally (Figure 2.3). The 
structural worsening arose both on the revenue side, with numerous large and 
permanent tax erosion measures, and on the expenditure side mainly due to the 
passage of the Salary Standardization law III which is adding 1.8 percent of 
GDP to the wage bill over the medium-term (World Bank, 2010e )—Figure 2.4. 

• Primary fiscal balances: while the NG primary balance peaked with a 4 percent of 
GDP surplus in 2006, as structural revenue and expenditure deteriorated and 
the economy decelerated sharply due to the global recession, a small primary 
deficit of 0.3 percent of GDP emerged in 2009 (Table A.5). The NG primary 
deficit is projected to shrink to 0.1 percent of GDP in 2010 but then to turn into 
a small surplus from 2011 onwards. Such a primary balance would exceed the 
sustainable primary fiscal balance estimated from a standard IMF-World Bank debt 
sustainability analyses (DSA)—Figure 2.1.20

• Public debt: debt is broadly sustainable and its high level is a credit rating 
constraint (IMF, 2010a; Standard and Poor’s, 2010). Both NG and NFPS debt-to-GDP 
ratio posted sharp improvements from 2003 to 2007 and then stabilized (NFPS) or 
deteriorated slightly (NG) from 2008 to 2010 (Table A.7). An analysis of the sustainatility 

 

                                                   
19 Technically: the present discounted value of future primary surpluses must be at least equal to the value 
of the existing stock of public debt.  
20 The sustainable primary balance of the NG is estimated at -1 percent of GDP; the IMF DSA estimate 
of the NFPS sustainable primary balance is at -0.4 percent of GDP (IMF, 2010a). Hence, in both cases a 
small deficit would still be sustainable given, in particular, growth and interest rate prospects. 
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Figure 2.1. Philippines: National Government Debt Sustainability (Bound Tests) 1/ 
(in percent of GDP)  
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minus domestic inflation (based on GDP deflator).   
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of the Philippines public debt indeed reveals that whereas debt is decreasing over time 
based on a baseline macroeconomic scenario, some shocks generate worsening debt 
dynamics 21 Figure 2.1 (  for NG DSA and IMF, 2010a, for a NFPS DSA). A 
complementary DSA taking into account not just the macroeconomic framework 
projected over the next five years but also the distribution of historical shocks in the 
Philippines further reveals that the distribution of the public debt path is tilted upwards; 
i.e., debt has a noticeably higher likelihood of increasing than decreasing (Figure 2.2). 
This warrants additional caution and fiscal space in setting fiscal policy. 

 
Figure 2.2. Stochastic DSA and fiscal reaction function 
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Source:  World Bank staff based on Celasun et al. (2006).       Source: World Bank staff based on Ostry et al. (2010). 

1/ The “fan chart” approach builds on the baseline debt path projected in a standard debt sustainability 
analysis by adding confidence intervals around this central projection (the confidence interval is 

constructed by drawing on the joint distribution of historical shocks to key macroeconomic variables: 
GDP growth, the exchange rate, domestic and foreign interest rates). 

 

52. While broadly sustainable, high debt warrants fiscal consolidation so as to 
move increase resiliency to shocks, create fiscal space, and boost growth. The 
standard DSA presented above estimates a “sustainable” level of debt by defining it as a 
level at which debt is stable (i.e., no increasing/exploding). One important caveat of this 
approach is that it is agnostic about the desirability of stabilizing the debt at such a level, 
or even the feasibility of reaching such a level. For the latter, econometric analysis of 
fiscal policy reaction functions have been used. These point to the following conclusions 
for the Philippines: 

• The debt level in the Philippines significantly exceeds estimates of sustainable 
level of public debt in emerging markets. At about 60 percent of GDP, the non-
financial public sector debt of the Philippines exceeds the 20 to 50 percent of 
GDP range that most econometrics studies find to be the upper threshold of 
sustainable debt-to-GDP ratio in emerging markets (e.g., IMF, 2003; Manasse et 
al., 2003; Reinhart et al., 2003). Empirical studies also find that for emerging 
markets with a history of sovereign debt default—as is the case for the 

                                                   
21 These include shocks to GDP growth, the primary fiscal balance, and to the exchange rate. 
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Philippines given its 1983 default/restructuring event22—“debt intolerance” is 
more pronounced; ceteris paribus, this lowers the sustainable debt level (Reinhart, 
Rogoff, and Savastano 2003). Indeed, data from Reinhart and Rogoff (2009) 
reveal that several sovereign debt default took place at low debt levels—so much 
so that 20 percent of defaults occurred in countries with external debt to GNP 
ratio below 40 percent.23

• Public debt and economic growth: for emerging markets, when total gross external 
debt (public and private) reaches 60 percent of GDP, annual growth declines by 
about two percent; for levels of external debt in excess of 90 percent of GDP, 
growth rates are roughly cut in half (Reinhart and Rogoff, 2010). This confirms 
the earlier findings of Pattillo et al. (2002) that external debt starts having a 
negative effect on growth beyond 35-40 percent of GDP. In terms of the 
contributions to growth, approximately one-third of the effect of debt on growth 
occurs via physical capital accumulation and two-thirds via total factor 
productivity growth (Pattillo et al., 2008). As total external debt in the 
Philippines reached 39 percent of GDP in 2009 (Table A.1.), of which about 19 
percent of GDP was public, a reduction in public debt would have a notable 
growth dividend. 

 

• Fiscal space from fiscal consolidation: in 2009, 20 percent of the NG’s total 
spending was allocated to interest payments on its debt (Table A.5 page 122). 
Fiscal space would provide policy space to respond to future shocks and, if 
needed, introduce counter-cyclical fiscal policies. The fiscal consolidation that 
started in 2004/5 was instrumental in allowing the Philippines to undertake a 
strongly counter-cyclical fiscal policy during the global recession (see the next 
section for details on fiscal space in the Philippines).  

53. A detailed multi-year fiscal consolidation plan would increase credibility of 
the PDP fiscal targets and minimize risks of destabilizing crises. Such a strategy is 
crucial to maintaining investor, entrepreneur, and consumer confidence under a wide 
range of negative shocks that could affect the Philippines. The strategy could, for 
instance, lay out specific measures (with their likely timing and yield) that would be 
used, both on the revenue and the expenditure side to achieve the ambitious revenue 
increases and fiscal consolidation path outlined in the PDP. Indeed, from the PDP, it is 
unclear what the exact sources and contributions will be to the projected 5 percentage 
points of GDP increase in total revenue.   

Fiscal space 

54. Fiscal space denotes the availability of budgetary room to provide 
resources for a desired purpose without prejudice to fiscal sustainability (Heller, 
2005). It should be noted that while the concept of fiscal space is gaining importance in 
policy debates, it is not used consistently in the literature and so has different meaning 

                                                   
22 The Philippines has the highest share of years in default or rescheduling since independence in the East 
Asia region (Indonesia ranks second with 15.5 percent)—Reinhart and Rogoff (2009). 
23 These include: Russia in 1991 (1998) with external debt to GNP ratio of 12.5 (58.5) percent, Mexico in 
1982 with a similar ratio of 47 percent, and Argentina in 2001 with a similar ratio slightly above 50 
percent. The Philippines restructured its debt in 1983 when its external debt to GNP was at 70.6 percent.   
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for different people. 24

55. Quantitative estimates of fiscal space are subject to important caveats and 
should therefore be seen as indicative. Fiscal space measures the budgetary space 
between the current fiscal stance and a threshold at which markets would become 
overly concerned about public finances that they would either require risk premia that 
would render debt unsustainable or would stop financing altogether, pushing the 
country towards default. As the history of sovereign default clearly reveals (Reinhart 
and Rogoff, 2009) and the ongoing sovereign debt stresses among EU periphery 
countries reveals (especially Portugal, Ireland, Greece and Spain), even for a given 
country such a threshold can vary significantly depending on risk appetite. Contagion 
effects, in particular, could push a hitherto stable country with a large estimate of fiscal 
space towards a sovereign debt crisis—an ample body of literature on speculative 
attacks and sovereign debt crisis points to the existence of multiple equilibria and the 
role of “sun spots” (exogenous factors) in switching a country from on equilibrium to 
another (e.g., the seminal paper of Calvo (1988); or the textbook reviews of Drazen 
(2000) and Obstfeld and Rogoff (1996)). As a result, estimates of fiscal space obtained 
should be seen as upper bounds and should be discounted to reflect the possible 
realization of tail risks.  

 In this chapter, unless otherwise stated, we use the above 
definition of fiscal space.  

56. Given the inherent difficulty in quantifying fiscal space, heuristic 
approaches have been used; these point to the existence of a limited amount of 
fiscal space in the Philippines (Table 2.1). The following set of indicators have been 
used to assess a country’s fiscal space (IMF, 2009d): (1) financing constraints, based 
largely on the size of savings-investment gaps; (2) sustainability constraints, based 
largely on the average projected debt-to-GDP ratio; (3) credibility constraints, based on 
the projected overall fiscal balance; (4) macroeconomic constraints, based on inflation, 
current account deficits, reserve coverage, and an indicator of the potential crowding 
out of the private sector; (5) institutional constraints, based on fiscal rules or laws, 
earmarking provisions, and revenue-sharing arrangements; (6) capacity constraints, 
based on whether investment projects and social safety nets can be expanded quickly; 
and (7) efficiency constraints, based on perception of the efficiency of public spending, as 
well as structure of the tax base.  

57. A quantitative estimate confirms the existence of some fiscal space in the 
Philippines though risks warrant discounting some of this space—this finding is 
consistent with the finding that Philippines debt is broadly sustainable but that fiscal 
consolidation would be desirable to strengthen the range of shocks public debt could 
withstand (¶¶50-52). The analysis follows the fiscal space methodology proposed by 
Ostry et al. (2010) whereby fiscal space is the difference between the current level of 
public debt and the debt limit implied by the country’s historical record of fiscal 
adjustment. For the National Government of the Philippines, it is estimated that fiscal 
space is about 25 percent of GDP in 2010 (the NG debt limit is estimated to be 81.1 
percent of GDP whereas the projected NG debt-to-GDP ratio at the end of 2010 is 56.1 

                                                   
24 Fiscal space is sometimes used to refer to the availability of funds to finance the deficit or for financing 
the deficit on reasonable terms (i.e., at interest rates that do not lead to sharp increases in servicing costs 
and the eventual non-sustainability of public debt or that significantly crowd out the private sector)—
Ostry et al. (2010).  
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percent). This fiscal space is in part driven by an historical primary balance reaction 
function that is debt stabilizing as NG debt starts rising from low to moderate debt 
levels; i.e., once NG debt exceeds 55 percent of GDP the primary fiscal balance increases 
strongly (Figure 2.2b). However, as NG debt exceeds 70 percent of GDP and the fiscal 
effort in terms of tax increases or expenditure cuts needed to stabilize the debt becomes 
strenuous, the historical reaction function reveals that preferences have been to 
discontinue the fiscal effort and let the primary fiscal balance deteriorate noticeably 
(Figure 2.2b).  

Table 2.1. Philippines: Fiscal Space Indicators, 2004-2011 
 
Indicators 2004 2005 2006 2007 2008 2009 2010 2011

Preliminary Projection
NG Debt 78.2 71.4 63.9 55.8 57.0 57.3 56.1 53.7

Fiscal Balance1/ -4.1 -3.0 -1.4 -1.7 -1.5 -4.1 -3.7 -3.5

Expenditure1/ 18.7 18.0 17.5 17.4 17.3 18.7 18.1 18.1

Revenues1/ 14.6 14.9 16.1 15.7 15.8 14.6 14.3 14.5
o.w. Tax 12.4 13.0 14.3 14.0 14.2 12.8 12.9 13.2

Inflation (YoY percent change) 6.0 7.6 6.2 2.8 9.3 3.2 3.8 4.8
Current Account 1.9 2.0 4.5 4.9 2.2 5.5 5.2 4.2
International Reserves (in billion US$) 16.2 18.5 23.0 33.8 37.6 44.2 62.4 72.1
Corporate Bond Issuances/T-Bond Issuances (in %) 3.0 2.0 5.0 7.8 11.6 20.6 3.0 …

Actual

Ability of Congress to approve the General Appropriations Act on time                                                                                                                   
Ability to raise the needed taxes through legislation and tax administration
Absorptive capacity of implementing agencies  

Source: GOP, Asian Development Bank, World Bank Staff estimates. 
1/ GFS basis 

58. The government’s plan over the 2011-2016 period to increase the primary 
fiscal balance and reduce fiscal risks would significantly improve fiscal space. 
Measures to increase the primary balance include a combination of revenue and 
expenditure measures (2010 Fiscal Risk Statement).25

• On the revenue side, the strategy focuses on increasing revenue collection 
through administrative enhancements and subsequently, through structural and 
systemic reforms in taxation. Specific measures already submitted to Congress 
include the rationalization of fiscal incentives and a Fiscal Responsibility Bill.

 Specifically, and as detailed in the 
2010 Fiscal Risk Statement: 

26

• On the expenditure side, efforts focus on having more results-oriented spending 
with the adoption of the medium-term expenditure frameworks, performance 
based budgeting and program evaluations. This would ensure the continuing 
relevance and efficiency of major programs and projects.  

  

                                                   
25 As detailed in the PDP, the government targets a progressive reduction of the overall fiscal deficit from 
3.9 percent of GDP in 2010 to 3.2 percent of GDP in 2011 and eventually 2 percent of GDP from 2013 to 
2016. Although not explicitly stated, as the public debt stock is projected to decrease over that period and 
the average effective interest is projected to remain unchanged (at worst), this would imply a notable 
improvement of the primary fiscal balance for the NG. 
26 The FRB aims to strengthen fiscal discipline by requiring that new appropriations must be supported 
by an off-setting new revenue legislation or that the enactment of revenue eroding measures must also be 
accompanied with off-setting termination or cut of non priority expenditure programs. 
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• Regarding fiscal risks: a fundamental review of the role, operations and financial 
management of GOCCS is under way. Going forward, this should limit the 
accrual of off budget deficits and contingent liabilities and increase transparency 
and accountability of overall fiscal policy. The newly created Debt and Risk 
Management Division (DRMD) in the Department of Finance (DOF) would also 
improve fiscal risks stemming from public debt. Initially the DRMD would 
manage the NG debt but eventually it could be tasked with managing the most if 
not all of the NFPS debt. Improved assessment, monitoring and management of 
fiscal risk stemming from PPPs are also under way. 

59. Notable measures to increase fiscal space have already been introduced in 
the 2011 NG budget (World Bank, 2010f27

Figure 2.3

). The overall fiscal deficit is projected to 
narrow by 0.2 percentage points of GDP  in 2011 to 3.5 percent of GDP (GFS basis), 
mostly on account of revenue improvement (World Bank, 2011). More importantly, on 
a structural basis—i.e., after eliminating revenue and spending items that are linked to 
the economic cycle—the fiscal balance which had consistently deteriorated from 2006 to 
2010, is projected to slightly improve thanks to both revenue improvement and 
spending contraction (  and Figure 2.4). This would contribute to reducing the 
NG debt in 2011 (to 53.7 percent of GDP).  

• The limited revenue improvement for 2011 highlights the challenges the 
Philippines faces to mobilize revenue. The tax effort for 2011 is budgeted to 
remain low as improved tax administration efficiency is partly offset by a 
shrinking tax base and a drop in non-tax collection (measured on a GFS basis). 
The shrinking tax base reflects the large and permanent tax eroding measures 
have been enacted since 2008 and especially 2009.28

• Primary expenditure consolidation mostly stems from improved expenditure 
efficiency. Efficiency improvements were the result of the introduction and 
implementation of a zero-based budgeting (ZBB) approach.  ZBB has enabled the 
government to rationalize, put on hold, or scale up key programs based on 
efficiency and equity considerations.

 For 2011, no tax policy 
measures are budgeted so that the tax base will actually shrink as previously 
enacted tax-eroding measures are implemented, most notably the PERA law and 
the Real Estate Investment Trust (REIT)—World Bank (2010e). 

29

                                                   
27 See Special Focus section: “The Proposed 2011 NG Budget: Structural Reforms and Consolidation”. 

 Special Purpose Funds, especially the 
highly discretionary ones, have been materially trimmed down. Support to 
government corporations that did not meet the ZBB criteria was also reduced 

28 These include Republic Act (RA) 9504 (increased personal exemptions from income tax), RA 9505 
(Personal Equity and Retirement Account—PERA—law); RA 9593 (tourism incentives), RA 9511 
(national transmission grid) and other laws exempting various sectors from taxes, including the creation 
of economic zones and free trade areas in different islands and provinces. Altogether, the Department of 
Finance estimates the revenue loss from these laws at about 1.0 percent of GDP. 
29  Rationalized programs include the Food for School Program—a more efficient version will be 
administered by the DSWD making use of its national targeting system—and the Input Subsidies 
program which was found to benefit rich instead of poor farmers.  Programs whose release of funds has 
been held up for both 2010 and 2011 are those with weak project implementation ratings or with 
procurement bottlenecks. These include DepEd's Textbooks, Teacher Deployment and School Building 
Construction, and TESDA's Training for Work Scholarship programs. 
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though measures to stop the underlying losses—mostly but not solely linked to 
quasi fiscal operations—have yet to be implemented, such as for the NFA.   

Figure 2.3. Structural and cyclical balances shift 
towards improvement in 2011 

Figure 2.4. Improving structural balance thanks 
to revenue and spending measures 
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Source: World Bank staff calculation based on the second method presented in Fedelino et.al. (2009). See 
World Bank (2010d) for a more detailed discussion of structural and cyclical fiscal balances in the 

Philippines. 

60. The ZBB approach created sufficient fiscal space to permit scaling up 
priority social spending, using efficient and transparent programs. Budgetary 
support to government corporations which is dominated by some notoriously inefficient 
and non-transparent programs, was transferred to the DSWD, which runs the 4Ps 
conditional cash transfer program, among others. Similarly, the education budget was 
increased by P31 billion to build more classrooms and hire more teachers. Meanwhile, 
the budget of the Department of Public Works and Highways was reduced by P26 
billion—some of which was reallocated to the PDAF. The budget of Department of 
Agriculture was reduced due to decreased funding for input subsidies while the budget 
of the Department of Agrarian Reform declined due to the transfer of the Tulay ng 
Pangulo (“Bridge of the President”) program and its fund to the DPWH.  

61. To complement the tax administration efforts to boost tax compliance, 
accelerating the pace of revenue mobilization would be desirable. The 2011 budget 
does create fiscal space thanks to the efficiency measures discussed above. Nonetheless, 
with additional spending needs in priority sectors such as health and education 
estimated at about 5-7 percent of GDP (World Bank, 2010b), the fiscal space generated 
from efficiency improvements has to be supplemented with more efficient revenue 
mobilization, including a more efficient and equitable tax structure. While more 
effective tax and customs administrations can undoubtedly boost tax compliance and the 
overall tax effort, a more modern tax structure should be designed so as to complement 
BIR and BOC reforms, reduce tax compliance costs—thereby improving the investment 
climate—improve the equity of the tax system (both vertical and horizontal), as well as 
the tax effort. (See World Bank, 2009a, for specific tax measures that would move the 
Philippines towards this objective.) A faster revenue mobilization than currently 
envisaged in the PDP, by reducing the fiscal deficit at a faster pace, would also help 
relieve some of the pressure on the exchange rate, and on domestic inflation. 
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Fiscal risks 

“Every nation, rich or poor, powerful or not, is susceptible to fiscal risks as the recent 
global economic crisis has proven. As such, dealing with these risks and finding 
ways to avoid or at the very least minimize them is a constant challenge to all 
countries. To foster greater transparency and to help deal with these fiscal 
vulnerabilities, [the government drafted a fiscal risk statement]. This document 
provides a brief but comprehensive account of the sources of fiscal risks [in the 
Philippines].”   

Foreword to the (first) Philippines Fiscal Risk Statement (2010) 
 

62. Disclosure of fiscal risks generates important benefits in terms of lower 
and better managed fiscal risks, improved policies, and lower cost of financing.  
Countries have found that disclosing fiscal risks could (1) help internalize potential 
future costs—be it at the executive decision-making, Congress approval, execution, or 
even at a later election stage—(2) produce better risk management and/or to 
modification of policies that entail too large a risk for the budget, (3) help strengthen 
accountability for risk management; and (4) could help lower financing costs by 
improving sovereign bond ratings and access to international capital markets in the 
long run. 

63. Among its first actions in office the Aquino government established a 
comprehensive assessment of fiscal risks and published a fiscal risk statement in 
November 2010.30

The nature and extent of fiscal risks in the Philippines 

 Along with other important reforms undertaken in the way public 
resources are managed—such as the reforms introduced in the 2011 NG budget—the 
government’s aim is to increase transparency and accountability of public finances in the 
Philippines as well as strengthen fiscal policy making.  With this measure, the 
Philippines joined a select group of countries that are at the forefront of fiscal risk 
assessment, monitoring and management (e.g., Australia, Brazil, Chile, Colombia, 
Indonesia, and New Zealand) 

64. Historically, fiscal risks have been prevalent in the Philippines and at times 
have generated large and unexpected fiscal costs (World Bank, 2010c). Large fiscal 
risks include two banking bailout episodes (early 1980s and 1997/98), large and 
repeated bank recapitalizations,31

65. Important weaknesses in the Philippines public financial management 
framework have contributed to heightened fiscal risks. These include (1) weak 
transparency and accountability of public finances, (2) difficulty in assessing budget 

 and government assumption of part of the National 
Power Corporation debt in 2002 (5 percent of GDP). These events significantly reduced 
fiscal space and increased sovereign debt.  

                                                   
30 A prior assessment of fiscal risks in the Philippines was undertaken in Chapter 2 of World Bank (2010) 
“Managing the Global Recession, Preparing for the Recovery,” 2009 Philippines Development Report, 
Washington DC and Manila. This assessment was based on publicly available information. 
31 These include the recapitalization of the former central bank in 1993 (cost of 22 percent of GDP), of the 
Development Bank of the Philippines in 1986 (cost of 10 percent of GDP), the repeated recapitalization of 
the Philippine National Bank before its complete privatization in 2007 
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predictability because of the difference in reporting budget plans and outturns, and (3) 
extensive reallocation of the budget between line agencies and special purpose funds. 
Prior to the publication of a Fiscal Risk Statement, the National Government budget 
did not include a statement on off-budget operations that risk becoming on-budget. 

66. As the Fiscal Risk Statement (FRS) of the government reveals, while fiscal 
risks have abated in important areas they remain sizeable in 2010. The prominent 
sources of risks are the public debt and contingent liabilities.32

Figure 2.1

 For the former, the FRS 
reveals that the debt-to-GDP ratio is relatively large and particularly sensitive to 
growth slowdowns and exchange rate shocks (see also ). Debt rollover risks 
and contingent liabilities are also large. The legal framework for debt management is 
relatively weak. For the latter, key risks arise from the realization of contingent 
liabilities from the GOCCs and PPPs and, to a lower extent, the financial sector, and 
natural disasters.33

Ongoing reforms to manage and mitigate fiscal risks in the Philippines 

 In particular, GOCCs have systematically required fiscal transfers 
higher than budgeted and some have significant foreign denominated debt; PPPs 
generate large and complex fiscal risks, yet no institutional setup exists to 
comprehensively monitor and manage these risks. Government guarantees on fixed 
contractual payments have a high likelihood of occurrence, as are risks from 
political/regulatory actions. 

67. To improve the management of fiscal risks, the government is actively 
pursuing a major program of institutional capacity building. A first step/pre-
condition for optimal management of fiscal risks is to have a timely and accurate risk 
assessment. This has already been partially been achieved in the process of establishing 
the Fiscal Risk Statement; regular monitoring of fiscal risks would complete this first 
step. Once a FRS exists, relative or absolute weaknesses in risk management can better 
be identified and prioritized. To that end, the key government initiatives to structurally 
improve institutional capacity in managing and ultimately reducing fiscal risks center 
on public debt, GOCCs, and PPPs. In particular: 

• For public debt: (1) set up a Debt and Risk Management Division (DRMD) within 
the Department of Finance; the DRMD will function as a middle office and will 
enable a more pro-active liability management, first of the National Government but 
eventually of the non-financial public sector; and (2) publish a debt management 
strategy. This strategy, in line with international best practices, would set out the 
goals and objectives that debt managers have to accomplish and would be 
accountable for. 

                                                   
32 Other types of fiscal risks identified in the FRS include the exposure of the NG budget to economic 
growth, inflation, and interest and exchange rates. The FRS reveals the absence of systematic bias in 
budget forecasts of the overall fiscal balance, but the presence of biases among its revenue and 
expenditure components. Macroeconomic forecasts used for the budget have been reasonably accurate. 
33 The financial sector has generated the costliest sources of fiscal risk, but these have abated, thanks to 
improved regulatory and supervisory controls and strengthened bank balance sheets. Natural disasters 
present a large and recurrent source of fiscal risk since the Philippines is one of the most disaster-prone 
countries in the world. 
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• For contingent liabilities (e.g., linked to GOCCs or to BOT/PPPs): (1) issuance of a 
joint ICC-DBCC resolution to strengthen contingent liability management; (2) 
preparation of a contingent liability management plan.  

• For GOCCs/GFIs: (1) strengthen GOCCs/GFIs oversight, including through 
legislative and changes (including to GOCC charters), and the creation of a 
Government Corporate Council; (2) decouple regulatory from proprietary functions 
and ensure that the appropriate agencies have direct oversight responsibilities over 
GOCCs and GFIs; (3) review the  price stabilization policy on rice and corn at farm 
gate and consumer levels; (4) remove non-targeted subsidies and shift towards a 
transparent, targeted and means-tested cash transfer system for the poor; and (5) 
remove automatic guarantee provision in the charters of some GOCCs; (6) adopt a 
users-pay policy; (7) reform the ridership fee structure to allow cost recovery or 
better sharing of cost among the riders, Government/taxpayers and the private 
sector; and (8) sale and disposition of assets. 

• For PPPs: Efforts from DOF, DBM and NEDA to improve monitoring of 
contingent liabilities are ongoing to establish a system that will estimate on a 
frequent basis the extent and cost of exposure from PPP projects. 

INFLOWS OF FOREIGN LIQUIDITY ARE MANAGEABLE  

68. Large capital inflows, especially short-term ones, could undermine 
macroeconomic stability which is a pre-requisite to achieving inclusive growth 
(2011-2016 PDP). Economic theory and international evidence reveal that short-term 
capital inflows can be destabilizing as they can create asset price bubbles and collapses 
in the recipient economy (e.g., stock or bond markets, real estate markets). Short-term 
capital inflows can also threaten the objective of low and stable inflation and, because of 
the possibility of “sudden stops” and large reversals of flows, are contrary to the PDP’s 
objective of reducing external vulnerabilities. Finally, when short-term capital inflows 
lead to asset price bubbles and collapses, sudden stops, and/or large inflation swings, 
they also often weaken the domestic financial (and especially banking) system.   

69. Recently, concerns arose about the potentially destabilizing effects that 
capital flows towards emerging markets can have, especially the short-term ones. 
Capital inflows have been particularly strong in Asian emerging markets in 2010 (e.g., 
IMF, 2010c). This section analyzes whether this concerns are justified in the case of the 
Philippines.  

70. A robust increase in the current account surplus in 2010 led to a surge in 
foreign exchange reserves despite persistent net capital outflows. The Q3 2010 
overall balance of payments surplus grew to 7.2 percent of GDP, pushing the year-to-
date surplus to 4.9 percent of GDP (one percentage point higher than in the same 
period in 2009).  The strong Q3 performance mainly stemmed from a continued steady 
performance on the current account (5.9 percent of GDP) and a boost in the capital and 
financial account (2.7 percent of GDP).  The current account surplus appears to have 
been driven by stronger remittance inflows and net service receipts.  

71. Foreign exchange reserves surged to a record high and, coupled with the 
central bank’s forward book, exceed the country’s total external debt.  Net 
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international reserves have steadily increased through 2010 but accelerated in the latter 
part of the year to reach $62.4 billion in December and then $63.6 billion in January.  
Combined with the central bank’s forward books, these foreign exchange reserves 
amount to an estimated 43 percent of GDP.  Gross international reserves in January 
2011 covered a comfortable 554 percent of the country’s short-term external debt by 
residual maturity. The rise in foreign liquidity, together with improved investor 
confidence and stronger than expected output growth, helped the peso appreciate 
7.5 percent in real effective terms from the start of 2010 (and 6.3 percent against the 
U.S. dollar).  

72. Resident lending abroad increased in 2010.  Resident lending abroad 
represents to an extent portfolio diversification and is likely to have been funded to 
some extent by remittance inflows.  Given the low level of fixed investment to GDP in 
the Philippines at half or less the level in the other middle-income countries in East Asia, 
these outflows illustrate a missed investment opportunity at home.  The subdued 
inflows of foreign direct investment—amounting to about 1 percent of GDP a year—
tell a similar story of unfavorable business environment (see Chapter 3 for details). 

73. Non-residents portfolio investments surged to $1.5 billion in September 
and helped push the stock market.  These inflows are a sharp turnaround from the 
negative flows (of $0.3 billion) that took place during the January to August 2010 
period.  As net inflows piled in during September to November 2010, some were 
allocated to equity purchases and pushed the Philippine stock exchange index (PSEi) to 
a historical high of 4,300.34

 

  The PSEi increased by 37.6 percent in 2010 compares 
(broadly on par with the increases of 40.6 and 46.1 percent for the Thai and Indonesian 
equity markets, respectively).  

Figure 2.5.    The BoP surplus surged along with 
the current account 

Figure 2.6.   Non resident portfolio inflows surged 
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34 Net foreign purchase stood at P43 billion (0.5 percent of GDP from in September to October alone 
accounting for more three-fourths of the total net foreign purchases for the year.   
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74. Within the overall net capital outflows, net portfolio inflows have risen to 
$2.5 billion during January-October from $1.7 billion a year earlier.  Based on 
trends through mid-2010, in net terms the inflows are almost exclusively into 
government and corporate securities, with continued net sales of equities by 
nonresidents. These inflows into peso-denominated government and corporate bonds 
have caused yields to decline substantially, limiting interest costs and giving domestic 
borrowers the opportunity to extend the maturity profiles of their debts.   

75. There are risks related to the surge in foreign liquidity and the 
composition of capital flows, but these are on balance smaller than in other 
emerging markets.  The following factors are to be noted: 

• Foreign liquidity is generated overwhelmingly by the current account surplus, 
driven by steady remittance inflows and robustly rising service receipts, both of 
which proved remarkably resilient during the global economic and financial 
crisis.  The risk of sudden stop or reversal on the current account side, as a 
result, is small.  There is a case to be made that provided the current account 
surplus continues to rise as steadily as in recent quarters, some more exchange 
rate appreciation may be warranted.  

• Foreign exchange reserves have risen substantially and now amount to about 
10 months of imports, and 63 percent of broad money.  These levels are among 
the better ones in East Asia, suggesting that further accumulation may not be 
needed—but neither should modest further increases be resisted.  In addition to 
these reserves, the BSP also has a large forward book ($17.8 billion in 
December). Adding these to the net international reserves reveals import 
coverage of 16.5 months, and 81 percent of broad money. Reserves and the 
forward book amount to 43 percent of GDP. 

• Portfolio inflows into debt securities tend to be volatile.  Anecdotal evidence 
suggests that nonresident holdings of peso-denominated government bonds are 
probably not larger than 12 percent.35

• The appreciation of the peso in 2010 has been substantial, but not out of line 
with other ASEAN countries in the region.  Despite this appreciation, exports 
have recovered handsomely this year. Moreover, there is little evidence to 
suggest that the limited dynamism of Philippines manufacturing industry is 
caused by the exchange rate appreciation.  

  There are risks of sudden outflows, but 
the small share suggests that the likely impact will be much more modest than in 
other countries.  In Indonesia, for example, nonresidents hold 30 percent of 
rupiah-denominated government debt.  

76. Over the medium term, policymakers need to focus on shifting the 
composition of the overall balance of payments surplus to support stronger and 
more inclusive growth.  Such a strategy could include the following elements: 

                                                   
35 This is the limit implied by the nonresident holdings of both government and corporate debt under the 
International Investment Position at the end of 2009.   
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• Improving the investment climate to attract larger inflows of foreign direct 
investment and create incentives for residents to invest more at home rather 
than abroad.  These larger investments will likely result in a surge in imports of 
capital goods that may ease the current account surplus in the short term while 
generating stronger growth thereafter. 

• Advancing fiscal consolidation to restore the fiscal space needed to address 
future economic shocks will help limit government borrowing, reduce 
government bond yields and limit nonresident purchases of government debt.  
This should help reduce the burden of debt service on the budget while reducing 
the risk of sudden stops or reversals of capital flows and relieving some pressure 
for exchange rate appreciation. 

• Further strengthening macro-prudential regulations to reduce vulnerabilities to 
the financial system may be needed (notwithstanding the positive overall 
assessment from the IMF-World Bank Financial System Stability Assessment 
update undertaken in November 200936

• Expanding job opportunities at home will allow the economy to absorb more of 
the talent the Philippines sends abroad every year through overseas workers.  
While this would mean slower – and perhaps smaller – inflows of remittances – 
it will boost the domestic economy and raise rapidly the size of the middle class. 

).  These could include lower loan-to-
value and payments-to-income ratios, countercyclical capital requirements, and 
tighter regulations on open positions. 

CONCLUSIONS AND POLICY RECOMMENDATIONS 

77. Several fiscal challenges need to be tackled for the government to deliver on the 
PDP’s inclusive growth and poverty reduction agenda. The following recommendations 
are highlighted: 

Fiscal sustainability and Fiscal space 

• Policy Action 1

Fiscal risks 

: Consider creating a fundamental tax reform commission. To address 
the perennial revenue mobilization weakness that affects the Philippines, a high 
level multi-partite commission could be created. This commission could be 
mandated to study what the key features of a modern tax system the Philippines 
could move to. The commission’s mandate should include the need to increase 
the equity of the tax system, both vertically and horizontally as this is a major 
failing of the current tax regime. This, in turns, weakens voluntary compliance 
and complicates tax administration. 

 
• Policy Action 2

                                                   
36 Available at http://www.imf.org/external/pubs/ft/scr/2010/cr1090.pdf 

. Overall fiscal risk: Consider establishing a dedicated Fiscal Risk 
Unit within the DoF; the unit shall be responsible for centralizing all information 
pertaining to fiscal risk, including budget, public debt, GOCCs, PPPs, and Local 
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Government Units (LGUs). It should also be in charge of regular monitoring 
and also of updating and publishing a fiscal risk statement. 

• Policy Action 3.

• 

 Public debt risk: Ensure full functioning of the Debt and Risk 
Management Office, publish a public debt management strategy as well as regular public 
debt reports. The office could be the central repository of all public debt 
information of the non-financial public sector (and not just the National 
Government). The office could regularly publish reports providing highlights of 
the public debt structure of the Philippines as well as key risk metrics. 

Policy Action 4

• 

. GOCC-related fiscal risk: Strengthen the DoF Corporate Affairs 
Group (CAG) monitoring capacity and re-institute a GOCC performance evaluation 
system. 

Policy Action 5

78. Short term capital inflows and inclusive growth 

. PPP-related fiscal risk: Consider establishing a dedicated PPP 
fiscal risk unit within the DoF. The unit would be tasked with assessing the 
financial viability and fiscal costs (including contingent ones) associated with 
specific projects. 

• Policy Action 6

 

. Accelerate fiscal consolidation further in 2011 so as to (1) help 
reduce pressure on the peso to appreciate and for potentially destabilizing short-
term capital inflows to enter the country; (2) lower risk of overheating the 
economy and of putting pressure on prices at a time when inflation risks are 
clearly titled upwards as global food and fuel supply shocks could materialize; (3) 
enhance fiscal space for priority spending programs; and (4) improve policy 
space and macro-fiscal resiliency to respond to shocks (lower structural fiscal 
deficit). 
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3. COMPETITIVENESS BOTTLENECKS TO HIGH AND 
INCLUSIVE GROWTH 

 

79. The Philippines embarked on major pro-competition policy reforms during the 1980s 
and mid-1990s but these were not sustained and significant behind-the-border constraints to 
doing business remain. Partly as a result of this weak business climate, total investment has 
shrunk from 26 to 14 percent of GDP from 1997 to 2010. Constraints to doing business can 
usefully be classified into legal/regulatory (de jure) ones and actual (de facto) ones. The most 
binding de jure constraints are the excessive procedures required to open and close a business, 
inadequate investor protection, and taxes. Key de facto constraints are corruption, inefficient 
bureaucracy, inadequate public infrastructure, informality, and poor access to credit among small 
and medium-sized enterprises. Studies show that these have reduced firms’ productivity, growth 
and employment in the Philippines, and have therefore likely been important contributors to the 
lack of inclusive growth and poverty reduction in the country. Priority measures to remove these 
constraints could focus on (1) introducing an explicit competition policy framework; (2) greatly 
simplifying business regulations within a transparent, rules-based operating environment; (3) 
enhancing de jure and de facto investor protection—this would also help improving SMEs 
access to credit; (4) simplifying and improving the equity of the tax system; (5) reducing 
corruption through reforms of the bureaucracy, the office of the ombudsman, and the judiciary; 
and (6) improving public infrastructure through a well designed and targeted public-private 
partnership program. 

COMPETITIVENESS CONSTRAINTS IN THE PHILIPPINES37

80. Rapid progress in liberalizing and deregulating the Philippine economy 
has taken place (Catangui, Yi, and Lächler, 2010).  During the mid-1980s to the mid-
1990s, major reforms were undertaken to liberalize trade, deregulate domestic markets 
and privatize public enterprises. By enhancing competition these aimed to fuel growth 
and productivity through a Schumpeterian creative destruction process whereby 
existing firms either become more efficient trough innovation or are replaced by more 
productive firms (Aghion and Howitt, 1992). Among the notable achievements are a 
successful reduction in barriers to trade—these do not appear to be important 
impediments to competition any longer and have boosted trade (

 

Figure 3.1)—more 
specifically: 

• The Philippines has a fairly open international trade policy environment. 
The country has been moving toward more liberal trade and investment regimes 
through unilateral liberalization since 1985, and policy actions in the context of 
regional and multilateral commitments.  In spite of partial reversals in 2003 and 

                                                   
37 This chapter draws heavily on Catangui, Yi, and Lächler (2010) and Murata and Yi (2010).  
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the absence of new initiatives since then, the latest Tariff Trade Restrictiveness 
Index (TRI) and Market Access Tariff Trade Restrictiveness Index (MA-TTRI) 
indicate that the Philippines remains a fairly open economy.38

• The Philippines also compares favorably in terms of trade logistics.  The 
Philippines Logistics Performance Index

 

39

Figure 3.1. Philippines: progress in liberalizing the economy have not been sustained 

 (LPI) score of 3.14 in 2010 represents 
an improvement over 2007 and is comparable to the scores achieved by 
neighboring Thailand and Malaysia.  It is also significantly higher than the 
average for the East Asian & Pacific region as a whole.    

(a) Evolution of trade ratio 1/ (b) Foreign Direct Investment inflows 1/ 

  
Source:  World Bank, World Development 

Indicators. 
 

1/ East Asia Average comprises Indonesia, Malaysia, Thailand and Vietnam 

81. Significant ‘behind-the-border’ constraints remain and impede 
competitiveness, the investment climate and inclusive growth. 40  While the 
Philippine economy did open up and growth accelerated during 2000-08, growth 
continued to trail the regional average. 41

Figure 3.2

 This underperformance can be partly 
attributed to a waning of reform efforts. The latter can be observed in the relative 
decline in the Philippines’ regional performance since 2004 in the World Economic 
Forum’s Global Competitiveness Index (GCI) ( ) or in the World Bank’s 
Doing Business (DB) indicator which measures the formal cost and quality of business 
regulations. In the 2011 DB report, the Philippines ranks 148th out of the 183 economies 
(e.g., Thailand ranks 19th, Malaysia 21st, and Indonesia 121st) (Table 3.1) and 22nd 
amongst 24 economies in the region (e.g., Thailand ranks 3rd, Malaysia 4th, and 
Indonesia 19th). Hence, by the late 1990s the trade and foreign investment ratios started 
declining again, contrary to the performance observed in other East Asian comparator 
                                                   
38 The Philippines Tariff-TRI of 3.9 percent is better than the 4.9 percent regional average while the 
Philippines MA-TTRI of 2.5 percent is also better than the regional average of 3.8 percent. 
39 The World Bank’s LPI measures the efficiency in undertaking an array of essential trade activities 
including transport, warehousing, cargo consolidation, border-clearance, and distribution and payments.   
40 Greater competition can be achieved, both, by facilitating the entry of goods and services from abroad, 
and by facilitating the entry of new firms to produce these goods domestically.  
41  Real GDP growth averaged 5 percent in the Philippines during 2002-2008 compared to an average 
rate of 2.3 percent during the 1980s and 1990s but the regional average during 2002-08 was 8 percent. 
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countries (Figure 3.1). Reflective of large ‘behind-the-border’ constraints, many sectors 
of the economy exhibit high concentration and price cost ratios which suggest the 
presence of monopoly rents (Aldaba, 2008).  

Table 3.1.  Doing Business in the Philippines: 
losing ground to regional peers   

Figure 3.2. Competitiveness in the Philippines: 
falling behind regional players 

 

Country 2004 2005 2006 2007 2008 2009 2010 2010 2011

Indonesia 174 152 131 134 125 129 122 115 121
Malaysia 33 21 18 20 21 21 23 23 21
Philippines 149 137 128 132 136 141 144 146 148
Thailand 21 42 23 23 19 12 12 16 19

Including "Employing Workers" Pillar 1/ Excluding the pillar 2/

 
Sources (top): World Bank, Doing Business (various years). 
1/ The sample size varies each period and therefore ranks are 
normalized to the 2010 sample (183 economies). 
2/ Doing Business 2011 excludes the “Employing Workers” 
pillar in computing country-specific ranks. For comparison, 
Doing Business 2011 presents 2010 ranks reflecting the change.  
Source (right): World Economic Forum, Global Competitiveness 
Index, various years 
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82. For policy purposes, it is instructive to categorize competitiveness 
constraints into de jure (formal, legal, statutory) and de facto (actual) categories 
(Hallward-Driemeier and Aterido, 2009; and Hallward-Driemeier et al., 2010). 
Competitiveness, in this chapter, refers to a set of country-specific microeconomic 
fundamentals that determine the level of productivity of firms and more broadly a 
country. 42

83. Recent surveys capturing both de jure and de facto indicators of 
competitiveness have recently been conducted in the Philippines. De Jure 
constraints are derived from surveys such as the World Bank’s Doing Business. The DB 
indicators rank economies based on 10 indicators of business regulations (i.e., what the 
law states, not what companies end-up doing) that track the time and cost needed by 
domestic companies to meet business regulations such as starting and operating a 
business, trading across borders, paying taxes, or closing a business. Aside from the 
annual national DB indicators, for the Philippines, a decentralized country, a recent sub-
national DB report (2011) is also available. De facto constraints are inferred from the 
World Bank’s Enterprise Surveys and in particular a survey undertaken in 2009 in the 
Philippines. Enterprise Surveys measure a broad range of actual business environment, 
as reported by firms, including access to finance, corruption, infrastructure, crime, 
competition, and performance measures. These surveys form the basis for investment 

 As shown by Hallward-Driemeier et al. (2010) indicators of de jure 
constraints can be virtually uncorrelated with the actual (de facto) constraints that firms 
face as these adapt to unfavorable legal constraints by making “deals” (e.g., paying 
bribes or spending times with public officials). Hallward-Driemeier et al. find that the 
gap between de jure and de facto conditions grows with the formal regulatory burden as 
more burdensome processes open up more space for making deals. Importantly, they 
also show that measures of institutional capacity and better governance are closely 
associated with perceived consistency in implementation.  

                                                   
42  The concept of competitiveness is somewhat debated. Krugman (1994) consider it irrelevant or 
unimportant preferring instead to focus on ‘productivity’ while Porter (1985) finds ‘competitiveness a 
useful concept for designing productivity enhancing policies’. 
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climate assessment undertaken by the World Bank. The 2009 Philippines survey covers 
both manufacturing and services firms.  

84. This chapter looks into both types of competitiveness constraints and analyzes 
the extent to which gaps exist between rules and their implementations in the 
Philippines. 

De jure competitiveness constraints 

85. The Philippines exhibits significant legal barriers to market entry and exit 
of firms, impeding productivity and job creation. The sub-categories that make up 
the overall Ease of Doing Business indicators reveal that the Philippines falls into the 
last quintile of the economies surveyed in terms of the ease of starting a business as well 
as in the ease of closing a business (Table 3.2).  Another key relative weakness is in the 
protection of investors. Foster et al. (2008) find that firm turnover—created thanks to 
easy entry and exit of firms—generated strong productivity gains for the economy as 
new firms are more productive; these firms also charge lower prices than incumbents.   

86. Entry of firms and business expansions are impacted by cumbersome 
regulations and procedures. The Philippines ranks 162nd out of 183 economies in 
terms of starting a business, outranking only Cambodia in the region (Table 3.2). It takes 
38 days to start a business in the country, in part due to the large number of procedures 
required to establish a business (15 against 8 on average in the region).43

Table 3.2.  Uphill battles: setting up and closing a business in the Philippines 1/ 

 This long 
process drives up start up costs—to 30.3 percent of income per capita compared with 
5.6 and 17.5 percent in Thailand and Malaysia, respectively—and negatively impacts 
firm productivity and macroeconomic performance (Loayza et al, 2005, and Chari, 2007).    

Sub-Category 2005 2006 2007 2008 2009 2010 2011

Starting a Business 139 135 142 152 155 162 156
Dealing with Construction Permits . 111 103 103 106 111 156
Employing Workers 104 110 112 110 114 115 .
Registering Property 88 92 86 90 101 102 102
Getting Credit 101 108 113 117 125 127 128
Protecting Investors . 121 123 126 127 132 132
Paying Taxes . 120 130 130 126 135 124
Trading Across Borders . 46 55 66 66 68 61
Enforcing Contracts 111 102 114 115 116 118 118
Closing a Business 133 147 150 152 153 153 153

 
   Sources: World Bank, Doing Business (various years). 
   1/ The sample size varies each period and therefore ranks are normalized to the 2010 sample 

                                                   
43 It should be noted, however, that the Doing Business referred to is the national one. Yet, significant 
variation in the number of procedures, time and costs exist at the local level. For instance, the number of 
procedures at the national level is 11 but at the local level is as few as 3-4 in Marikina and Taguig and as 
many as 8 in Navotas and Pasig cities of Metro Manila. Furthermore, it requires 28-29 days to register a 
business in Taguig and Marikina but 34-36 days in Navotas and Pasig. The simpler and faster processing 
in Marikina and Taguig owes to the establishment of a customer service center that serves similar to a 
one-stop shop (World Bank, 2010k). 
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87. Legal difficulties for firms to exit markets discourage firms from entering 
markets in the first place. The Philippines ranks 153rd in terms of closing a business, 
the lowest in the EAP region (Table 3.2). Mostly due to an inefficient insolvency regime, 
recovery rate from closing a business in the Philippines is a paltry 4.5 cents on the 
dollar compared to 40, 44 and 91 cents in Malaysia, Thailand and Singapore, 
respectively. As a result potential entrants think twice before committing to take 
advantage of seeming market opportunities (large economic rents) and contesting 
markets. To improve its bankruptcy regime, the Philippines undertook some reforms in 
2009 but how these translate into effective changes remains to be seen.44

88. Investor protection is weak in the Philippines, in part because secured 
creditors do not have priority in bankruptcy proceedings.  The country scores four 
on a ten-point index for strength of legal rights in the Doing Business 2011 report.  
Shareholders’ rights, particularly those of minority shareholders, are not effectively 
protected and the enforcement of legal rights through judicial proceedings is 
problematic, as protracted court proceedings are a major deterrent to effective 
rehabilitation and insolvency proceedings.  Trial court proceedings last up to four years; 
and up to 10 years if the judgment is appealed all the way to the Supreme Court. 

 

89. The country’s collateral system is fragmented into different registries, 
which makes debtor searches difficult.  The current system for registering land titles 
is inadequate: the data are not centrally filed and are not publicly available online.  The 
absence of reliable cadastral surveys leaves large tracts of land without enforceable titles.  
Furthermore, in rural areas, uncertainties surrounding land ownership brought about 
by delays in the agrarian reform program and restrictions on the transfer of land 
discourage investments in agriculture, as this effectively strips farmers of their 
collateral, limiting their access to credit from formal financial intermediaries.  At the 
same time, restrictions on the use of land have resulted in the premature conversion of 
agricultural lands, thus undercutting rural economic growth.45

90. The Foreign Investment Negative List

 

46

91. Despite internationally competitive tax incentives, the business 
community in the Philippines continues to perceive tax rates as a constraint. 
Overall tax rates decreased marginally from 2006 to 2010 and are much higher than the 

 is very narrow, which contributes 
to the high cost of doing business.  This list comes with a 40 percent cap on foreign 
equity ownership in most sectors, including private lands. .  No foreign investment is 
allowed in the areas of mass media (except recording) and practice of all professional 
services as well as small scale mining. This ownership restriction also complicates asset 
restructuring. 

                                                   
44 Reforms included (1) passing the Rules of Procedure on Corporate Rehabilitation that introduces the 
concept of pre-negotiated reorganizations and that requires receivers to have certain qualifications; and 
(2) implementing rescue statues introducing/ promoting the use of pre-insolvency procedures. 
45 Another important information gap pertains to the registration of moveable collateral (chattel); often 
the only type of collateral available to SMEs. Currently, the Registries of Deeds’ information is not 
centralized, registration of chattel is often extremely time-consuming and costly, and often financial 
institutions cannot verify if a particular chattel has already been registered. 
46 The “negative list” means that foreign ownership is allowed up to 100 percent in companies in all 
activities except those listed in the Foreign Investment Negative List A and B.       
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average of the region,47

De facto competitiveness constraints 

 while the number of tax payments is as high as 47 per year 
compared with a regional average of 25. As a result, its ranking in the “paying taxes” 
pillar of the Doing Business has worsen—from an already low base—in 2006 to 124th 
place out of 183 countries in 2011 (regional peers all rank ahead of the Philippines: 
Indonesia at 121st, Malaysia at 23rd, and Thailand at 91st).   

92. The overall investment climate is weak in the Philippines. In addition to the 
direct costs of opening or closing a business discussed above, decisions to enter a market 
are also determined by broader considerations regarding the investment climate and the 
actual costs (beyond the legislated ones) of doing business.  As detailed earlier, a well-
known indicator of the quality of national business environments, the World Economic 
Forum's Global Competitiveness Index (GCI), consistently ranks the Philippines among 
the less competitive half of the countries surveyed. Moreover, the country’s relative 
standing has been dropping since 2000, unlike the more favorable evolution of the 
regional comparator countries. 

93. Corruption, inefficient bureaucracy, inadequate public infrastructure, 
informality, and access to credit are the most detrimental to the business climate 
(Table 3.3).  These overall findings are broadly corroborated between the World 
Economic Forum’s Executives’ Opinion Survey and the World Bank’s Enterprise 
Surveys. Of these shortcomings, the level of corruption and informality are the topmost 
concern of managers in the Philippines. This finding applies regardless of business size 
and significantly raises the cost of doing business. Any efforts to foster greater 
competition in the Philippines must therefore take into account these broader 
investment climate constraints if they are to succeed fully. 

Table 3.3.  Most binding (de facto) constraints to doing business in the Philippines 1/ 
 

Survey Question Top three obstacles
Percent of 

respondents

1. Corruption 22.7
2. Inefficient government bureaucracy 18.3
3. Inadequate supply of infrastructure 15.4

Enterprise Survey 1/ 1. Practices of informality   26.41
2. Access to finance 14.78
3. Tax rates 13.04

What are the most problematic 
factors for doing business? 

WEF Executives' 
Opinion Survey 

What are the biggest obstacles 
to doing business? 

 
1/ The Enterprise Survey measures a broad range of business environment including access to finance, 
corruption, infrastructure, crime, competition, and performance measures. A measure based perception and 
actual firm-level data. The 2009 survey covers both manufacturing and services firms. Enterprise surveys for 
other countries prior to 2009 tend to cover only the manufacturing sector. 

94. Informality is estimated to be widespread and can undercut formal 
businesses and disrupt the normal competitive process in the Philippines. 
Schneider et al. (2010) estimate the size of the informal sector to be around 40 percent 
of GDP in 2006; they rank the Philippines 70th out of 98 developing countries according 

                                                   
47 Tax rates went from 49.8 percent in 2006 to 49.4 percent in 2010, against 36 percent for the region 
(PWC and World Bank, 2009).   



  2011 PDR–Generating Inclusive Growth to Lift up the Poor  

 48 

to the size of informal sector.48

95. Corruption is reported to be prevalent to get things done and the 
government’s actions against corruption are widely perceived as ineffective. 
According to Transparency International, within government agencies, the Bureau of 
Customs is perceived as the most corrupt followed by the police, and the Bureau of 
Internal Revenue. This same survey reveals that the 90 percent of senior business 
executives viewed the actions of the government in the fight against corruption as 
either “very ineffective” (60 percent) or “ineffective” (30 percent).

 According to the World Bank’s 2009 Enterprise Survey, 
the Philippines’ large-size firms in the services sector perceive informality as a key 
impediment to their productivity. Some 30 percent of firms in the sector perceive that 
they compete against unregistered or informal firms (close to 40 percent if limiting the 
sample to the small and medium-size firms).  

49

96. Studies find that corruption is more harmful to firm performance than 
taxation. Fisman and Svensson (2007), for instance, find using firm level data of 
Uganda that a one percentage point increase in the bribe rate (bribe as a percent of total 
sales) reduces firm growth by 3 percentage points, three times larger than the effect of 
taxation.  

 According to the 
World Bank’s 2009 Enterprise Survey, about 20 percent of medium and large firms report 
paying informal payment to public officials to get things done (15 percent for small 
firms). When informal payments occur, the value of gifts to secure government 
contracts is on average 11 percent of the contract value. 

97. Factors explaining the large share of the informal sector include a mix of 
de jure and de facto constraints. Loyaza et al. (2009) surmise that informality arises in 
the Philippines due to (1) burdensome and costly legal and regulatory frameworks, (2) 
low quality of government services to formal firms, and (3) weak state monitoring and 
enforcement powers. Schneider (2007) finds evidence for the tax system contributes to 
the strength of the informal sector. Amin (2009) finds that cumbersome labor regulation 
is associated with smaller firm sizes and informality. In the Philippines, hiring and 
firing costs are high.50

98. Limited access to financing is a particularly binding constraint for small 
and medium enterprises (SMEs) in the Philippines. As detailed in chapter 5 of 
World Bank (2010c), the main factors that limit SMEs access to financing are (1) a lack 
of institutions willing to finance them, (2) bureaucracy and red tape in processing 
applications, and (3) lack of collateral. Supply side issues are, however, not the only 
reason for the low investment-to-GDP ratio in the Philippines. As revealed by the 2009 

       

                                                   
48 The authors define the informal economy to include all market-based legal production of goods and 
services that are deliberately concealed from public authorities for reasons related to tax payments, social 
security contributions, labor regulations, and certain administrative procedures.  
49 Transparency International conducted a survey in 2008 of the Philippines but the country was not 
ranked in its Bribe Payers Index 2008. The survey methodology was face-to-face interviews with senior 
business executives from all sectors. The survey captures perceptions of business on the nature, scope and 
impact of bribery and corruption.  
50 The GCI 2009-2010 ranks the Philippines 110th in terms of hiring and firing practices, the lowest in the 
region, while Thailand and Indonesia are ranked at 29th and 34th, respectively. The firing cost is 
equivalent to 91 weeks of salary (as in Korea) as opposed to 54 weeks in Thailand (Doing Business 2010). 
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Enterprise Survey data, a majority of firms surveyed indicated that their establishment 
did not apply for a line of credit or loan in fiscal year 2008 as they did not need such 
financing as they have sufficient capital. Instead of encouraging private sector 
development, a mandatory allocation for SME lending seems to result in the re-labeling 
or re-categorizing of loan files by banks.  

99. Access to credit in the Philippines is hampered by unusually high creditor 
risk. Evidence show that SME access to loans is inversely related to the average time it 
takes to complete bankruptcy proceedings and to bankruptcy costs, and positively 
related to the expected creditor recovery rate on bad loans.  In the Philippines, only 17 
percent of SMEs have bank loans. This is not surprising given the extremely slow 
bankruptcy process (it takes around six years to complete a bankruptcy case), high 
bankruptcy administration costs (38 percent of estate), and extremely low expected 
creditor recovery rates (4 cents on the dollar). The procedural and administrative 
bottlenecks in the bankruptcy process are so inefficient that creditors hardly ever use 
it.51

100. The lack of accessible information on payment histories adds further to 
creditor risks. Empirical evidence indicates that access to financing is positively 
associated with the operation of credit information bureaus. The ability of financial 
institutions to provide cost-effective services depends in large part on the availability of 
information necessary to assess the creditworthiness of their clients. In the Philippines, 
the scope, accessibility and quality of credit information through either public or private 
bureaus are very low (Doing Business 2010 report). A strong credit information 
infrastructure would greatly facilitate a greater volume of financing. Progress so far in 
this area has been too slow. 

 

101. The Philippines has no explicit competition framework, which sometimes 
reduces contestability of markets. While there are several pieces of sector or 
industry-specific competition laws, as well as regulatory arrangements in place to 
manage natural monopolies, these are not adequate for dealing with the wide range of 
anti-competitive behaviors that have or could emerge in different sectors in a consistent 
manner. Also, the Philippines does not have a single central institution for enforcing 
competition legislation. As a result, market concentration in many sectors of the 
economy has been high and increasing during the 1990s though greater openness to 
imports did increase contestability in some markets and reduced abuse of market 
dominance.52 A few sectors continue to face substantial import restrictions and there is 
evidence of market collusion in some markets, either due to structural barriers or 
behavioral constraints (Aladaba, 2008).53

                                                   
51 An up-to-date bankruptcy framework—the “Financial Rehabilitation and Insolvency Act”—which aims 
for a faster and more orderly rehabilitation or liquidation of financially distressed companies and 
individuals was passed before the end of the 14th session of the Congress.  

  

52 Aldaba (2008), found that the average four-firm concentration ratio of the Philippine manufacturing 
sector increased from 71 percent in 1988 to 81 percent by 1998, where the most concentrated sub-sectors 
involve the production of intermediate and capital goods. 
53 These structural barriers refer to the presence of very high up-front investment expenditures required 
to enter the market, or the existence of economies of scale conducive to natural monopolies. 
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Firms’ response to regulations and their implementation  

102. How do firms in the Philippines behave/respond to the challenging 
business conditions described before? Murata and Yi (2010) investigated this issue 
using the 2009 Enterprise Survey data (covering 1,326 firms nation-wide operating in 
both the manufacturing and service sectors).     

103. Firms in the Philippines do take actions (make deals) to abate policy 
implementation uncertainties.54

104. Firms spending more time with officials tend to report informal practices 
as an obstacle.

  Murata and Yi (2010) find that the probability that 
firms pay bribes to officials is positively associated with differences across firms in the 
amount of management time spent with officials as well as differences in the size of 
bribes. The results are consistent with the cross-country findings of Hallward-
Driemeier et al (2010).  

55

Impact of the deal-making environment on growth  

 Interestingly, firms in the retail industry suffer the most from 
practices of competitors in the informal sector while firms in  manufacturing sectors—
such as garments, electronics and heavy industries—and services sectors (excluding 
retail) are related negatively to the probability to complain about practices of the 
informal sector. For some of the sector least affected by the informal sector, one reason 
could be the linkages between the formal and informal sectors in those areas: the latter 
sub-contracts labor-intensive stages of production to the former so that the relationship 
between the two sectors is complementary (Portes et al., 1982).  

105. Studies around the world have shown that an adverse business environment 
deters firm productivity and results in slower growth. As mentioned earlier, 
empirical studies show the negative association between the bribe rate and firm growth. 
In a similar vein, Sequira and Djankov (2010) find from a detailed study of ports in 
Southern Africa that firms will ship to a much more distant port so as to avoid 
corruption, even as these firms expect to incur additional shipping costs of eight times 
the average bribes paid.  

106. For the Philippines, Murata and Yi (2010) confirm a negative link between 
informality and both employment and firm growth. This finding is consistent with 
earlier cross-country studies. These authors, however, find that deal making variables 
have no association with employment growth and that the average time managements 
spent with officials has a positive association with annual sales growth. So securing a 
deal could be advantageous, to some extent, in the Philippines. Murata and Yi also find 

                                                   
54 Murata and Yi (2010) proxy these by the following variables: (1)  “percent of management time spent 
with government officials” and (2) “informal payments to get things done with regard to customs, taxes, 
licenses, regulations, services etc. as an estimated percentage of total annual sales”. Following Hallward-
Driemeier et al. (2010), Murata and Yi (2010) capture the differences across firms by proxying both the 
average of all firms for a given variable and the standard deviation of those firms. Firm characteristics 
(such as firm age, firm size, city size, and sector) are added as control variables. 
55 More specifically, Murata and Yi (2010) find that the probability that firms report informal practices as 
an obstacle tends to intensify with the average time spent by management with government officials, the 
average size of credit lines and the size of bribes paid. The intensity is positively associated with the 
length of manager’s experiences and with female managers. .  



  2011 PDR–Generating Inclusive Growth to Lift up the Poor  

 51 

that informality constraints are (1) stronger in sectors where deals are less open, and (2) 
more pronounced in locations where the starting business environment is more difficult, 
especially for regions with an unfair, partial, and/or corrupted court system. In terms of 
firms’ growth, the authors find that a less orderly business environment lowers the 
relative growth of larger firms. The growth difference between large and small firms 
decreases in sectors with more interactions with officials and in locations where deals 
are less orderly. Surprisingly, in sectors where management time spent varies 
significantly, growth of older firms is lower than young firms. These findings contrast 
with other studies—e.g., Beck et al. (2005) find that small firms are more likely to be 
adversely affected by red tape and corruption.  

Mind the gap! Distance between rules (de jure) and implementations (de facto) in 
the Philippines 

107. How does actual regulatory implementation (de facto) depart from rules 
(de jure)? Murata and Yi (2010) investigate this issue exploiting two datasets: (1) the 
sub-national level 2011 Doing Business survey that contains de jure information on rules 
and regulations, and (2) the 2009 Enterprise Survey which reveals de facto experiences 
related to doing business. Specifically, they examine two regulations for which 
information exists in both datasets: “days to get a construction permit” and “days to 
start a business”.  The authors find the following key results (Figure 3.3):  

Figure 3.3. Mind the gap: distance between business rules and practices 
 (a) Time to get a construction permit (Doing 
Business) versus days get construction permit 

(Enterprise Survey) 1/ 

(b) days to start a business (Doing Business) 
versus days to obtain an operating licenses 

(Enterprise Survey) 1/ 

 
     Source:  Murata and Yi (2010)  
    1/ Variation across and within cities in the Philippines  

• Deals get done. In terms of time to get a construction permit, there is not much 
increase in the average Enterprise Survey reported days with respect to the 
Doing business days, except for some firms located in Mandaue city (DB 72 
days). Hallward-Driemeier et al. (2010) points out this as evidence of the 
presence of deals. Interestingly, firms located in cities with longer Doing 
Business days such as Pasig city (DB 148 days) have smaller distribution; again 
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this is indicative as the prevalence of deals as companies adapt to the long legal 
time requirement by immediately seeking a deal.  

• It takes more time than what the law says. The actual (de facto) number of days to 
start a business is far higher than the de jure required number of days. This 
suggests the presence of capacity constraints in implementing agencies.  

• Actual policy implementation has no association with policy. The de jure number days 
required to obtain a construction permit and an operating license have no 
explanatory power over de facto time companies have taken to obtain such 
permits and licenses. Firms have settled to the prevailing business environment 
and are willing to make deals to get things done. 

• Effective regulatory reforms can lower the costs related to make deals. The authors find 
that, as the Doing Business indicator increases, both the average and the 
standard deviation of bribes paid rises. 

INFRASTRUCTURE FOR INCLUSIVE GROWTH 

108. Without a minimum amount of investment in public infrastructure, 
modern growth would be impossible (Acemoglu, 2009). This is supported both by 
economic theory and empirical evidence. In endogenous growth theories, investment in 
public capital can raise the rate of economic growth through two key channels: either 
directly as a factor of production or indirectly as an influence on total factor 
productivity (TFP)—e.g., Barro (1990).56 In general, investment in public capital raises 
the rate of return to private capital and thus crowds in the latter. Recent evidence point 
to a positive output impact of public capital investment, with an average elasticity of 
around 0.2 though the means of financing the additional public spending can 
significantly reduce these gains, especially if using taxes on income (Romp and de Haan, 
2007).57

109. Weaknesses in the quality and user cost of infrastructure in the Philippines 
as well as governance and institutional issues in the sector are long standing (e.g., 
Chapter 5 of World Bank, 2010c). The GCI 2009-2010 ranks the Philippines 98th out of 
133 countries in the Infrastructure pillar. The International Logistics Performance 
Index (LPI) 2010 reports that logistics professionals and firms outside the country 
perceive infrastructure as a major hurdle in doing business (64th out of 155 economies). 
Weaknesses are relatively widespread, affecting especially power supply, transport 
networks and in particular road and ports, and water and sanitation. Within 
infrastructure, telecommunications are performing better thanks to deregulation in the 
mid-1990s. The telecommunications sector is an important driver behind the emergence 
of high growth sectors such as the business process outsourcing sector (see Chapter 

    

5 

                                                   
56 One important caveat is that public investment raises the returns to private investment only to the 
extent that this return exceeds the negative impact of the increased tax rates needed to pay for the 
additional investment. 
57 Most of the empirical evidence is drawn from OECD countries so the specific point estimate should be 
viewed with caution. One reason to believe the estimate could be higher in the Philippines is the findings 
from studies that look at countries that were at the earlier stages of building up their infrastructure 
networks (Aschauer, 1989; Fernald, 1999). 
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for details). In Malaysia and Thailand, in contrast, no respondents have pointed out 
poor infrastructure as a source of problems.  

110. The Roads sector represents a major infrastructure challenge. The 
Domestic Logistics Performance Index 2010 report that 100 percent of logistics 
professionals and companies identified the quality of trade and transport related to road 
infrastructure as “low” or “very low”. Inadequate connectivity reduces the efficiency of 
the road network in promoting growth. Underinvestment in the road network and 
inefficiency in resource utilization are the two major impediments (World Bank, 2009).  

111. Railroads pose another big challenge. The GCI ranks the Philippines 92nd out 
of 114 economies for the quality of railroad. Only Cambodia (94th) comes behind the 
Philippines in the region. The Domestic LPI 2010 reports that 100 percent of the 
logistics firms surveyed expressed that the quality of trade and transport associated 
with railroads was “low” or “very low”. The 491 kilometer-long operational network is 
loss making. 

112. Philippine ports have significant room for improvement. Blonigen and 
Wilson (2005) estimate port efficiency based on trade data and find that Manila port is 
least efficient among the top 100 foreign ports in terms of US import market share. The 
American Association of Port Authorities’ World Port Ranking 2008 reveals that Manila 
port is busy but the amount of volume it handles is relatively small. Interestingly, 
however, only 25 percent of domestic logistics business identifies the quality of trade 
and transport related to port infrastructure “low” or “very low” (Domestic LPI 2010). 

113. High energy costs and occasional power shortages are of dire concern to 
Philippine businesses. The average cost of electricity in the Philippines is highest in 
the ASEAN region and second only to Japan in Asia. 58

114. Infrastructure not only contributes to an attractive business environment 
and national competitiveness but also to improving the lives of the poor (World 
Bank, 2008d). As the 2009 World Development Report highlighted, infrastructure are 
critical to enabling what is de facto unbalanced economic growth to still generate 
inclusive development and poverty reduction. In particular: 

 Brown outs that were 
widespread in the early 1990s never really stopped from occurring. In 2010, for example, 
because of El Niño phenomenon-related droughts, electricity generation was 
significantly curtained in the hydro-intensive island of Mindanao; this resulted in major 
brown outs. Unless generation capacity in the country is rapidly and significantly 
increased, reserve capacity will be exhausted in the Luzon island too. 

• Improved transport infrastructure, for example, has wide economic benefits, 
including (1) stimulating trade due to reduced transport costs which, in turn, can 
boost a country’s productivity and income (Frankel and Romer, 1999)—the 
gains are especially large when starting from low transport infrastructure 
density and quality (Fernald, 1999); (2) fostering the creation and development 
of economic clusters as stressed by the new economic geography literature 

                                                   
58 In 2007 the average electricity cost per KWh in the Philippines was US$0.175, compared to US$0.0538 
in Vietnam, US$0.0677 in Indonesia, US$0.0767 in Malaysia, and US$0.085 in Thailand.  Singapore also 
offers cheaper rates at US$0.1307. 



  2011 PDR–Generating Inclusive Growth to Lift up the Poor  

 54 

(Combes et al., 2008; Crafts, 2009); and (3) widening access to public services 
(health and education facilities in particular) and markets which is a pre-requisite 
to inclusive growth and sustained poverty reduction (World Bank, 2008d). 
Strong evidence has emerged of productivity gains from agglomeration effects, 
especially in the services sector.         

• Telecom infrastructures: mobile and broadband networks have the potential to 
improve the lives of people in remote areas where access to basic services is often 
difficult and also to reduce distances to economic opportunities (World Bank, 
2008d). For example, they allow health professionals to care for patients using 
video-conference facilities, make available virtual libraries to schools and 
universities and even help governments to deliver efficient, reliable and cost-
effective public services. They can also help farmers access agricultural and 
market information and facilitate information exchange (Jensen, 2007). 
Moreover, lower telecommunication cost based on good telecommunication 
infrastructures shifted the Philippines’ comparative advantage towards the more 
communication-intensive BPO industry (Yi, 2010). 

Progress and challenges  

115. Previous assessments on the Philippines’ infrastructure sector identified a 
number of issues on infrastructure provision (e.g., World Bank, 2005b and 2008b). 
Though there were some improvements in recent years, including the continued 
privatization of power assets, improved access rates in water services in Metro Manila, 
the light rail transport initiatives and continued vibrant competition in the telecom 
sector, many of the challenges remain. As a result, infrastructure investment—both 
public and private—as well as the stock of infrastructure are low in the Philippines.59

• Weak quality and high user cost. Access rates compare favorably with other 
countries in the region, but the quality of infrastructure remains poor and the 
user cost is high. Short-comings are particularly pronounced in the transport 
and power sector, namely: 

 
Specific challenges are:  

o The percentage of roads in good or fair condition was 53 percent in 2007 
even as the coverage of paved roads reached 72 percent.  But based on 
current inventory, it is estimated that only 20 percent of local roads (64 
percent of provincial and 53 percent of city roads) are in good or fair 
condition. Intermodal integration continues to be generally weak with 
different modes of public transport characterized by low levels of service 
to commuters in terms of travel time, safety and convenience, and ease of 
transfers.  

o For electricity, almost all barangays are electrified, and more than 70 
percent of homes have an electricity connection.  Access continues to be a 
national priority, and the Department of Energy’s (DOE) planning target 

                                                   
59 Since the 1997 Asian financial crisis, infrastructure investment has dropped from a peak of 8.5 percent 
of GDP in 1998 to only 2.8 percent of GDP in 2002. This has improved moderately in 2008 but still 
remains short of the estimated 5 percent of GDP that is needed for the country’s infrastructure to stop 
being a constraint to growth. 
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is to reach 90 percent household electrification by 2017. However, 
businesses are concerned both about reliability and cost of electricity 
supply—major parts of the Philippine islands (especially outside Luzon 
and Manila) suffer frequent electricity supply interruptions and 
electricity prices are the second highest in the region behind Japan.  

For water and sanitation, gains in improving access rates are being eroded with 
respect to the quality of water services and treatment of human waste. Many 
service providers outside Metro Manila operate only two to four hours daily and 
often at low pressure and fewer than 5 percent of households with septic tanks 
have proper on-site treatment and disposal.    

In Information Communication Technology (ICT), access to telecommunications 
is almost universal, with 99 percent of the Philippine population within range of 
mobile phone networks. Access to internet is limited and this has adversely 
impacted the country’s e-readiness ranking.60

• Weak governance and accountability, lack of competition, and regulatory 
uncertainty (See Chapter 2 of World Bank, 2010c). In particular:   

  For those who are connected, 
infrastructure limitations—including unreliable electricity access—limits the 
quality of internet service.  

o The benefits of private sector participation have been mixed. Twenty 
years since the BOT law took effect, only a handful of projects have been 
pursued under the open, competitive bidding process. Most PPPs were 
undertaken through unsolicited proposals. The adequacy of the latter 
with the priority investment plan has been questionable, as has been their 
value-for-money. A few of these projects have resulted in costly re-
negotiations and/or bail-outs for the National Government (e.g., IPP 
contract re-negotiations in 2005)—De Dios et al (2004).61

o Regulatory uncertainty: a history of political pressures, judicial 
intervention in infrastructure decisions and limited regulatory capacity 
contribute to the perception of riskiness of doing business in the sector. 
Unclear delineation of policy, regulatory and operator functions 
contribute to this uncertainty. For example, many of the transport sector 
institutions

 Governance 
issues have plagued some projects. 

62

                                                   
60 Components of e-readiness include countries’ ICT infrastructure access & environment, investment 
policy, and socio-economic factors related to Internet usage. 

 have policy oversight and regulatory functions with 
responsibility for the provision of services. Regulators capacity has been 
mixed. Judicial institutions are often involved in traditional regulatory 
affairs, such as tariff setting, creating perceptions of activism (World 
Bank, 2005b).   

61 One case of early termination is the Maynilad water concession: the private partner issued a notice of 
early termination five years into the project. As a result, Maynilad’s outstanding debts to MWSS, 
consisting of unpaid concession fees (P7.9 billion), were restructured.     
62 Philippine Ports Authority for ports, The Civil Aviation Authority of the Philippines for national 
airports, Department of Transportation and Communication for Metro Manila Light Rail 3 and Light 
Rail Transit Authority for Light Rail 1 and 2 in Metro Manila. 
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o Weak accountability stemming from low technical capacity, project 
appraisal, procurement, financial management, monitoring and 
implementation of quality. In transport, for example, project 
identification and prioritization of projects can be politicized and non-
transparent instead of being validated in terms of their contribution to 
the country’s development strategy. Service providers serving 
populations outside key urban areas—electric cooperatives and the water 
utilities under direct LGU management—are not particularly effective 
due to a lack of technical, financial, and management capabilities.   

 
Current government initiatives 

116. The new government has recognized the urgency and challenges of improving 
the country’s infrastructure and its crucial contribution towards promoting inclusive 
growth and fighting poverty. This commitment was firmly established during President 
Aquino’s first State of the Nation address and re-affirmed during the November 2010 
Public-Private Partnership (PPP) conference: Infrastructure Philippines 2010. During the 
conference, the government acknowledged the Philippines mixed track record and 
credibility issue in fostering PPPs and the need to do its share in attracting private 
sector investments. To that end, President Aquino detailed a number of key enabling 
environment actions; these aim to improve governance and institutions. In particular:63

• Reorganizing (and renaming) the BOT Center to PPP Center and attaching it to 
NEDA.  Per Executive Order No. 8, the PPP Center was provided a P300 
million project development and monitoring fund so as to share knowledge and 
support PPP projects; 

 

• A PPP fund, with approved financing, to pay for land acquisition and for 
transaction advisors to bring operations to market; Specifically, the 2011 NG 
budget includes P5 billion each for DPWH and DOTC and P2.5 billion for DA 
of PPP strategic support fund. These funds are intended to support PPP project 
preparation, land acquisition, among other uses.   

• A special additional single borrower limit of up to 25 percent for a bank’s equity, 
for 3 years, to support approved PPP deals;  

• A commitment, in principle, to stand behind any contractual obligations entered 
into with the private sector, and if these contract/policies are breached, the 
Government will use its resources to ensure obligations are kept. Operating 
details need to be worked out. 

• A clear preference for solicited bids, and where unsolicited bids are on the table, 
a requirement for a Swiss challenge (this re-iterates what is already in the BOT 
law).  The government is backing its preference for only solicited bids by 
reporting that solicited bids will have access to the (yet to be created) PPP Fund.   

                                                   
63 As articulated in President Aquino’s speech during the PPP conference: Infrastructure Philippines 2010. 
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117. The Government also showcased 10 priority PPP projects—mostly in the 
transport sector—which will be ready for competitive tender in 2011 and potential 
initiatives in other sectors such as agriculture, health and education. Many of the 
projects presented are still in early stages of project preparation and further work is 
needed before they can be ready for a PPP contract.  

118. Sustained commitment and quality of implementation will eventually matter in 
building credibility and fostering an enabling environment for PPPs in infrastructure. 
In the meantime, investors and development partners participating in Infrastructure 
Philippines 2010 were encouraged by the show of commitment towards PPPs and in 
bringing good governance at the fore in its efforts to make PPPs work.  

GOVERNANCE AND CORRUPTION CONSTRAINTS TO COMPETITIVENESS 

119. The success or otherwise of the government’s ambitious competitiveness 
and PPP agenda will largely depend on how it handles governance challenges.  
Grasping the momentum from the Infrastructure Philippines 2010 conference will require 
decisive action to strengthen governance systems.  Similar efforts to improve economic 
competitiveness through PPPs and infrastructure investment in the past fell short of 
expectations due to a number of constraints: political capture of key government 
agencies; inadequate enforcement of procurement laws; limited technical capacity in 
some departments and weak systems of accountability and law enforcement.  Increasing 
competitiveness will, thus, depend as much on addressing these governance challenges 
as on appropriate policy settings and availability of affordable financing.  

120. Two cases help to illustrate this point. In the roads sector, for instance, 
transport costs in the Philippines are more than 50 percent higher than in Thailand and 
Vietnam. This is not because of technical or fiscal constraints, but mostly down to 
governance weaknesses.  Multiple studies and assessments have analyzed the damaging 
effect of political interference in project identification, preparation, implementation, 
operation, maintenance and evaluation.64  World Bank research has indicated that in 
some cities and provinces, almost the entire budget for road and bridge construction 
and maintenance derives from the Priority Development Assistance Funds (PDAF) of 
members of Congress.65  Thus, many major infrastructure decisions are made on the 
basis of political rather than technical or economic considerations.  Whether through 
PDAF or regular budget, problems with procurement irregularities, bribery and 
kickbacks reduce the efficiency of public spending and in turn the quality of transport 
infrastructure.  Local businesses report that the median amount of a public sector 
contract allocated for bribery is 20 percent.66

                                                   
64 See La Salle Institute of Governance (2010) Political Interference in Roads Projects: A Scoping Study, and 
World Bank (2010) Philippines Discussion Notes: Challenges and Options for 2010 and Beyond, DN 8.  

  

65 World Bank (2010, forthcoming) Philippines: Study on Local Service Delivery, Manila. The situation is 
highly varied, however, with some cities and provinces carrying the financial burden almost exclusively 
themselves.  And of course local government budgets can be just as politically driven as the PDAF.  

66 Social Weather Stations (2010) The 2009 SWS Surveys of Enterprises on Corruption, Manila.  
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121. The case of Terminal Three at Manila’s Ninoy Aquino International 
Airport (NAIA 3) reflects some of the problems that the PPP agenda could face.67

122. Despite the challenges, the Philippines has in place a number of significant 
assets that can help to overcome governance roadblocks to competitiveness. A 
sound procurement law (Republic Act 9184); an active, vocal and capable civil society 
organizations that can monitor procurement and project implementation; and political 
leadership committed to good governance provide a basis for addressing governance 
challenges.  

  
NAIA 3 was launched in 1994 as a build-operate-transfer arrangement between the 
government and the private sector. Well over a decade and four Administrations later, 
the project remains beset by legal and political difficulties and is still to this day not 
fully operational. Questionable procurement practices facilitated by excessive 
discretionary powers in the hands of the executive, apparent conflict of interest, and 
allegations of bribery and corruption have been at the heart of the NAIA 3 difficulties.  
Accountability mechanisms have also been weak, with the courts in particular slow to 
act against contractual and other legal irregularities.  

123. Competitiveness can be improved through a series of reforms of both the 
bureaucracy and the judiciary. Bureaucratic reforms and actions should aim to 
enhance transparency and break down the hold of vested interests, and to improve 
accountability mechanisms. Judiciary reforms should aim to enhance enforcement of 
contracts and legal certainty to protect the interests of investors and the taxpaying 
public (See conclusion and recommendations section).  

Strengthening Accountability Mechanisms and Law Enforcement  

124. Efficient and effective accountability and law enforcement mechanisms are 
crucial for the investment climate.  A well-functioning judiciary, for instance, can 
ensure certainty of contract. It can also hold accountable government officials who 
engage in corrupt practices to the detriment of investor and public interest.  

125. Significant problems remain in the country’s institutional architecture for 
accountability and judiciary quality. On the Doing Business indicators, the ranking 
for Enforcing Contracts is considered by many experts as a close proxy for the quality 
of the judiciary. The Philippines ranks 118th, pointing to severe weaknesses in judiciary 
quality.  

126. The country’s main anti-corruption institutions are weak. These are the 
Office of the Ombudsman and the anti-graft court, the Sandiganbayan.  Major technical 
weaknesses and suggestions of political interference have significantly affected the 
performance of both institutions. Over the period 2001-2006, for instance, the 
Ombudsman had a conviction rate of 0.7 percent.  The mediation duration of a 

                                                   
67 For more on this case, see “Dirty Deal”, Newsbreak Magazine, September-December 2007.    
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corruption trial at the Sandiganbayan is over six years.  Appeals to the Supreme Court 
could add another three years.68

127. The Supreme Court itself is also affected by inefficiencies and perceptions 
of political interference.  Significant case backlogs are caused by the absence of a clear 
performance benchmarking system for the judiciary.  Staffing shortages are also a 
problem, with approximately 23 percent of judicial positions vacant and 519 courtrooms 
without a dedicated judge as of 2008.

   

69

CONCLUSIONS AND POLICY RECOMMENDATIONS 

  Furthermore, the judiciary’s Information and 
Communication Technology infrastructure is characterized by fragmentation, weak 
inter-operability, poor scalability and insufficient resourcing and resource planning. 

128. Significant behind-the-border constraints to doing business remain in the 
Philippines, and result in a weak business climate. As a result total investment in 
the country has shrunk from 26 to 14 percent of GDP from 1997 to 2010.  

129. Constraints to doing business can usefully be classified into 
legal/regulatory (de jure) ones and actual (de facto) ones. The most binding de jure 
constraints are the excessive procedures required to open and close a business, 
inadequate investor protection, and taxes. Key de facto constraints are corruption, 
inefficient bureaucracy, inadequate public infrastructure, informality, and poor access to 
credit among small and medium-sized enterprises. Studies show that these have reduced 
firms’ productivity, growth and employment in the Philippines, and have therefore 
likely been important contributors to the lack of inclusive growth and poverty reduction 
in the country.  

De jure reform options to boost competitiveness 

130. Promoting greater competition needs to be re-invigorated in the interests 
of achieving sustained growth that is broadly shared. To generate a more 
competitive environment, the following reform options aimed at streamlining business 
regulations and developing the competition framework should be considered: 

• Policy Action 1

                                                   
68 Bolongaita, E (2010) An Exception to the Rule? Why Indonesia’s Anti-Corruption Commission succeeds where 
others don’t – a comparison with the Philippines’ Ombudsman, U4 Issue Paper August 2010 No. 4.  Anti-
Corruption Resource Centre.  Accessed at <http://

. Simplify business regulations. Reducing the number of procedures 
to start a business from 15 to 9 and for registering property from 8 to 6 would 
put the Philippines on a par with regional comparator countries and reduce the 
cost of starting a business. Cumbersome licensing and inspections requirements 
(e.g., in securing construction permits) could also be revamped through a 
comprehensive top-down methodology whereby all licenses not actively justified 
by the regulators are eliminated by default. Setting up a Small Business Tax 
Regime would help address the sometimes complex administrative burden faced 
by small entrepreneurs and provides a disincentive to join the formal sector.   

www.u4.no/document/publications.cfm>. 

69 World Bank (2010) Philippines Discussion Notes: Challenges and Options for 2010 and Beyond, DN 25.  

http://www.u4.no/document/publications.cfm�
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• Policy Action 2.

• 

 Strengthen the legal framework and enforcement to protect property 
rights. Implement the Financial Rehabilitation and Insolvency Act (FRIA) that 
became law in July 2010.. A good insolvency law helps to resolve the competing 
claims on a business in a predictable, efficient and transparent manner. For 
SMEs, if lenders have the assurance that the insolvency system is functioning, 
overall access to financing as well as financing terms would improve. 
Strengthening the collateral system is also needed through (1) completion of the 
cadastral titling of all lands in the country; (2) the establishment of a central 
registry for land titles; and (3) the creation of a modern registration system for 
secured transactions, with unified and searchable registries for all collateral.   

Policy Action 3.

• 

 Review the Foreign Investment Negative List and consider reducing 
restrictions. This would help improve non-performing loan recovery and asset 
restructuring, as well as reduce the cost of doing business for foreign investors 
seeking to enter the Philippine market, as would a reduction of foreign 
ownership restrictions on land and other assets in the Philippines. 

Policy Action 4. Develop an explicit competition policy framework and competition 
authority. This is needed to help combat anti-competitive practices that are not 
sanctioned under the existing legal framework. Once it is in place, a competition 
(or anti-monopoly) authority needs to be created to enforce this framework.70

• 

  

Policy Action 5.

De facto reform options to boost competitiveness 

 Develop independent regulatory oversight agencies. To make 
network service industries and the sectors competitive, these markets should be 
governed by independent regulators with full operational separation and 
impartiality.  To be effective, the regulators must be subject to transparent 
public procedures (e.g., in procurement) and equipped with adequate expertise 
and resources to execute their mandates. 

Governance and corruption 

131. Corruption, inefficient bureaucracy and inadequate public infrastructure 
have been identified as highly detrimental to the business climate. Of particular 
concern are that agencies central to the competitiveness agenda, including the Bureau of 
Internal Revenue (BIR), the Bureau of Customs (BOC) and the Department of Public 
Works and Highways (DPWH) are consistently perceived as among the most corrupt 
organizations in the country.   

132. A number of actions geared towards improving transparency and accountability 
in the bureaucracy could help to address these problems.  Some potential reforms could 
include the following: 
                                                   
70 To improve the quality of regulatory governance and improve the efficiency of regulations, there is also 
a need to establish a vetting mechanism—typically called Regulatory Impact Assessment—which (1) 
ensures that new regulations meet regulatory quality criteria, and (2) impedes creeping re-regulation, 
thereby ensuring the sustainability of reform. A regulatory review unit should be established to vet new 
licenses/regulations and assess their impact on business activity while establishing a regulatory registry 
will provide positive legal security for businesses, i.e., only those regulations captured in the registry can 
be legally enforced. 



  2011 PDR–Generating Inclusive Growth to Lift up the Poor  

 61 

• Policy Action 1

The government could strengthen the impact of the SALN by auditing a 
randomly selected set of statements each year. In Albania, for instance, the 
government verifies four percent of all submitted statements using a lottery 
system to select those to be audited.  The selection is conducted in public in the 
presence of the media and civil society to enhance transparency.  This could 
initially be trialed in BIR, BOC and/or DPWH.  

. Reduce conflict of interest. Many senior public officials (elected and 
appointed) have business interests that are directly affected by government 
policies. Rightly or wrongly, this inevitably creates public perceptions of a 
conflict of interest. The Philippines has a solid legal framework related to 
conflict of interest in both the Constitution and Republic Act 6713.  This 
includes the requirement for all public officials to annually disclose a Statement 
of Assets, Liabilities and Net Worth (SALN). However, practice suggests that 
irregularities in SALN are often not acted upon, despite sanctions in the law for 
unexplained wealth.   

• Policy Action 2

Progress achieved by opening up procurement processes could be further 
entrenched by promoting freedom of information throughout the bureaucracy.  
The government could contribute significantly to governance reform by putting 
up for legislative approval a Freedom of Information (FOI) Act, as neighboring 
countries such as Thailand, Indonesia and India have done over the last decade.  
In addition to being an integral part of an open governance system, the Act 
would also send a strong signal that the government is committed to 
transparency.   

. Strengthen Transparency through Freedom of Information. 
Involving those affected in decision making empowers people and limits the 
discretion of those in office. In the Philippines, for instance, the procurement law 
gives civil society the right to observe procurement processes and participate in 
bids and awards committees.  This limits backroom deals and corruption in 
contract awards.  

Even if an FOI Act cannot be passed, the President could immediately ensure 
the highest standards of public disclosure in the Executive branch of 
government through an Executive Order. 

• Policy Action 3

Targeting revenue-raising agencies, as was done in Indonesia for example, has 
multiple benefits if successful.  Firstly, it can help to increase revenues, opening 
up more fiscal space for public investment.  Secondly, tackling reforms in 
agencies with a reputation for high corruption would signal that the government 
is very serious about anti-corruption.  Finally, those agencies have significant 

. Select a strategic agency widely perceived to be corrupt and launch a 
comprehensive reform plan. Many successful anti-corruption campaigns start by 
targeting a particular agency for reform to secure a quick win.  The 2004-2010 
Medium Term Philippines Development Plan identifies the Bureau of Internal 
Revenue and the Bureau of Customs as potential showcases in the fight against 
corruption.  The ambitious objective of reforming these agencies remains as 
valid today as in 2004.   
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interaction with citizens and businesses and their reputation affects the image of 
the whole country.  Cleaning them up could, therefore, boost the Philippines’ 
image in international rankings such as Transparency International’s corruption 
perception index. 

Agency reforms could include revised business processes, new human resource 
policies and arrangements and increased wages for staff in return for tight 
scrutiny of their income and assets and strict accountability for performance.   

133. For effectiveness, bureaucratic reforms would also need to be accompanied 
by wider reforms of the office of the ombudsman and of the judiciary. Some 
potential reforms could include the following: 

• Policy Action 1

o Address perceptions of politicization of appointments of the agency head. 
Although changing the appointment procedures might require 
constitutional amendment, it may be worthwhile considering such an 
option to reduce executive discretion.  New rules could tighten eligibility 
criteria in terms of conflict of interest, whether merely perceived or real.  
Broadening the participation of civil society representatives in the 
Judicial and Bar Council that recommends OMB heads to the President 
could also be explored. S 

. Reform the Office of the Ombudsman (OMD). Reforms to 
strengthen enforcement of the law against corruption could take two forms: 

o Elevate the quality of technical staff. This is critical, for example, to ensure 
that OMB lawyers would not be “out-gunned” by well-paid private sector 
lawyers in high-profile graft cases. In some countries, this is done by 
exempting employees from the salary standardization law and offering 
them pay comparable to lawyers and accountants with similar experience 
and qualifications in the private sector.  

• Policy Action 2

More efficient and transparent resource management will be key to increased 
operational efficiency in a resource-constrained environment. A suitably 
designed review of judicial expenditures and institutional arrangements could 
provide actionable recommendations for the Supreme Court and the Department 
of Budget and Management.  A time-bound action plan to improve utilization of 
human resources to improve existing recruitment and placement practices, fill 
judicial vacancies and strengthen management practices and skills training 
would also be valuable.  

. Reform the Supreme Court.  For the Supreme Court, reduction in 
case backlogs and case processing time could be achieved by: (1) adopting a set 
of judicial performance indicators; and (2) creating a faster track for deciding 
petty cases which form the bulk of the total caseload. It would be desirable to 
establish performance indicators and benchmarks pertaining to case backlogs, 
case disposition rates, and case processing times and link these to the budget.  

It would also be desirable for the Supreme Court to act quickly and decisively to 
improve information and communication technology capacity by implementing 
its Enterprise Information System Plan (EISP).  The EISP being pursued by the 
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Supreme Court promises substantial improvements in operational efficiency, 
including case tracking, case docket management, document tracking and 
imaging which will lead to significant improvements in case disposition and 
reduction of case backlogs  

Finally, greater transparency in courts’ interface with citizens could improve 
public trust and confidence, while reducing corruption. This could be facilitated, 
for example, through: (1) IT and web based applications which support online 
publication of decisions, web posting of case allocations, online case filing, and 
online public access to judicial decisions; (2) designing and implementing a 
judiciary-wide intranet portal and applications for internal business processes 
likely to improve transparency and efficiency in back-office operations; (3) 
conducting simple and cost-effective court user surveys and making the results 
publicly available; and (4) compliance with the mandatory obligation under 
Republic Act 6713 by judges and other court staff in regards to submission of 
Statement of Assets, Liabilities and Net worth (SALN).  

• Policy Action 3

Infrastructure 

. Propose amendment to the Bank Secrecy Act to facilitate corruption 
investigations and prosecutions. As a final measure to strengthen efforts to 
prosecute corruptors, Republic Act 1405 or the Secrecy of Bank Deposits Act 
can be a hindrance for agencies that investigate and prosecute corruption from 
accessing the bank accounts of suspects.  This is a significant constraint on the 
ability of the Office of the Ombudsman to investigate and punish corruptors.  
The Act could be proposed for amendment so that current and former public 
officials charged before the Courts under the Anti-Graft and Corrupt Practices 
Act are considered to waive their legal right to privacy, opening up their 
accounts to investigating authorities. If Congressional support cannot be secured 
for this reform, the government could instead pass an administrative measure 
that obtains from government officials under investigation a document 
authorizing the release of bank records. 

134. The new administration’s determination to close the infrastructure gaps 
and bottlenecks that are impeding both growth and its inclusiveness is welcome. 
The new administration is moving towards the right direction by taking stock of 
infrastructure needs, drawing lessons from the past and tackling governance issues in 
the sector head-on. Capitalizing on the successful Infrastructure Philippines 2010 PPP 
conference which generated momentum for the Aquino administration’s PPP agenda, 
the government should act quickly and implement key actions to demonstrate that the 
business environment is indeed different. Key policy actions could include:  

• Policy Action 1. Narrow down the priority list of infrastructure projects to first focus 
and ensure completion of the most critical projects; i.e., those that address 
bottlenecks and improve long-term productive capacity. The government has a 
long list of infrastructure projects under the Comprehensive and Integrated 
Infrastructure Program (CIIP); many of these are yet to be implemented. A 
consultative prioritization process is needed to select a shorter list of projects 
that will be supportive of the current government’s development agenda, and 
can be supported by line agencies’ budgets. The government also needs studies 
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to identify the high priority projects based on technical and socio-economic 
analyses. Funding for project preparation has been limited in the past and 
ensuring appropriate budget is a pre-requisite for taking forward any major 
capital investments.  

Quality of spending is also crucial. Reforms in procurement, financial 
management and implementation quality have been initiated and need to be 
sustained. Greater transparency through public disclosure of important 
documents such as agency budgets, expenditure and accomplishment reports are 
some of the initial steps that can be acted on fairly quickly. 

• Policy Action 2

• 

. Focus on improving the quality of infrastructure, including safety. 
Aside from improving project preparation, this also requires adequate budget 
allocation for project maintenance. Given limited fiscal space and private sector 
expertise, increasing private sector participation in project maintenance should 
be explored and implemented (e.g., performance-based contracts in roads, 
output-based aid for water, sanitation and energy). Better structured PPP 
projects need to be developed to deliver optimal risk allocation and these 
projects be competitively bid out. Capacity of regulatory agencies should be 
strengthened to ensure quality and safety standards are adhered to induce and 
ensure better service delivery.    

Policy Action 3

Access to finance 

. Continuously monitor existing PPP projects to ensure they are 
implemented efficiently. This will help improve PPP outcomes and provide 
useful feedback for new project design.  

135. Improving access to finance for SMEs is critical to generating high, 
sustainable, and inclusive growth in the Philippines. Lack of access to credit is not 
among the top three constraints on the investment climate, nor a constraint on large 
enterprises, which are mostly responsible for any anti-competitive behavior in the 
Philippines.  However, it is a constraint for medium-sized enterprises, which provide the 
best hope for increased market contestability in some sectors and are also responsible 
for most of net job creation. SME development is therefore critical to achieving 
President Aquino’s Social Contract with the Filipino people. The following measures 
could be considered: 

• Policy Action 1

• 

. Strengthen the legal framework for NPL resolution. The recently 
approved FRI bill provides a new basis and opportunity for strengthening the 
legal framework for resolving non-performing loans (NPL).  At the same time, 
the independence and capacity of the financial sector regulators—Securities and 
Exchange Commission, Bangko Sentral ng Pilipinas, Insurance Commission—
need to be strengthened to bring the Philippine markets more in line with 
international standards.  In this context, particular emphasis should be placed on 
the monitoring of related-party lending, risk-based capital adequacy, and 
corporate governance.  

Policy Action 2. Set up the public credit bureau. The Philippines already passed the 
Credit Information System Act, but the credit bureau called for under the Act 
has not yet been established. By collecting, distributing and sharing credit 
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information on borrowers, credit registries help lenders assess risk and allocate 
credit more efficiently. They also free entrepreneurs from having to rely on 
personal connections or savings. The prospective credit bureau should be 
encouraged to expand the range of information available by including history 
from other sources and distributing positive/negative information. 

• Policy Action 3

 

. Replace mandated SME lending by a system of guarantees. Introduce 
a system of credit guarantees for SMEs to replace the existing system of 
mandated lending.  Mandatory allocations for SME lending initially may have 
played a role in encouraging growth in the volume of SME lending, but they no 
longer suffice to meet the financing needs of Philippine SMEs and have proven 
to be counter-productive. A system of guarantees that seeks to encourage 
financial institutions to lend to SMEs stands a better chance of succeeding than 
the current system that seeks to coerce the banking system into making loans 
that are perceived as unprofitable or overly risky.  
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4. STRENGTHENING SOCIAL SERVICES AND 
PROTECTION FOR INCLUSIVE GROWTH 

 

136. The promotion of human capital development and its protection are at the center of the 
Aquino administration so as to achieve the objective of enabling the poor and near-poor to take 
better advantage of emerging growth opportunities. Human capital development and protection 
rest on three critical pillars: education, health, and social protection. Key government initiatives 
in these areas are reviewed:  

• Social protection: major improvements have taken place recently but efforts to build a 
comprehensive, affordable and effective system need to be pursed, in particular by focusing 
on (1) developing a comprehensive and more operational social protection strategy; (2) 
ensuring NHTS-PR is being used by all government agencies, both at the national and 
local levels; (3) strengthening the operations of the 4Ps; and (4) gradually expanding the 
overall allocations for social protection in the NG budget.  

• Education: the government’s focus on improving the Education Service Contracting 
(ESC) program—one of the largest PPP education programs in the world—is welcome. 
The program’s effectiveness could nonetheless be improved by: (1) expanding the ESC to 
cover more students and schools; (2) enhancing the agreement between FAPE and 
DepED to define their current and new responsibilities; (3) introducing performance 
measures in the agreement between DepED and FAPE; (4) estimating the capacity of 
private schools and demand for the ESC; (5) considering establishing performance 
measures for private schools receiving public funds to encourage quality improvements; 
(6) strengthening the methodologies used to evaluate the impact of the ESC program; and 
(7) improving the budgeting and slot-allocation process to stay within budgetary 
constraints.   

• Health: the government focus on universal health care is warranted as it would generate 
fair health and financial protection for all which is currently not the case as large 
disparities remain across income quintiles and provinces. Large out-of-pocket payments 
are a key constraint, especially for poor households. To achieve universal health care 
through fiscally sustainable means, deep structural problems in the health system need to 
be addressed, including the low levels, inequity and fragmentation in financing, gaps in 
service delivery, and weak accountability mechanisms across various actors both within 
and outside the health sector. The Government’s current strategy aims to address these 
gaps through three pillars: (1) Health Financing, (2) the Health Facility Enhancement 
Program, and (3) the Millennium Development Goals.  

Improvements in public financial management (PFM) will be critical for the government to 
effectively deliver on its human capital development and protection agenda. Line agencies suffer 
from a variety of institutional PFM weaknesses that slow down budget execution. Improving 
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budget execution efficiency, if achieved in isolation, would not be sufficient to enhance the overall 
quality of fiscal governance in the Philippines. The PFM-related information system in the 
Philippines is complex, not integrated, and contains important gaps. Limited fiscal transparency 
and truncated flows of financial information within the government impede external and 
internal accountability. The following measures would help translate reform efforts into sizeable 
changes in the ground: (1) adopting a well-articulated PFM reform strategy, (2) strengthening 
individual line agencies’ capability to manage their finances in support of program 
implementation (as part of the PFM reform strategy); and (3) investing in modern information 
systems.  

STRENGTHENING SOCIAL PROTECTION 

The global food crisis and the ascent of modern social protection in the 
Philippines 

137. The poor are particularly at risk from shocks as they have limited means to 
cope with them (NAPC and NSCB, 2006). Recent World Bank-commissioned surveys 
on the social impacts of various shocks confirmed that poor households were 
disproportionately affected by the economic and natural shocks in 2009 and 2010 
(Figure 4.1a). 71

138. Poor households, given their lack of financial safety buffer, have taken 
measures during the recent crises that may have long-term consequences on their 
welfare and human capital. The above-mentioned World Bank-commissioned surveys 
reveal that high among the various coping mechanisms were (1) the switch to less 
expensive food items—these often have lower nutritional quality—and (2) reducing the 
amount of food intake (

 For example, the El Niño phenomenon affected 58 percent of the 
poorest households, two-thirds of whom depend on agriculture. The 2008 food crisis 
was also estimated to have increased the income gap of the poor by 1.3 percentage 
points, mainly because the poor are net consumers of rice (World Bank, 2008c). Chapter 
1 detailed the impact of the recent shocks on poverty and MDGs.  

Table 4.1); both of these would, over time, impedes 
developmental and cognitive abilities especially among children. Other households have 
de-prioritized health and medical care spending. Many households try to make ends 
meet by borrowing money from informal lenders or by seeking additional jobs or other 
sources of income to meet their basic needs; usually this entails resorting to jobs that do 
not offer labor protection, selling their assets, or having other members of the family, 
including children, work. Households have also reported transferring their children to 
schools with low fees or withdrawing/postponing children’s schooling altogether. 
Among households affected by at least one of the shocks that happened in 2009-2010, 45 
percent indicated that they would need about a year (48 weeks or more) to recover from 
the effects of the shock (World Bank, 2010f).  

 

 
                                                   
71 The World Bank commissioned two surveys in May 2009 and July 2010 to understand the social 
impacts of shocks that happened in 2009 and 2010. The May 2009 survey focused on the effects of the 
global financial crisis while the July 2010 survey was expanded to include the social impacts of typhoons 
Ondoy and Pepeng, El Nino, and illness or death in the family. Both surveys were based on nationally 
representative samples of 1,600 adults. 
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Figure 4.1. Impact of shocks and effectiveness of social protection programs 
 
(a) Families Affected by the 2009 & 2010 Shocks 1/  (b) Estimated Program Costs and Leakage Rates 

in 2009 
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1/ Socio-economic classification is based on a set of household characteristics that are associated with the household’s welfare status. 

 
Table 4.1. Household Strategies to Cope with Economic Shocks 

 
 COPING STRATEGIES (Multiple Response)

Share of affected 
households (%)

Borrowed money from relatives and friends 48
Replaced consumption of expensive food items with cheaper ones 44
Reduced expenses related to transportation, gasoline, light, & water 44
Sought additional jobs or other sources of income 39
Reduced amount of food consumption 33
Asked for and received additional remittance from OFW or DMW 1/ 26
Reduced or used savings 25
Reduced expenses related to health and medical care 18
Sold or pawned assets 17
Borrowed money from financial institutions 12
Have other family members who were not working before now work 10
Withdrew enrolled children from school or postponed admission to school 9
Transferred children to another school with lower fees 6

 
                         Source: World Bank (2010f) 
                         1/ OFW = overseas Filipino worker; DMW = domestic migrant worker. 

139. The Philippines has numerous social protection programs but their 
effectiveness has historically been constrained by targeting, financing, and 
management problems. Over 60 social protection programs are currently implemented 
by more than 20 agencies in various sectors. The multiplicity of programs and 
government agencies involved often result in poor coordination, gaps or redundancy in 
service provision (DAP, 2009). The lack of a unified, legitimate and functional system 
for targeting in the past has undermined the effectiveness of programs in helping the 
poorest and most vulnerable households. A number of these programs, particularly 
those that comprise the largest portion of government spending, are also characterized 
by high leakage rates (Figure 4.1b). Limited resources for social protection and weak 
policy and institutional coordination have also affected the effectiveness of the overall 
formal social protection system in the Philippines. 

140. As external shocks rocked the Philippines since 2008, the authorities have 
taken important steps to improve the social protection system. These steps have 
taken a two-pronged approach. First, measures were introduced to offer immediate 
social protection assistance to households impacted by the food and fuel crisis. These 
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measures included a scale up and re-organization of social protection spending, namely: 
(1) a realignment of budget allocations to increase existing social protection 
programs—e.g., PhilHealth Indigent program, NFA rice price subsidy, emergency 
employment, scholarships/trainings, student loans—and (2) the introduction of 
temporary programs to assist households affected by the food and fuel crisis—e.g., 
Pantawid Kuryente for lifeline users of electricity and Tulong Kay Lolo at Lola for the 
elderly. Between 2007 and 2008, the national budget for social protection increased 
from 0.4 percent of GDP to 1.1 percent. Off-budget spending on social protection also 
increased markedly due to the NFA’s rice price subsidy program (which is mostly off-
budget). Second—and in parallel to the short-term crisis mitigation measures, actions 
were taken to structurally improve the social protection system. These included: 

• Improving the targeting of social protection programs through a standardized 
targeting system to identify the poor. The Department of Social Welfare and 
Development (DSWD) started the development of the National Household 
Targeting System for Poverty Reduction (NHTS-PR) in late 2007. It adopts a 
proxy means test (PMT) methodology to objectively identify and create a 
database of poor households. The NHTS-PR is intended to be used for targeting 
the beneficiaries of key social protection programs of DSWD as well as other 
government agencies.  

• Launch of the Pantawid Pamilyang Pilipino Program (4Ps)/conditional cash 
transfer (CCT) program. Following the successful implementation of a pilot 
program in 2007, the government launched its first CCT program in February 
2008. 72

141. The 4Ps is a well functioning program that could pave the way for a 
modernized social protection system that integrates control and accountability 
measures. The design of the 4Ps draws heavily on international experience that 
establishes solid structures built into the program to ensure adequate transparency, 
accountability, and governance in implementation. Aside from adopting a standard 
methodology in identifying households (the NHTS-PR), the 4Ps has also established 
management information systems to monitor compliance of beneficiaries and a simple 
and accessible grievance and redress system to address complaints. Moreover, the 
payment system for 4Ps does not require the services of intermediaries, as cash transfers 
are paid directly into the designated accounts of beneficiaries through electronic 

 This program aims to help the country meet several Millennium 
Development Goals such as eradicating extreme poverty and hunger, achieving 
universal primary education, reducing child mortality, and improving maternal 
health. As the CCT’s primary grantee of the cash grant is the mother, the 
program also gives a strong focus on empowering women in the household and 
the community. From an initial coverage of 20,000 households and a budget of 
P50 million during the pilot stage in 2007, the program was expanded to cover 
376,000 households with a budget of P1.3 billion in response to the food, fuel, 
and financial crisis in 2008. The 4Ps is the first social protection program in the 
Philippines to benefit from the NHTS-PR.   

                                                   
72 The 4Ps provides direct cash transfer to eligible households with pregnant women and children 0-14 
years old when they comply with the program conditions on health and education. It provides immediate 
income support to poor households in times of hardship but also breaks the intergenerational poverty 
cycle through investments in human capital. 
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banking. Routine monitoring by the project management office within DSWD and by 
an independent committee helps ensure strong project oversight.  

142. An assessment of existing social protection programs in the country was 
commissioned to guide the development of a social protection strategy. 
Consolidating government programs into a single, national social welfare strategy is a 
key first step towards improving the ability of the government to respond to the impact 
of the present and future crises. Towards this end, a review was undertaken under the 
supervision of the inter-agency Social Protection Sub-Committee (SPSC) of the Social 
Development Committee of the National Economic and Development Authority 
(NEDA). The review is seen as a useful first step towards developing a national social 
protection strategy.    

Towards universal, targeted, and efficient social protection 

143. In October 2009, a social protection framework was adopted in recognition 
of the need to realign resources to priority programs and projects with high 
impact in terms of coverage, cost-effectiveness, sustainability and efficiency. The 
framework places the CCT as the centerpiece social protection program. The framework 
benefited from a DAP (2009) assessment which provided a typology of the variety of 
risks faced by Filipino households, the inventory of programs implemented by various 
agencies, and also highlighted overlapping functions and programs.   

144. Within the DSWD, a strategy is being developed to harmonize various 
modes of social assistance. The DSWD’s convergence effort seeks to harmonize the 
three core social protection programs of the department, namely: the 4Ps, Kapit-bisig 
Laban sa Kahirapan-Comprehensive and Integrated Delivery of Social Services 
(KALAHI-CIDSS), and Self-Employment Assistance Kaunlaran (SEA-K). In so doing, 
the aim is to increase the poverty-reducing impacts of these approaches. Convergence of 
these three major programs centers around six areas: (1) targeting; (2) community 
mobilization process; (3) local government unit engagement; (4) institutional 
arrangements; (5) strategic communications; and (6) monitoring and evaluation (DSWD, 
2010). 

145. NHTS-PR—which has been adopted as the sole national targeting 
system—is to be used to identify recipients of social protection programs. 
Following the successful pilot of the CCT program since 2007 and the continuing 
efforts of the DSWD to cover all poor households in the country, in March 2010 the 
NHTS-PR was adopted as the national targeting system for identifying poor 
households who will become recipients of social protection programs of the national 
government (Executive Order 867). From 430,000 poor households in 2008, the NHTS-
PR database expanded to cover 1.5 million poor households by end-2009. By October 
2010, the database contained 9 million households, of which 4.2 million has been 
identified as poor. Thus, while efforts to expand the coverage of the database continues, 
as of October 2010, the NHTS-PR already covers about 90 percent of all poor 
households in the Philippines. The NHTS-PR can therefore provide accurate, reliable 
and fairly comprehensive information for the implementation of various programs 
because it locates where the poor are and their basic household characteristics. The 
DSWD is now working with other government agencies so that the database can be 
used to improve targeting of other social protection programs. So far, the database has 
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been shared with PhilHealth and was used for the mass registration of poor households 
for the Indigent Program during the PhilHealth Sabado on October 2, 2010. Enrolling 
the 4.2 million poor households identified in the NHTS-PR to the Indigent Program 
would increase PhilHealth’s reach of the poor to 90 percent from its current 22 
percent.73

146. The NHTS-PR is now accepted as an effective tool to address 
inefficiencies in some of the bigger social protection programs. Efforts are ongoing 
to use the NHTS-PR to improve the reach and progressivity of the NFA rice subsidy 
program to the poorest households, while at the same time reducing the widespread 
leakages to the non-poor of the program. For instance, as of July 2010, out of the 
835,000 identified poor households in urban areas in the NHTS-PR database only 22 
percent had access to NFA subsidized rice. The database can further identify areas, 
down to the municipality and barangay levels, where the concentration of assistance can 
be channeled to maximize coverage of the urban poor who are the most affected by 
sudden spikes in rice prices.

 Efforts are also ongoing to share the database with the Department of Health 
for its maternal health program.   

74

147. The Philippines’ move towards a universal, targeted and efficient social 
protection system received a major push in the Aquino government’s first budget. 
Recognizing the high degree of vulnerability among Filipino households and the need 
to fight poverty and enable all citizens to become active contributors to the country’s 
development, budgetary allocations for social protection were significantly increased in 
the 2011 National Government budget. Key among these scale ups was the proposed 
doubling of the 4Ps budget (

  

Figure 4.2). This is the third expansion since the 4Ps 
program was launched in 2008 (after a pilot phase in 2007). From an initial target of 
376,000 household beneficiaries in 2008, the program reached 1 million households in 
2010 and is proposed to reach 2.3 million poor households by end-2011, by which time 
the program would cover about 50 percent of all poor households in the country. With 
the cash grants, the 4Ps is expected to augment the total income of poor eligible 
households by 23 percent and reduce poverty incidence in targeted areas by as much as 
6.1 percentage points (World Bank, 2009e).      

Figure 4.2. Household Coverage and Budget of the 4Ps Program, 2007-2011 1/ 
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73 As of June 2010, 6.13 million individuals are enrolled to the PhilHealth Indigent Program out of the 
27.6 million poor individuals (based on the 2006 FIES).  
74 The NHTS-PR can also serve as the basis for a program that will compensate for the adverse effects of 
future agricultural reforms as it also identifies rural poor farmers. 
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                                            Sources: DBM for budget figures, DSWD for 4Ps coverage. 
                                           1/ Coverage for 2011 is based on the proposed 2011 National Government budget. 

EDUCATIONAL SERVICE DELIVERY: INNOVATION AT WORK  

148. The Philippines has one of the largest public-private partnership programs 
in education in the world—the Education Service Contracting (ESC) program. In 
2009, the ESC program served more than 477,000 students; these represent about 9 
percent of the 5.1 million public high school students or 36 percent of the 1.3 million 
private high school students.75 The ESC program aims to increase access to quality 
basic education at the secondary level by extending financial assistance from the public 
budget to “poor but deserving” elementary school graduates to attend private high 
schools that have contracted with the Government. This financial assistance takes the 
form of a fixed amount per grantee that DepEd provides to the contracted private high 
school. The grantee or his or her family is responsible for making up any difference 
between the DepEd provided fixed amount and the actual tuition fee of the school.76

149. The ESC represents an important innovation in public service delivery 
whereby public financing is complemented with private provisioning while 
maintaining a focus on the needs of the economically underprivileged. The 
program provides a pragmatic solution to the problem of over-crowding of public 
schools at a time when nearby private schools may have vacant seats. The issue of 
number of available school places becomes all the more salient in context of the 
administration’s effort to substantially revamp the quality of basic education in the 
Philippines by extending the basic education system to cover a longer duration—the 
enhanced K+12 Basic Education Program (

 A 
private non-profit organization agency, the Fund for Assistance to Private Education 
(FAPE), is paid by DepEd to handle the implementation of the ESC program. 

Box 4.1). The regulatory mechanism in place 
to run the ESC program through FAPE is itself an innovation with possible lessons 
beyond the education sector. The next section briefly describes some of the main 
regulatory issues involved and concludes with a brief outline of some of the key policy 
recommendations that have come up from the investigation of the ESC program. 

Education Contracting as a form of Public-Private Partnership 

150. The extent of engagement and interaction between the public and private 
sectors in education covers a wide spectrum (Patrinos et al., 2009). Figure 4.3 
depicts the main continuum of forms of publicly funded and privately provided 
education around the world. It illustrates how the use of different types of contracts 
causes an education system to be more or less integrated with the private sector and 
shows some qualitative features of such engagements. The continuum assumes that the 

                                                   
75 This section is based substantially on the forthcoming report “Philippine:  Education Service Contracting 
Study” carried out by a World Bank team led by Harry Anthony Patrinos, Lead Education Economist. 
Team members included Lynnette Perez, Juliana Guaqueta, Emilio Porta, Honesto Nuqui and Michael 
Alba. The study was funded under the AusAID SPHERE Trust Fund Demand-driven Analytical and 
Advisory Activity (AAA) facility. 
76 For 2007-08, the per grantee financial assistance was P10,000 in the National Capital Region (NCR) 
and P5,000 in the rest of the country while the tuition fee charged by ESC participating schools was 
about P26,400 in the NCR and about P9,100 in the rest of the country. 
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main responsibility for funding and regulation remains with the public sector.77 There 
are two dimensions to the continuum. The first relates to the content and qualitative 
characteristics of the mechanism78

Figure 4.3. Public-Private Partnership Continuum in Education 

 while the second relates to the extent to which the 
partnership applies to the whole education system. 

 

 
                                     Source: Patrinos, Barrera-Osorio and Guaqueta (2009) 

151. In contracting forms of partnerships (‘moderate’ in Figure 4.4) the 
government privately procures education or education-related services. These 
contracts define quantity, quality, and the price and period of time for the procured 
services; they also include rewards and sanctions for non-performance and can include 
situations in which the private sector shares the financial risk involved in the delivery of 
public services. This partial definition covers several types of contracts depending on 
the specific services that are provided. The contracts vary in their degree of complexity.  
In the education sector, the services provided can range from the construction, 
management, or maintenance of infrastructure (often referred to as a private finance 
initiative) to the provision of education services and operations, as in vouchers or 
charter schools. 

152. The private sector's role in education has several potential advantages 
over the traditional public delivery of education. The main ones are: (1) contracts 
can be more flexible than most public sector arrangements; (2) Governments can choose 
private providers by means of an open bidding process in which the government defines 
specific requirements for the quality of education that it expects the contractor to 
deliver; (3) contracts can create competition in the education market; and (4) contracts 
can achieve an optimal level of risk-sharing between the government and the private 
sector. 

153. Whether these benefits are actually realized depends greatly on how well 
designed the partnership between the public and private sector is, on the regulatory 
framework of the country, and on the capacity of the government to oversee and enforce 

                                                   
77 These range from systems that use public funds to finance privately provided education (government 
subsidies for private school inputs) to contracts that influence changes in the supply side of public 
education (the private operation of public schools) to vouchers that have the potential to generate 
systemic changes by promoting school competition (subsidies that follow the student). 
78 For example, this relates to the degree of inclusion of quality provisions (moderate private sector 
engagement), the degree of autonomy granted to the private provider over the provision of the service 
(engaged), and whether competition is encouraged by allowing students free choice between public and 
private schools (integral). 



  2011 PDR–Generating Inclusive Growth to Lift up the Poor  

 74 

its contracts and partnerships with the private sector. We turn now to trace these issues 
in the specific case of the Education Service Contracting. 

The origins of and rationale for the ESC program 

154. The ESC program began as a modest social experiment by FAPE involving 
elementary schools in the Bicol Region (Region V) in 1977.79

155. The proponents of the ESC saw it as a possible solution for four key problems 
that beset the Philippine education sector in the 1970s:  

 The rationale was that 
private schools delivered a higher quality of education at a lower cost. Around 1981, 
encouraged by bishops at a private educators’ conference, Onofre D. Corpuz, then 
Minister of Education, initiated a similar pilot project at the high school level, which 
became the model for the ESC program that was first implemented nationwide by 
FAPE in 1989. 

• Congestion in public high schools: In the mid-1970s, enrollment in secondary 
schools expanded at a rate that was almost twice as fast as the 2.5 percent 
average annual growth rate in elementary enrollment.80

• The low quality of education offered in public high schools: results from the National 
College Entrance Exam (NCEE), a test created in 1974 that high school 
graduates must pass to be eligible for college, repeatedly showed that students 
from private schools outperformed their peers from public schools.  

  

• The higher per student cost of public secondary education: private schools claimed that 
they were more efficient than public schools, and this has been confirmed by 
research. On average, public schools spend roughly twice as much as private 
schools per student.  

• The declining viability of private high schools: the Free Secondary Education Act of 
1988 (Republic Act 6655) expanded secondary enrollment, but it also caused an 
exodus of students away from private to public high schools.  

156. While significant progress was made since the ESC was piloted, the 
underlying weaknesses of the education system still prevail. Propensity Score 
matching undertaken with TIMSS (Trends in International Mathematics and Science 
Study) data indicates that private school students perform better even after controlling 
for observable school characteristics and student socio-economic background. The long 
term sustainability of the ESC program can be seen from the fact that the number of 
grantees has been increasing over the years, though the pace of increase has a varied 
pattern (Figure 4.6). 

                                                   
79 See A. I. Felipe “The ESC: Past, Present and the Preferred Future,” Philippine Education Exchange Vol. 
1(1), pp. 10-20 for details.  
80 This was not due to a spike in the population of an age cohort as there had been no baby boom. Instead, 
supply and demand factors may have been at work, plus the advocacy by Pedro Orata, an educator, for the 
establishment of a high school in every barangay may have triggered a huge increase in demand for 
secondary education. 
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Figure 4.4. Number and Annual Growth Rate of ESC Grantees 
 

 
 
Regulatory issues 

157. Currently, DepED contracts FAPE to implement the ESC program 
through a Memorandum of Agreement (MoA) that is renegotiated yearly. In 
return for its services, FAPE receives a fixed administrative services fee, currently 
(based on the MOA for academic year 2008/2009) set at P100 per grantee, plus P40 
million for managing and conducting training programs for teachers and administrators 
of ESC-participating schools and P30 million for research activities. FAPE is able to 
retain any savings thus giving it an incentive to minimize its expenditures.  

158. FAPE administers the ESC program on the basis of guidelines and 
procedures for participating schools that DepED issues in an annual order. FAPE 
determines the number of ESC slots allocated to a school based on regional quotas 
provided by the DepED’s Office of Planning Service. These quotas are based on overall 
program costs and school congestion as measured by indicative student-teacher ratios. 
Given that DepED does not systematically monitor or evaluate FAPE’s activities, it is 
both a credit to FAPE and an indication of its commitment to upholding the quality of 
private education that it even conducts a school certification process, which must be 
costly but is not mandated in the current MOA. 

159. While the growth and continued support from stakeholders indicates a 
good performance from FAPE, some regulatory issues do exist. These include: (1) 
the need for coherence between the provisions of the enabling laws, the program 
objectives as stated in the DepED-FAPE MOA, and the allocation of ESC grants; (2) 
the usefulness of a regular audit of FAPE’s costs as well as an evaluation of its activities 
relative to the program’s objectives; and (3) the development of processes to enable 
sharing of good practices which would in turn influence public support for the ESC 
program.  
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Box 4.1: Enhanced K+12 Basic Education Program: Rationale and Goals 

The Discussion Paper published by the DepEd is briefly summarized in this box.81

Rationale for extending basic education 

 

160. The cognitive achievement of students in the Philippines is low when compared with 
international standards (TIMSS) as well as national standards (NAT). Higher education 
institutions report that high school graduates are not adequately prepared for college-level 
instruction. Employers claim that entrants into the labor force do not possess adequate ‘modern 
economy’ skills such as critical thinking, problem solving, as well as deeper collaboration and 
communication skills. One of the factors behind the low performance of the Philippine education 
system is that Philippines remains one of the very few countries in the world to have a 10 year 
basic education cycle. This puts Philippine students at a disadvantage—in the domestic labor 
market as well as for overseas work. The 10 year curriculum is reportedly too dense as it tries 
to make up for a 12 year one, and as a result of the younger age at which students graduate, 
their mental and emotional development is not as mature as it might have been with a 12 year 
education. DepEd intends to introduce the K+12 program, with attention to a revised 
curriculum Kindergarten for 5 year olds through primary and secondary education. 

Progressive application 

161. The K+12 model will be progressively applied over the next six years as the shaded 
areas in the table below shows: 

Year 0: Year 1: Year 2: Year 3: Year 4: Year 5: Year 6: TARGET 
SY 2011-12 SY 2012-13 SY 2013-14 SY 2014-15 SY 2015-16 SY 2016-17 SY 2017-18  
        
      GR 12 2 YEARS 

SENIOR HS       GR 11 
        
HS IV (15 years) OLD CURRICULUM    GR 10 4 YEARS 

JUNIOR HS HS III (14 years)      GR 9 
HS II (13 years)      GR 8 
HS I (12 years)      GR 7 
        
GR 6 (11 years)      GR 6 6 YEARS 

ELEMENTARY GR 5 (10 years)      GR 5 
GR 4 (9 years)       GR 4 
GR 3 (8 years)      GR 3 
GR 2 (7 years)   NEW CURRICULUM  GR 2 
GR 1 (6 years)      GR 1 
        
Kinder (5 years)       KINDER 

 
 

Action Steps 

162. A detailed sequence of actions is being proposed for the implementation of the enhanced 
K+12 program that includes stakeholder consultations, a financing study that will look at 
various options including ESC, and finally a communications campaign and legislation. 

 

                                                   
81 DepEd, 2010, “The Enhanced K+12 Basic Education Program,” Discussion Paper, October 5, Manila. 
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ACHIEVING UNIVERSAL HEALTH CARE IN THE PHILIPPINES82

Health sector performance 

 

163. Health outcomes in the Philippines reveal a mixed picture. While the 
country does well on indicators such as life expectancy and infant mortality in 
comparison to other countries of similar income levels (Figure 4.5a), other countries 
have sustained greater improvements in these indicators over time (Figure 4.5b). 

Figure 4.5. Regional infant mortality rates (IMR) 
 

(a) IMR attainment relative to income 1/  (b) Infant mortality rates: 1960-2007 2/ 
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164. Income and province-level disparities in health outcomes are large. Large 
disparities in health outcomes arise from large differences in health-seeking behavior 
and access to health services across income-quintiles and provinces. As revealed by the 
recent National Demographic and Health Survey (NDHS), maternal and child health 
outcomes among the highest and lowest income quintiles varies by as much as 4 to 5 
times. Some provinces in the Philippines, such as La Union, have life expectancy levels 
of upper middle-income countries such as Chile and Slovenia while others such as Sulu 
and Tawi-Tawi are at the level of the poorest countries in the world.  

165. Financial protection from ill-health is poor and deteriorating in the 
Philippines. The cost of ill-health, as measured by the amounts paid by individuals and 
families at point of service, is a key indicator of universal health care. Global experience 
shows that such payments are regressive (disproportionately affect the poor) and can 
drive households into poverty. Despite the various reforms to date—decentralization 
and National Health Insurance Program—financial protection of the population against 
the costs of ill health is worse than among comparator countries and deteriorating. Out-
of-pocket payments (OOP) account for almost half of all health spending in the 
Philippines and its share has been increasing (Figure 4.6a).  In 2006, the OOP share of 
non-food household consumption across all income classes was higher than in all 
previous years. Meanwhile, public spending on health in the Philippines is below the 
level of other comparator countries (Figure 4.6b). 

 

                                                   
82 The information in this section is drawn from World Bank (2010j). 
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Figure 4.6. Regional and Philippines health spending 
 

(a) Public and Private health spending in the 
Philippines, 1995-2008 

 (b) Pubic Spending on Health as a  percent of GDP 
in Selected Comparator (1995-2007) 1/ 

  
  Source: World Bank (2010j)          Source: World Bank (2010j) 
                          1/ Y-axis log scale 

166. Disparities in the utilization of health services are widespread. For example, 
skilled birth attendance among the highest income quintile in 94 percent as compared 
with 25 percent in the poorest quintile. Only 13 percent of all births in the lowest 
quintile occur at the facility level compared with 84 percent in the highest quintile.  
Similarly, immunization coverage is only 70 percent among the lowest quintile as 
compared to 94 percent in the highest quintile (NDHS, 2009).  

Figure 4.7. Use of Skilled Birth Attendants within the Philippines and for Select Asian 
Countries 1/ 
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167. Disparities and capacity constraints in health sector inputs are stark and 
an important source of inequality in service delivery. The hospital bed-to-
population ratio is roughly 1 per 1,000 inhabitants, lower than in other East Asian 
countries such as China (2.6 beds per 1,000 inhabitants), Vietnam (1.2 beds) and 
Thailand (2.2 beds). Moreover, many of these hospital beds are clustered in large city 
centers and better-off LGUs. This is particularly true for private hospital beds which 
account for approximately half of all hospital beds in the country. The availability of 
skilled health sector staff is also a problem, especially in the public sector. While a large 
number of doctors and nurses are trained and qualify every year, out-migration is 
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widespread, so much so that the Philippines is one of the largest suppliers of trained 
nurses in the world. Regional disparities in the availability of skilled health personal are 
significant. For example, the NCR Region has skilled birth attendants close to the levels 
of Turkey and China, while the numbers in ARMM are close to Nepal and Bangladesh 
(Figure 4.7).  

Key challenges in implementing a strategy for universal health care 

168. Overall government spending on health remains on the low side.  Increases 
in public spending on health in the last few years have mainly taken place at the central 
government level, including through the expanded DOH public health program for 
LGU (procurement of vaccines).  Local government spending has stagnated in real 
terms over the last decade, which has important equity implications for the poor.  As a 
share of total LGU spending, the contribution for health declined from 12 percent in 
2002 to 9.5 percent in 2007.  Cities and towns are spending less, with only 7.5 percent 
and 7.7 percent, respectively, of their total 2006 expenditures going on health. Since the 
Internal Revenue Allocation (IRA) and intergovernmental fiscal systems do not fully 
reflect fiscal capacity and need, many LGUs in reality have very limited fiscal space to 
finance any expenditure, whether in health or other sectors. The contribution of social 
health insurance to overall health spending has declined slightly and is currently only 
8.5 percent of total health expenditures (PNHA, 2008).  

169. A large percentage of poor urban and rural households are not enrolled in 
the PhilHealth Sponsored Program and enrollment does not guarantee service use.  
Enrolling poor households is one among many challenges. A large share of LGUs, given 
their limited fiscal capacity, cannot afford the subsidized contribution requirements. 
Moreover, the informal sector is large in the Philippines (an estimated 50 percent of the 
labor force). Moreover, once families are enrolled, they face various barriers to accessing 
health services, including: (1) a lack of awareness of health insurance benefits and 
administrative procedures related to accessing benefits, (2) a lack of availability of 
PhilHealth accredited facilities, and ensuring that accredited facilities provide quality 
care (convenient opening hours, no stock-outs for drugs and other medical supplies, 
medical equipment in working condition), (3) a cumbersome claims and reimbursement 
mechanisms, which means that it is not easy for health facilities to get reimbursed, (4) 
the limited regulation of fees, as well as (5) the still limited benefits package (for 
example outpatient drugs are not covered). PhilHealth has begun to address some of 
these barriers, but further action is needed.  

170. PhilHealth is not, as yet, exploiting its potential as a major change agent 
in the health sector. The global experience with social health insurance shows that a 
strong purchaser can act as a key change agent in the health sector, encouraging 
improved performance and accountability on the part of providers and ensuring equity 
of access to health services. So far, due to its limited purchasing power in the sector and 
institutional capacity, PhilHealth is not able to fully exploit this potential.  

171. Poor households largely rely on public hospitals, whose quality of care is 
problematic and client responsiveness is low. According to the 2008 National 
Demographic and Health Survey (NDHS), 42 percent of the population sought health 
care in private facilities. Decision to seek care in private facilities stems from the 
perception that private hospitals provide better quality care. Due to financing barriers, 
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however, poor people do not have access to private hospitals, creating inequity in access 
to care.  Public hospitals (DOH and LGU) suffer from many problems, including 
inadequate financing, poor allocation of resources, lack of quality benchmarks and 
standards, and limited accountability (Lavado et al., 2010).  Access to good quality 
primary care is also uneven, and when available, people often bypass the primary level 
to seek care in hospitals, as there is no effective referral system and penalties are not 
applied for bypassing the less costly primary level. Global experience shows that high 
utilization of good quality primary health care services is equity-enhancing and cost-
effective for the health system (World Health Organization, 2008).  

172. The clinical quality of care in private hospitals is mixed, with some very 
high quality hospitals. Although largely perceived by the public as providing good 
quality care, available information shows that the quality of care in private hospitals is 
mixed. The Philippines has private health care facilities that are accredited by 
international organizations such as Joint Commission International.  At the same time, 
there exist many small private facilities, including some that serve the poor, where the 
quality of care is uneven and poorly regulated.  

The government’s program  

173. In this section we analyze the Government’s program on universal health care in 
the context of global “good practices.” Figure 4.8 distills the enabling conditions for 
universal health care reforms from “good practice” countries (Chile, Colombia, Estonia, 
Kyrgyz Republic, Thailand and Vietnam). Successful reforms have been the result of a 
combination of factors, be they institutional and societal, policy, or implementation ones. 

Figure 4.8. Enabling conditions for universal health care reforms 

Institutional and societal factors Implementation Factors
Strong and sustained economic growth                                                                                                      
Long-term political stability and sustained political commitment

Coverage changes accompanied by carefully sequenced health 
service delivery and provider payment reforms

Strong institutional and policy environment                                                                                            
High levels of population education

Good institutional systems and evidence-based decision-making                                                              
Strong stakeholder support
Efficiency gains and co-payments used as financing mechanisms

Policy factors
Commitment to equity and solidarity Flexibility and mid-course corrections
Health coverage and financing mandates
Financial resources committed to health, including private 
financing
Consolidation of risk pools
Limits to decentralization
Primary Care (First Contact Care) Focus  

 Source: Gottret, Schieber and Waters (2008) 

174. The policy pronouncements by the Aquino administration signal a strong 
political commitment to universal health care. This will have to be sustained over 
time and demonstrated through the amendment of existing laws and the adoption of 
new laws to make universal health care sustainable. The overall macro-fiscal 
environment in the country is tight and therefore expanded fiscal space for health will 
have to achieved through a combination of increased revenue mobilization, reallocation 
of resources from other sectors, and making sure health sector resources are well-
targeted and used efficiently.  
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175. The 2011 budget makes important strides towards universal health care by 
covering the poorest households and expanding service delivery in underserved 
areas. The Government’s current program on universal health care is focused on (i) 
Health Financing—enhancing health insurance coverage for poor households and the 
near poor informal sector and transforming PhilHealth’s performance into a strategic 
purchaser of health services—(ii) service delivery transformations, and (iii) a cross-
cutting focus on the Millennium Development Goals. However, to have maximum 
impact, the 4.7 million poor households identified through the NHTS-PR should be 
covered entirely through national government (NG) contributions. This will free-up 
LGU resources to support a partial subsidy program for the near poor informal sector 
and considerably increase health insurance coverage in the country. The expected 
contribution of the NG for these programs for one year is P8 billion. Premium 
contributions for poor households and the near poor informal sector will have to be 
factored into medium-term expenditure projections for the country.  

176. The Government’s focus on increasing “effective coverage”—i.e., 
utilization and financial protection under the National Health Insurance 
Program—is the correct approach. As the global experience shows simply enrolling 
more individuals without addressing utilization and depth of coverage (financial 
protection) does not achieve universal health care. The Government’s focus on 
expanding health infrastructure in underserved areas reinforces the global lesson that 
health insurance coverage should be expanded with sufficient health infrastructure. 
These infrastructure expansions need be reinforced by provider payment schemes under 
PhilHealth to encourage efficiency, quality and consumer responsiveness.  

GOVERNANCE CHALLENGES TO SERVICE DELIVERY 

177. Effective service delivery rests not only on appropriate policies but also on 
well-functioning government-wide systems for managing public resources. An 
assessment of this system—called a public financial management (PFM) system—in the 
Philippines has revealed important weaknesses (PEFA, 2009). These could impact the 
effectiveness of service delivery. Given the decentralized nature of the Philippines, 
another important cross-cutting institutional issue relevant to service delivery is the 
design and the operations of inter-governmental relations (see Box 4.2 for an overview 
of the issues).  

178. Transparency and accountability in the use of public money is a foundation 
of good governance.  Well-coordinated translation of government policies into budget 
allocation and execution is one of the key functions of a PFM system.  Without a system 
that can allocate the government’s scarce budgetary resources to priority areas, well-
crafted sector strategies would face important implementation and effectiveness 
challenges. For example, without timely execution of the approved budget, social 
programs with the best design (e.g., school-based management, neonatal vaccination) 
will not deliver desired services to the population. A well-functioning PFM system is a 
necessary condition for effective sector strategies and programs. 

Public Financial Management (PFM) challenges 

179. A good PFM system should be capable of balancing multiple functional 
requirements simultaneously.  These include prudent management of public finances 
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for fiscal stability and sustainability, allocation of the scarce budgetary resources 
according to the government’s policy priorities, efficient execution of the approved 
budget so as to facilitate speedy implementation of government programs and projects, 
and reliable and timely reporting on government operations with fiscal/financial 
implications.  Transparency is key to every facet of PFM. 

180. Recent fiscal outturns suggest that the Philippines’ PFM system can 
maintain aggregate fiscal balance despite persistently weak revenue performance.  
One key element in maintaining aggregate fiscal discipline is the high level of 
presidential discretion which the government uses to control expenditure outlays when 
faced with the need to achieve the fiscal target.  While this feature of the Philippines 
PFM system helps maintain aggregate fiscal discipline, one cost is that line agencies 
often complain of the release controls by the Department of Budget and Management 
(DBM) as stifling their budget execution.83

181. Line agencies suffer from a variety of institutional weaknesses that slow 
down budget execution.  These are the agencies that are ultimately responsible for 
executing the appropriated budget and for implementing programs and projects. For 
example, available data on budget utilization by DepEd point to weak budget execution.  
Apart from Personal Services (PS), a category that mainly comprises salaries and wages 
of DepEd employees—which one would expect to be paid on time and in full—the 
Department has consistently under-spent its budgets for Maintenance, Operations and 
Other Expenses (MOOE) and Capital Outlays (CO) (

  

Table 4.2).  Furthermore, the 
levels of under-execution vary considerably across key programs (Table 4.3), and even 
the apparent improvement in execution in the latter years was largely due to “clearance 
of backlogs”, or DepEd utilizing appropriations from the previous year (Figure 4.9).84

182. A recent Basic Education Public Expenditure Review highlights some 
specific PFM issues in the education sector (AusAid and World Bank, 2010). 
Without going into the details of the report, one of its key recommendations is that 
reforming the procedure for budget execution, without sacrificing the ability to 
maintain fiscal control, should be a top priority in any PFM reform in the Philippines.     

  
Overall, even after some improvements in aggregate budget utilization, the under-
execution of the “current” year’s appropriations has continued, thus creating something 
akin to a rolling backlog. 

183. Improving budget execution efficiency, if achieved in isolation, would not 
be sufficient to enhance the overall quality of fiscal governance in the Philippines.  
An important weakness in the Philippine PFM, especially given the country’s middle-
income status, is the fragmented and limited public reporting on the government’s 
fiscal/budgetary/financial activities. Crucially, some information critical for decision-
making by policy-makers and budget managers is routinely unavailable inside the 
government bureaucracy because of the weak financial information systems.   

 

                                                   
83 Allotment is a release of authorization by the Department of Budget and Management for a line agency 
to obligate expenditures (i.e., enter into spending commitments).  Without allotments, agencies cannot 
execute their appropriated budget. 
84 Philippines’ budgetary rules permit “continuing appropriations” of MOOE and CO for up to two years. 
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Table 4.2. DepEd budget utilization rate, 2006-08 1/ 

 

(million of peso) (percent) (million of peso) (percent) (million of peso) (percent)

Allotment 99,405 … 107,884 118,352 …
Obligations 99,231 99.8% 107,450 99.6% 118,295 100.0%
Current 99,227 100.0% 107,438 99.9% 119,191 99.9%
Continuing 4 0.0% 56 0.1% 114 0.1%

Allotment 14,126 22,654 25,771
Obligations 10,148 71.8% 16,234 71.7% 18,460 71.6%
Current 9,094 89.6% 10,851 66.6% 12,313 64.7%
Continuing 1,054 10.4% 5,435 33.4% 6,731 35.3%

Allotment 5,346 7,560 9,051
Obligations 3,029 56.7% 5,779 76.4% 5,826 64.4%
Current 1,344 44.4% 3,342 57.8% 3,584 61.2%
Continuing 1,684 55.6% 2,440 42.2% 2,272 38.8%

Allotment 118,877 138,098 153,174
Obligations 112,408 94.6% 129,463 93.7% 142,581 93.1%
Current 109,665 97.6% 121,631 93.9% 135,088 93.7%
Continuing 2,742 2.5% 7,931 6.5% 9,117 6.7%

PS*

MOOE

CO

Total

2006 2007 2008

…

 
           Source: SAOBs from the DepED-Budget Division, 2006-2008 
           1/ Total allotment releases versus total obligations (by object of expenditure), net of automatic  
           appropriations for Retirement and Life Insurance Premiums (RLIP). 

 

Table 4.3. Utilization rate of selected DepED programs, 2004-2008 1/ 
 

2004 2005 2006 2007 2008

Furniture 
Appropriations 450,000,000 1,000,000,000 1,000,000,000 1,000,000,000 1,075,000,000
Allotments 949,115,500 1,450,000,000 1,436,525,445 2,070,210,000 1,552,030,616
Obligations 264,656,000 832,037,677 433,597,834 1,068,499,560 851,273,932
% Obligations/Allotments 28% 57% 30% 52% 55%
% Obligations/Appropriations 59% 83% 43% 107% 79%

School Building Program 
Appropriations                     -   1,000,000,000 2,000,000,000 3,613,000,000 4,916,400,000
Allotments                     -   988,011,850 2,830,295,587 3,747,134,581 4,902,978,825
Obligations                     -                        -   1,384,366,737 2,994,790,980 3,865,119,165
% Obligations/Allotments 0% 49% 80% 79%
% Obligations/Appropriations 0% 69% 83% 79%

Textbooks
Appropriations 616,000,000 809,846,000 809,846,000 2,063,599,000 2,063,599,000
Allotments 1,233,965,200 1,425,846,000 2,278,344,957 3,851,511,674 3,866,642,587
Obligations 605,677,921 620,786,854 889,251,011 1,821,135,054 1,957,670,400
% Obligations/Allotments 49% 44% 39% 47% 51%
% Obligations/Appropriations 98% 77% 110% 88% 95%

New Teaching Positions 
Appropriations 2,898,373,000 1,549,559,600 3,805,712,000 3,717,254,000 4,519,132,000
Allotments 3,388,550,888 1,495,047,884 1,218,695,184 1,515,194,034 2,547,525,537
Obligations 3,253,728,701 1,400,921,900 1,139,281,766 1,480,287,353 2,549,005,533
% Obligations/Allotments 96% 94% 93% 98% 100%
% Obligations/Appropriations 112% 90% 30% 40% 56%

(in peso, unless otherwise stated)

 
                      Source: SAOBs from the DepED-Budget Division, 2006-2008 
                      1/ Appropriations/allotments versus obligations 
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Figure 4.9. The importance of continuing obligations in budgeting at DepEd 

Obligations Arising from Current vs. Continuing Appropriations

-

0.45
0.58

0.44

-
0.11 0.15 0.11

-

0.28

0.38

0.43

0.92

0.63

0.57

1.03

0.004

0.02

-

0.20

0.40

0.60

0.80

1.00

1.20

2005 2006 2007 2005 2006 2007 2005 2006 2007

School Building Program School Furniture Program Textbook Procurement

In
 B

ill
io

n 
Pe

so
s

Current Continuing  
                                          Source: SAOBs from the DepED-Budget Division, 2005-2007 

184. The PFM-related information system in the Philippines is complex, not 
integrated, and contains important gaps—see Figure 4.10 for a graphical map of the 
systems currently in use, fully or partially, by the National Government.  The existing 
information systems are numerous—at least 16 have been identified—and yet there are 
some key functions such as commitment control or payments and receipts management 
that none of them adequately covers. Furthermore, these systems are not integrated 
with each other, which severely under-exploits IT systems’ potential for data sharing 
and real-time reporting or transaction control. Many systems operate on old, though 
still functioning, technological platforms while most lack capability to process financial 
transactions (e.g., electronic payments) and instead limit their functionality to recording 
(after manual encoding of data) and report generation (but the lack of system 
integration prevents on-line consolidation of reports produced in different parts of the 
bureaucracy). A result of this inadequate and out-dated IT infrastructure is the 
government’s inability to prepare periodic reports on budget execution, which are 
essential for both external accountability and internal management.  The same system 
weaknesses limit the government’s decision-making capability by, for example, 
constraining its ability to access real-time information on the government-wide cash 
balance for efficient cash management and borrowing decisions (this results in 
significant over-borrowing costs for the NG). 

Figure 4.10. Existing PFM information systems in the National Government 
 

 
                             Source: World Bank staff assessment 
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Box 4.2: Decentralization and Effective Service Delivery in the Philippines 

185. In the Philippines, another cross-cutting institutional issue relevant to service 
delivery is the design and the operations of inter-governmental relations.  In formally 
devolved sectors such as health, the importance of smooth coordination between the NG and 
the LGUs goes without saying.  DOH cannot deliver most of its programs unless the LGUs 
that run primary health care units such as Rural Health Centers have the incentives and 
capacities to provide an adequate level of health services at reasonable cost and quality.  But 
even in those sectors that are not formally devolved such as education, LGUs de facto play 
significant roles in aspects of service delivery and therefore need to be taken into account in 
the NG’s own policies and strategies for improving services to the citizens.  For example, in 
the education sector, LGUs account for 9 percent of the total public spending in the sector, a 
good portion of it going to fund locally-funded teachers to make up for teacher shortages at 
the school level.  However, the coordination between DepEd and individual LGUs is often 
lacking and this situation tends to result in inefficient allocation of public resources. 

Decentralization challenges 

186. The Local Government Code (LGC) defines the basic fiscal and institutional 
architecture of the inter-governmental relations in the Philippines.  The passage of the 
Local Government Code (LGC) of 1991 represents a turning point in the history of 
Philippine governance. The LGC provides local governments with extensive autonomy and 
resources and formally decentralizes local public administration and service delivery 
responsibility in various sectors to local government units (LGUs).  Despite this strong shift 
towards devolution, it is widely acknowledged that LGUs have not fully realized their 
collective potential. Available evidence suggests that the impact of devolution on service 
delivery has been uneven, at best. The weak outcomes at the sub-national level are rooted in 
a set of binding constraints in the current framework and implementation of decentralization 
in the Philippines.   

187. A fundamental constraint to the efficient and effective delivery of devolved 
service is the weak political and institutional environment for local accountability. The 
LGC fails to clearly define the roles and responsibilities across levels of government and 
leaves “loopholes” for ambiguity in actual implementation, which has resulted in national 
government agencies (NGAs) continuing to play a prominent role in the financing and 
delivery of services in supposedly devolved sectors.  In the midst of a multi-track system for 
local service delivery, the coordination between NGAs and LGUs is often weak and LGUs 
are further burdened by the proliferation of procedural requirements and unfunded mandates 
from oversight agencies and nationally-enacted laws and policies. The partial nature of 
decentralization in the Philippines is further compounded by weak systems for monitoring 
and evaluating local service delivery as well as weak social and electoral accountability for 
local government performance. 

188. The local fiscal framework provided in the LGC has also resulted in 
inefficiencies and inequities in local resource bases.  The main fiscal transfer mechanism 
in the Philippines’ intergovernmental fiscal system (the Internal Revenue Allotment, IRA) 
fails to balance the local government fiscal capacities and local service delivery and 
expenditure responsibilities. Importantly, the IRA is an unconditional, general purpose grant 
that does not incorporate incentives for local governance and performance. The local fiscal 
framework is also characterized by weak local fiscal autonomy from local tax bases as well  
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inequities in the assignment of taxing powers across levels of local government. 

189. Local service delivery is also hampered by the high level of fragmentation in 
sub-national government, which results in weak economies of scale in public administration 
and service provision.  With the proliferation of small-scale LGUs, there is generally weak 
capacity for public administration and service provision in sub-national government, 
particularly in core functions of planning, budgeting, financial management, and revenue 
mobilization. 

Moving forward on decentralization 

190. Amending the LGC to resolve structural design issues is required to improve 
inter-governmental coordination in service delivery. This would require addressing 
inefficiencies and inequities in local resource bases. However, even within the bounds of the 
existing legal definition, the government could do more to clarify the actual assignments of 
roles and responsibilities.  NGAs that are currently involved in direct provision of devolved 
services should consider shifting their focus to policy setting and steering/overseeing of 
service delivery performance by LGUs, as the DOH has been attempting for the past several 
years. Even in a non-devolved sector like education, DepEd could take a more proactive 
stance in coordinating with LGUs provision of inputs such as classrooms and teachers at the 
school level. 

191. In some sectors (e.g., health), horizontal coordination across LGUs is critical to 
capitalize on greater economies of scale and to minimize unnecessary duplication of 
service provision.  In certain sectors, such as health and local infrastructure, there is scope 
for enhancing the role of the provinces as coordinating entities of the constituent LGUs, with 
supplemental support from the NGA (e.g., PIPH, LGU scorecards, conditional block grants).  

192. The government has embarked on several noteworthy efforts to introduce new 
grant and incentive programs for local governance and performance. These initiatives, 
which include both cross-sectoral (e.g., DILG’s Performance Challenge Fund) and sectoral 
(e.g., DOH’s provincial performance-based grants) programs, work within the existing 
binding constraints of the intergovernmental fiscal system to directly address the need to 
strengthen the accountability mechanisms and institutionalizing systems for public 
monitoring and evaluation of LGUs.  

 

193. Limited fiscal transparency and truncated flows of financial information 
within the government impede external and internal accountability. As reflected in 
the generally negative audit findings of the Commission on Audit’s (COA) annual audit 
reports, financial accountability suffers from widespread weaknesses in the Philippines 
(see the number of “qualified”/“adverse” assessment in Table 4.4). Weak accountability 
and lack of transparency create openings for inadvertent mismanagement of funds or 
deliberate acts of corruption, both of which are detrimental to service delivery and 
poverty reduction. It is therefore imperative that the government invests in 
strengthening its capability to manage financial information for timely decision-making, 
accurate accounting, and comprehensive public reporting. 
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Table 4.4.  COA Audit Opinions Rendered on the Financial Statements of 
National Government Agencies, 2005 & 2008  

 

Agency 2005 2008

    Office of the President      Qualified      Qualified
    Office of the Vice-President      Qualified      Unqualified
    House of Representatives      Unqualified      Unqualified
    Senate of the Philippines      Qualified      Qualified
    Bureau of Customs      Qualified      Qualified
    Bureau of Internal Revenue      Adverse      Qualified
    Department of Agrarian Reform      Adverse      Adverse
    Department of Agriculture      Adverse      Adverse
    Department of Budget and Management      Qualified      Qualified
    Department of Education      Adverse      Adverse
    Department of Energy      Qualified      Qualified
    Department of Environment and Natural Resources      Adverse      Adverse
    Department of  Finance      Qualified      Qualified
    Department of  Foreign Affairs      Adverse      Qualified
    Department of Health      Qualified      Qualified
    DILG 1/      Adverse      Qualified
    Department of Justice      Qualified      Qualified
    Department of Labor and Employment      Qualified      Qualified
    Department of National Defense      Qualified      Qualified
    Department of Public Works and Highways      Adverse      Adverse
    Department of Science and Technology      Qualified      Qualified
    DSWD 1/      Qualified      Qualified
    Department of Tourism      Qualified      Qualified
    Department of Trade and Industry      Qualified      Adverse
    DOTC 1/      Adverse      Adverse
    Metropolitan Manila Development Authority      Adverse      Adverse
    National Economic and Development Authority      Qualified      Qualified
    Philippine National Police      Qualified      Qualified

 
   Source: Commission on Audit’s (COA) annual audit reports (2005 and 2008). 

1/ DILG = Department of the Interior and Local Government; DSWD = Department of 
 Social Welfare and Development; DOTC = Department of Transportation and Communication 

Ongoing PFM Reforms 

194. For the past several years, the government has been implementing a set of 
reforms to strengthen aspects of PFM. In particular, reform efforts have focused on 
(1) multi-year budgeting, (2) the introduction of performance information 
(Organizational Performance Indicator Framework, or OPIF) as part of the budget 
documentation, (3) strengthening of internal control and audits in selected national 
government agencies, and (4) a change in the government accounting framework.   

195. Notwithstanding reform efforts, a PEFA assessment suggests ample scope 
for strengthening various dimensions of PFM. 85 Figure 4.11   graphically 
summarizes relative strengths and weaknesses in the Philippine PFM based on the 
PEFA methodology on a scale from 0 (the worst score) to 4 (the best score).86

                                                   
85 The Public Expenditure and Financial Accountability (PEFA) method considers key PFM dimensions 
as (1) credibility of the budget; (2) comprehensiveness and transparency; (3) policy-based budgeting; (4) 
predictability and control in budget execution; (5) accounting, recording and reporting; and (6) external 
scrutiny and audit. 

  It shows 
particular weaknesses in budget credibility and accounting/reporting. However, against 

86 The PEFA method rates the quality of PFM in its various sub-dimensions in an A-D scale.  Here we 
have converted the alphabetical ratings as A=4, B-3, C=2 and D=2 and converted them into an overall 
average score without any weighting. 
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the method’s best practice benchmark (i.e., the highest possible score of 4), none of the 
six dimensions is rated particularly high in the Philippines.87

Figure 4.11. Average PEFA Scores for the Philippines, by dimension 

 

 

 

196. The absence of an overarching PFM strategy and the lack of effective 
coordination among the central oversight agencies have impacted reform efforts. 
With common objectives and clear targets that can serve as a basis for coordination, 
each oversight agency has tended to pursue its own priorities, which sometimes are at 
odds with those of the other agencies.  Similarly, it has also been the case that the 
oversight agencies would introduce a reform without consultations with line agencies 
which would be affected by the centrally-driven change initiatives. With, at times, 
limited buy-in from line agencies, reforms have not fully permeated the bureaucracy to 
introduce fundamental shifts in how public monies are managed. Other reasons for the 
slow progress of PFM reforms at the agency level include rent-seeking behavior or 
simple bureaucratic inertia.  

CONCLUSIONS AND POLICY RECOMMENDATIONS 

Social protection 

197. The social protection system of the Philippines has been upgraded in major ways 
in the past three years. The Aquino government’s strong support and actions to provide 
the Philippines with a modern social protection system that effectively protects its least 

                                                   
87 Comprehensiveness and transparency appears to be in better form compared to the other dimensions, 
but this is due to the limited extent of unreported government operations, comprehensiveness (but not 
user-friendliness) of information included in the budget documentation, and reasonable transparency in 
inter-governmental fiscal relations. Among other sub-dimensions of interest for fiscal transparency, 
classification of the budget and public access to key fiscal information scored particularly poorly. 
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well off and vulnerable citizens are commendable. The following recommendations 
would further the government’s goal: 

• Policy Action 1

(a) Thoroughly assess existing social protection programs against their 
intended goals and the function they fulfill with a view to harmonizing 
and consolidating them. It is important to identify ways in which existing 
social assistance or insurance programs can complement the CCT.

. Develop a comprehensive and more operational social protection 
strategy. Although a Social Protection Framework that inventories and classifies 
major programs has recently been approved, further work is required to 
develop a strategy that can be operationalized to address the main risks and 
vulnerabilities faced by Filipinos. The following measures would provide 
significant contributions to delivering the government’s desired social 
protection system: 

88

Figure 4.1

 Such 
an assessment will also enable to identify eventual gaps in the social 
protection system, be it in terms of excluded households or shocks not 
covered for. Notwithstanding the need to consolidate overlapping or 
cost-ineffective programs, it is imperative that such decisions be based on 
careful analyses. The Food-for-School Program and the NFA rice 
subsidy program are two of the bigger social assistance programs that 
were shown to have high leakage rates to the non-poor ( b), 
incur high administrative costs and suffer from governance issues.89

(b) Identify the agencies in charge of advancing the social protection agenda.  
It is important to reinforce the mandate of the SPSC (¶

 In 
moving towards more effective programs, careful analysis and 
consideration should be given as to how these programs current and 
deserving beneficiaries can be supported by more efficient programs that 
deal with the same types of risks that these programs seek to address, 
albeit inefficiently. 

142) to oversee 
the mainstreaming of the social protection program, identify the agencies 
in charge of implementing specific social protection programs, and 
strengthen coordination among these agencies. 

• Policy Action 2

                                                   
88 Examples of social assistance programs include emergency public works programs and emergency cash 
transfer programs in the event of sudden shocks while social insurance programs include unemployment 
insurance for job loss. 

. Ensure NHTS-PR is being used by all government agencies, both at the 
national and local levels. While no program is immune from errors and leakages, 
other social protection programs besides the PhilHealth Indigent Program could 
benefit from the NHTS-PR. National agencies and LGUs should use the NHTS-
PR not only to enhance targeting, but also to avoid duplication of efforts, leakages, 
and corruption issues that have at time plagued programs; it will also help identify 
gaps in coverage. As more agencies and LGUs base their targeting decisions on the 
NHTS-PR database, it will be critical that the database be of the utmost accuracy. 

89 According to Manasan (2009), it requires an additional P20 for the Food-For-School program to 
deliver 1 kilo of rice priced at P16.75 to schools. Meanwhile, it costs about P5 to deliver a peso-equivalent 
of NFA rice to the poor (World Bank, 2009f).   
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This will require completing the national coverage of the poverty database and 
investing in its regular updating and maintenance. 

• Policy Action 3

• 

. Strengthen the operations of the 4Ps. A critical issue for the continued 
successful implementation of the 4Ps CCT program is to strengthen its 
implementation capacity.  The rapid roll-out of the 4Ps in the last two years, while 
successful, has put some strain on both institutions and manpower and the  
computerization of some systems has been delayed. To keep the integrity of the 
4Ps and ensure its continued success, especially in the context of a fast scale-up, it 
is imperative to continue strengthening the program delivery institutions. This 
includes (1) filling-up the gap in staffing at the DSWD central and local teams in 
the regions and municipalities; (2) providing extensive training to program staff at 
all levels on the operational steps of the 4Ps—including on financial management, 
procurement, and communication—and (3) deploying IT equipment and systems to 
the regional offices. These measures will provide a strong base to support program 
implementation and monitoring on the ground.  

Policy Action 4. Gradually expand the overall allocations for social protection in the 
National Government budget. While the first order of business is to improve 
targeting and consolidate social protection programs to reduce wastage of 
resources, the government should also consider gradually increasing funding for 
social protection. While off-budget social protection spending is large in the 
Philippines due to the NFA rice program, and budgetary spending for social 
protection programs has grown rapidly in recent years in the Philippines, it 
remains below the levels of other neighboring countries.90 Reducing the inefficient 
off-budget social protection spending and reallocating these funds to more efficient 
and effective on-budget programs would require further increases in NG spending 
on social protection.91

• Gradually expanding the 4Ps over the next six years is critical to its 
sustainability. Expanding the budget for social protection should not, 
however, come at the cost of unnecessarily overburdening the existing 
4Ps systems. Although scalability is admittedly an attractive feature of 
CCTs like the 4Ps, the speed at which the 4Ps is being scaled up might 
pose challenges that may not had been obvious during the pilot and start-
up phase. As mentioned under Policy Action 3, critical to the success of 
the current program and its further expansion is a strong institutional 
foundation. In addition, it would also be important to assess how the 4Ps’ 
fast expansion fits within the DSWD’s medium-term expenditure plan to 
ensure the program’s financial and fiscal sustainability over the five years 
for which households are part of the program. 

 In particular: 

 

                                                   
90 The mean spending for safety nets alone for 87 developing and transition countries is 1.9 percent of 
GDP (Weigand and Grosh, 2008). Southeast Asian countries are estimated to spend about 0.5 to 1.2 
percent of GDP while Latin American Countries and South Asian countries are estimated to spend 2.9 
percent and 1.5 percent of their GDP, respectively on social protection programs (Besley, et al, 2003). 
91 World Bank staff estimates suggest that spending 1.5 percent of GDP on social protection will allow 
4Ps to cover 2.3 million poor households. Covering all 4.7 million poor households will require 
approximately 1.9 percent of GDP spending on social protection. 
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Education 

198. The following policy recommendations regarding the ESC program have been 
suggested as possible pathways to continued success of this innovative program of 
educational service delivery:  

• Policy Action 1

Box 4.1

. Expand the ESC to cover more students and schools. By leveraging 
private school capacity, the ESC program has the potential to alleviate public 
school overcrowding in the Philippines without the need to incur the costs of 
constructing new school buildings and hiring new teachers. The administration 
will be investigating the use of the ESC as one of the means to implement the 
Enhanced K+12 Basic Education Program (as detailed in ). 

• Policy Action 2

• 

. Enhance the agreement between FAPE and DepED to define their 
current and new responsibilities. The Memorandum of Agreement between 
DepED and FAPE is a fixed-price contract, which is an extremely high-
powered payment scheme that it makes FAPE the residual claimant of any 
savings, or, conversely, the bearer of cost overruns.  

Policy Action 3

• 

. Introduce performance measures in the agreement between DepED 
and FAPE. This can be done by gradually shifting to a performance-based 
agreement that divides FAPE’s funding into a fixed payment for low-risk 
activities such as administration, school certification, and training costs and 
variable bonuses to be paid when FAPE meets mutually agreed specified 
performance targets for its high-risk activities such as research projects.  

Policy Action 4

• 

. Estimate the capacity of private schools and demand for the ESC. So 
far no systematic study has been done to estimate demand (the number of 
students in congested public schools) and supply (the number of empty seats in 
nearby private schools). DepED and FAPE could cooperate to collect more 
data on the spare capacity available in nearby private schools.     

Policy Action 5

• 

. Consider establishing performance measures for private schools 
receiving public funds to encourage quality improvements. Similar contracting 
programs between the public and the private sectors in other countries have 
taken a performance-based approach. In this approach, participating private 
schools are required to reach minimum targets of student achievement (such as 
scoring above national average in national achievement tests and ensuring a 
minimum pass rates) to ensure the continuation of their public funding.  

Policy Action 6

• 

. Strengthen the methodologies used to evaluate the impact of the ESC 
program. The first step in evaluating the performance of the ESC would be to 
allocate the resources necessary to fund a full monitoring operation within 
DepED. Thereafter, DepED would be in a position to initiate a rigorous impact 
evaluation. This would require the establishment of a baseline group of 
students who are participating in the program and a counterfactual group of 
students who would have qualified for the program if it had existed earlier. 

Policy Action 7. Improve the budgeting and slot-allocation process to stay within 
budgetary constraints.  A first step would be to keep track of grantee-years, not 
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just the total headcount of grantees in each school. This is useful information 
because, while every new ESC grant represents a four-year commitment by the 
government, grantees in the upper years represent shorter funding 
commitments. Another necessary step would be for DepED to persuade the 
Department of Budget and Management (DBM) to release the entire General 
Appropriations Act (GAA) appropriations for the GASTPE (Government 
Assistance to Students and Teachers in Private Education) program promptly 
every year. 

Health 

199. By focusing on health care coverage for poor households, the Government is 
correctly targeting key strategic areas for universal health care. Looking ahead, these 
important gains need to be solidified through a strengthened policy and implementation 
framework for sustaining universal health care

• 

. To build ownership, the formulation of 
such a framework should be based on wide stakeholder participation. Some policy 
actions for consideration include:  

Policy Action 1

• 

: Develop and implement a plan for expanding the breadth (number of 
people) and depth (services) of coverage under universal health care over the medium-
term. Once poor households are enrolled and basic financial protection is 
extended to this group, the GOP will have to think about next steps for further 
expansion of universal health care such as: (i) how to reach the informal sector 
and socially excluded and marginalized groups and the costs associated with 
such outreach, (ii) defining the benefits package under universal health care and 
the role of PhilHealth and other agencies (DOH and LGUs) in managing the 
benefits package, (iii) estimating the costs of expansion of using actuarial and 
other health finance modeling methods. 

Policy Action 2: Identify and implement strategies for sustainable financing for 
universal health care: Expanding universal health care on a sustainable basis will 
require additional health sector resources over the medium-term. The country 
aims at increasing health financing to at least 5 percent of GDP in the medium-
term while guaranteeing that the majority of health sector resources are in the 
form of prepayment instead of out-of-pocket spending at point of service. This 
raises questions regarding how these additional resources will be mobilized and 
what will be the mix of financing (increasing social insurance contributions, tax 
financing, and co-payments). In a context of a large informal sector, the GOP 
needs to identify options for sustainable financing drawing upon global 
evidence. Several OECD and East Asian countries (Italy, Spain, Germany, 
Netherlands, China, Korea, Taiwan) are turning to general budget revenue for 
financing social health insurance. 92

                                                   
92 Langenbrunner J and Somanathan A. 2010. Health Care Financing Note: East Asia and Pacific Region, 
The World Bank, Washington DC.  

 There are costs and benefits to this 
approach as well as to other approaches, such as raising social insurance 
premiums (possible negative labor market implications). The costs and benefits 
of various options need to be evaluated and applied in the Philippines country 
context. Pooling and fund management mechanisms can also be considered to 
eventually eliminate inefficiencies and perverse incentives caused by 
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fragmented financing and multiple risk pools offering different service packages. 
Options to consider include channeling most health sector resources through a 
reformed PhilHealth and incrementally phasing out direct budget subsidies to 
public facilities. 

• Policy Action 3

Governance challenges to services delivery 

: Identify mechanisms for managing costs and quality of care: The 
global experience shows that once middle-income countries expand universal 
health care, they are likely to face new challenges such as cost-explosion and 
increasing demand for good quality care. Countries need to have in place 
mechanisms to manage these challenges such as the identification of 
institutional mechanisms for regular updates of the benefits package, 
implementing cost-effective methods of care (more focus on first contact or 
primary care, outpatient over inpatient services), putting in place mechanisms 
that support evidence-based policy-making and strengthened regulatory 
functions.  

200. Despite reform efforts, an effective PFM system—which is critical to 
efficient service delivery and to proper governance of public resources—is still 
lacking in the Philippines. Important efforts to undertake critical public financial 
management in the past few years have not generated their expected benefits. The 
following measures would help translate reform efforts into sizeable changes in the 
ground:  

• Policy Action 1

• 

. Adopt a well-articulated PFM reform strategy. Such a 
strategy is an urgent priority and a pre-requisite to reforms success.  The 
PFM reform roadmap under preparation by senior officials from COA, 
DBM and BTr promises to provide the much-needed strategy but this is 
yet to be formally endorsed by the government and has not reached the 
point of being able to guide implementation on the ground. Finalization 
of this roadmap and consultations on its content with both internal and 
external stakeholders should be an utmost priority for the government if 
it is to prioritize reform of budget and financial management in its good 
governance agenda.   

Policy Action 2. Strengthen individual line agencies’ capability to manage their 
finances in support of program implementation (as part of the PFM reform 
strategy).  Available evidence suggests inefficiency in budget execution is 
caused by both the cumbersome (and often unpredictable) budget release 
procedures and weak institutional capacities of most of the line agencies.  
Both factors negatively reinforce each other and create a situation where 
the oversight agencies try to retain tight control of budget releases 
because of the mistrust of the agencies’ ability to spend and the line 
agencies fail to develop their capacities fully because their staff resources 
are devoted to meeting transactional requirements of the release 
procedures.93

                                                   
93 The introduction of the “spend it or lose it” policy for cash releases by DBM in 2009 and the revival of 
selective pre-audits by COA are two recent examples of reactive measures by oversight agencies 
triggered by mistrust in the agencies’ ability to absorb the allocated cash and account for its use properly 

 The two sides of the budget execution reform—gradual 
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relaxation of central procedural control and upgrading of line agencies’ 
execution capacities—need to be fully coordinated in order to break this 
vicious circle. 

• Policy Action 3

 

. Invest in modern information systems. Developing a 
functional government integrated financial management information 
system (GIFMIS) is both necessary for the Philippines to achieve notable 
improvements in its PFM system. This, however, represents a major 
endeavor (which is significantly beyond the level of designing software 
and purchasing hardware to run it).  Based on international experiences, 
such projects typically take several years (or more) to complete.  They 
require careful planning and design as well as changes in business 
processes and, possibly, organizational arrangements, or even legal 
changes.  A GIFMIS project should be a central component of the PFM 
reform roadmap. 
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5. SERVICES AND INCLUSIVE GROWTH IN THE 
PHILIPPINES 

 

201. The services sector has the potential to play an important role in promoting inclusive 
growth in the Philippines. The sector is already large and has been an important driver of 
employment and GDP growth; IT-BPO service exports have grown rapidly. However, this has 
not necessarily led to a rise in the average quality of jobs or productivity gains. Unshackling the 
constraints on services as a source of inclusive growth will require broad-based policy action: 
providing higher quality education for all to meet the demand for skills as services move up the 
value chain; improving infrastructure and enabling policies to facilitate agglomeration 
economies; removing investment climate distortions to allow services firms to invest and innovate. 

SERVICES AND INCLUSIVE GROWTH 

202. Inclusive growth is broad-based across sectors and inclusive of a country’s 
entire population. 94

203. The Philippines, despite high and sustained growth over the 2000s, failed 
to generate inclusive growth (Chapter 1; World Bank, 2010a; and Asian Development 
Bank, 2009). Not only did high and sustained growth fail to reduce poverty, but poverty 
incidence actually rose from 30.0 percent in 2003 to 32.9 percent in 2006. Promoting 
employment and productivity growth in manufacturing and agriculture clearly have a 
key role to play, but as the share of employment in services reaches over half the 
workforce, it is appropriate to focus on the channels through which services can play in 
moving the Philippines onto an inclusive growth trajectory. 

  Sharing the benefits of growth throughout the population 
involves not only equity considerations as it can also boost the rate of growth itself 
through enhancing incentives to acquire human capital and increase investment. This 
brings more of the population into the productive workforce and reduces political 
instability by increasing the legitimacy of policies adopted during economic 
transformations (Acemoglu, 2009). 

204. Employment and productivity growth in services can build inclusive 
growth through direct and indirect channels (Figure 5.1). The direct benefits of 
promoting services development for absorbing labor supply are clear given the sector’s 
size. However, inclusive growth requires not just a rise in employment but also an 
increase in productive employment. For this to occur, the services sector has to move up 
the value chain, particularly by moving away from less formal, low wage services. 
Productivity improvements and growth in the quality and variety of services provided 
                                                   
94  See, for example, “What is Inclusive Growth?” note by the World Bank Poverty Reduction and 
Economic Management Unit http://siteresources.worldbank.org/INTDEBTDEPT/Resources/468980-
1218567884549/WhatIsInclusiveGrowth20081230.pdf 

http://siteresources.worldbank.org/INTDEBTDEPT/Resources/468980-1218567884549/WhatIsInclusiveGrowth20081230.pdf�
http://siteresources.worldbank.org/INTDEBTDEPT/Resources/468980-1218567884549/WhatIsInclusiveGrowth20081230.pdf�
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in the economy can then generate several indirect linkages between services 
development and inclusive growth. First, many services, such as logistics and business 
services, are inputs to other sectors. Improving the ease with which a manufacturer can 
trade or a farmer can bring products to market can stimulate growth and productivity 
improvements in these sectors (Arnold et al., 2007).95

205. Delivering the potential benefits of services development for inclusive 
growth is a complex policy challenge. Certain institutional and structural 
characteristics, particularly, the level of human capital and communications 
infrastructure, can amplify the benefits of services liberalization. Cross-country 
experience also highlights that services liberalization must be undertaken carefully, 
taking into account political economy considerations and addressing adverse adjustment 
costs.  

 Second, services such as education 
and health are inputs into the investments in human capital within an economy. 
Reducing their costs or increasing their quality can, in turn, help to boost longer term 
economic growth.  

Figure 5.1. Service sector development and inclusive growth 
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                              Source: World Bank staff. 

206. Growth driven through services can contribute to sustainable and inclusive 
growth. Although not the focus of this paper, the concepts of sustainable and inclusive 
growth often go together given the potential inequality in the distribution of the 
environmental costs of development. Services can contribute to sustainable development 
through the direct provision of environmental services or through reducing the 
environmental footprint of manufacturing and agriculture by improving the efficiency of 
transportation. International trade in some services, such as business and IT services, 
can be conducted at a lower energy intensity than trade in manufactured products 

                                                   
95 Firm level studies have shown the benefits of services reforms to not only services firms but also the 
spillovers to manufacturing sectors. For example, in a study of the Czech Republic, Arnold et al. (2007) 
find that a strong positive relationship between service reform and manufacturing productivity for those 
firms relying more on service inputs. 
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(Kalirajan et al, 2010). However, clearly air and maritime transportation services face 
their own environmental challenges.  

SERVICES IN THE PHILIPPINES AND INCLUSIVE GROWTH—PERFORMANCE TO DATE 

Growth, employment and productivity 

207. The service sector in the Philippines is large by regional standards and has 
driven aggregate GDP growth through the 2000s. The share of services in the 
Philippines GDP has reached over 50 percent of GDP, well above the comparable level 
of the East Asia region as a whole (Figure 5.2). In part, the latter’s share of services is 
relatively low given the manufacturing-for-exports growth strategies adopted by many 
countries over the past few decades. The share of services in the Philippines economy is 
roughly comparable to other countries at its income level. Within the economy, 
however, there is substantial regional divergence in the importance of services, with 
levels particularly high in Metro Manila. Box 5.1 highlights the spatial concentration of 
services activity within the economy and discusses its economic geography drivers. 

208. Over the last decade, the service sector has contributed the majority of 
real GDP growth in the economy (Figure 5.3). An increasing share of services GDP 
is coming from private services, with trade the other main service sub-sector (Figure 
5.4). The rise in private services incorporates the growth of the domestic and offshoring 
business processing outsourcing sectors (Error! Reference source not found.). The 
services sector supported growth as the global downturn took its toll on manufacturing 
(although the rebound in industry GDP has been substantial with the growth in its 
level from 2008 Q2 to 2010 Q2 outstripping that of services). 

Figure 5.2. The service sector is 
relatively large in the Philippines… 
 
 
Services to GDP, percent 

 
Sources: WDI and World Bank staff 
calculations 

 Figure 5.3.  …contributing to the 
majority of growth in the 2000s 
 
 
Contribution to real GDP growth, percent 

 
Sources: CEIC and World Bank staff 
calculations. 

 Figure 5.4.…with private services rising 
contributing the majority of growth 
 
Share of total services GDP             Share of GDP 

 
Sources: CEIC and World Bank staff calculations. 
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Box 5.1: The regional dimension of services development 

209. The production of economic activity, and services, is spatially 
concentrated within the Philippines. Metro Manila accounts for 48 percent of 
national services GDP, dominating other regions (Figure 5.5). Within Manila services 
dominate the economy at 70 percent of GDP compared with the national level of 55 
percent. Trade and hotel and restaurant services are the largest activities (Figure 5.6), 
with the share of other services, which includes IT-BPO activities, also large across 
different regions. After Manila, the relationship between service activity-to-GDP and 
income per capita is not clear (in contrast with the general positive relationship across 
countries). The region of Central Visayas, which has also seen IT-BPO industry growth 
around Cebu City, has the second highest share of services reflecting its relatively 
strong infrastructure and supply of skilled-employment (sourced from local 
universities). In addition, Luzon also has a relatively high concentration of services with 
business and population spill over from Manila. Indeed the Philippine government has 
identified some of the cities in this region, such as Cavite, Metro Laguna, and Batangas, 
as potential cities for IT-BPO expansion areas besides Manila. 

210. The spatial concentration of activities in an economy reflects the 
agglomeration forces of economic geography, as highlighted in the World Bank 
2009 World Development Report. Firms in the same industry which are located in the 
same place can benefit from easier access to information, customers, suppliers of inputs 
and labor. For example, service firms may locate in a particular region due to 
agglomeration of workers with the necessary skills or agglomeration of demand due to 
a large population for final consumption services or concentration of manufacturing 
firms for intermediate services. Agglomeration economies mean that different firms 
located in the same area can exchange knowledge, cross-fertilize ideas and innovation. 
As in other economies, the process of urbanization in the Philippines is set to continue. 
After rising sharply in the 1980s the share of urban areas in the Philippines plateaued at 
just under 50 percent. This share is expected to begin to rise again and is expected to 
reach around 70 percent by 2050. 

Figure 5.5. Services share of GDP most 
pronounced in Manila… 

Services /  GDP (%), 2009 

 
Ln real GDP per capita (1985 peso), 2009 
Sources: CEIC and World Bank staff calculations. 

Figure 5.6. …with trade the major service in GDP 
across regions 

Share of total national services GDP, 2009 % (log scale) 

 
Sources: Philippines regional accounts and World Bank staff 
calculations. 

211. The extent of agglomeration economies differs across products. Depending 
on the technological nature of a good or service the advantages from concentration of 
activities differ (as emphasized in the work on South Asia by Bosker and Garretsen, 



  2011 PDR–Generating Inclusive Growth to Lift up the Poor  

 99 

2010).  Providers of non-tradable services may need to be located close to customers, 
limiting the scope for provision at arms’ length but enhancing their development in 
large urban areas. For example, Manila accounted for 48 percent of services GDP in the 
economy versus 37 percent of total GDP in 2009. However, changes in technology, 
communications and improvements in infrastructure are changing the notion of which 
services are tradable or not. The development of the IT-BPO outsourcing and 
offshoring industry, and its expansion from call centers through to transcription and 
research activities, reflects these forces.  

212. Policy reforms can help to harness the forces of economic geography. 
Adopting an economic geography perspective can better inform policy makers to 
introduce measures that boost the contribution of services to inclusive growth. In 
particular this relates to further improvements in infrastructure and communication to 
allow service providers to link with their domestic and international customers, 
particularly for BPO-related activities.  

 
Figure 5.7. Services export receipts showed marked 
growth but stabilized during the global downturn… 
 
Percent                                                                                                    USD billion 

 
Note: 1/ revised. 2/ preliminary 
Source: Yi (2010) [to update] 

 Figure 5.8. …with business services reaching almost 
half of total service exports 
 
       Share of total services exports 

 
Note: 1/ revised. 2/ preliminary 
Source: Yi (2010) [to update] 

213. Services provision by overseas foreign workers (OFWs) also makes a 
substantial contribution to the Philippines external balance. 96

                                                   
96 Provision of services overseas is mode 4 of provision of service trade. The first is cross-border supply, 
the second is consumption abroad provision and the third is commercial presence provision of services 
through foreign affiliate activities. 

 Since 2000, the 
number of OFWs has increased rapidly. In 2007, the government estimated that around 
5 million Filipinos were working overseas under fixed-term contracts, in addition to 
about 4 million permanent overseas workers and migrants. The remittance flows from 
these migrants jumped from US$5 billion in 1998 to almost US$15 billion in 2008, 
representing an annual average increase of 12 percent (see World Bank, 2010a, for more 
details). About 60 percent of remittances come from the United States or are channeled 
through U.S. banks, and about 25 percent of remittances come from the Middle East. 
Remittances from the Middle East doubled in the last five years and benefited from 
economic expansion triggered by higher oil prices. 
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Box 5.2: The Philippines IT-BPO Industry and inclusive growth97

214. After India, the Philippines ranks second in the IT-BPO off-shoring market within 
developing economies. As India’s share of this market fell from 67 percent in 2004 down to just 
under 50 percent in 2008, the Philippines’ share of the market remained relatively stable at around 
20 percent (Error! Reference source not found.).  

 

215. Labor cost savings drive the attractiveness of off-shoring in the Philippines. The 
BPO industry has been present in the Philippines for a considerable period, with HSBC 
outsourcing in the country in the 19th century, then IBM since the 1950s and Japanese firms in 
the 1980s (Yi, 2010). But, activity started to take off in the 1990s as the IT revolution took holds. 
The Philippines ranked 7th out of 50 countries in the 2009 A.T. Kearney’s index of attractiveness 
for off shoring activities. Decomposing this index, the Philippines ranked 4th highest in terms of 
cost advantages, for example on wage and rental costs, but only 25th on people skills and 
availability and 43rd for business environment. 

Figure 5.9. Philippines and India dominate the BPO 
sector in developing countries  
Percent 

 
Source: Mitra (2010) from various sources. 

 Figure 5.10.  Cost factors drive the attractiveness of 
Philippines for off-shoring 
The 2009 A.T Kearney Global Services Location 

Index  
Notes: Weight distribution 40% to financial attractiveness (marked on scale of 0 to 
4) and 30% each for business environment and people skills and availability (on 
scale of 0 to 3). 
Source: A.T. Kearney (2009). 

216. The IT-BPO industry is only in a nascent phase of development and has had 
relatively limited wider economic impact to date. The industry had only a very minor impact 
on the overall economy, and especially on poorer groups and remote areas, in the 1990s and 
earlier. As the 2000s evolved, it grew but still had only a rather modest impact on most parts of 
the middle and low income groups, except in a few cities. The share of services in total service 
exports has risen markedly, reaching around 70 percent in 2009, and diversified into new areas. 
While call centers dominate, back office and knowledge process outsourcing services have grown 
rapidly (Error! Reference source not found.). However, although employment in the IT-BPO 
export sector has also shown remarkable growth it accounted for less than 3 percent of total 
employment in 2009 (Figure 5.20). Projections for the 2010s suggest yet another phase in which 
the industry and even more the usage of ICT will have substantial direct and indirect impacts on 
all social groups, including the poor, in a large number of cities and some rural areas.  

                                                   
97 This box is adapted from the executive summary of Mitra (2010). 
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217. The IT-BPO industry and the usage of ICT have the potential to make a substantial 
contribution to future economic and employment growth in the Philippines. There is major 
scope to expand IT-BPO industry exports and eventually to also having more sizeable domestic 
market demand. This implies major opportunities in terms of expansion both at the lower and 
higher end of the value chain, be it developing the business in new verticals and in developing 
backward, forward industry specific and other linkages. All of this indicates a need for short as 
well as medium and long term visions and actions in terms of human resource development and 
the overall business environment. It calls for timely, multi-dimensional and effective response by 
both the government and the private sector so that the country’s industry can develop market 
niches and adopt new business models and technologies. 

Figure 5.11. IT-BPO is coming to dominate services 
exports… 
USD million 

 
Note: ITO is Information technology outsourcing. 
Sources: Mitra (2010), Yi (2010), and World Bank staff calculations. 

 Figure 5.12.   but IT-BPO export services remain a 
small, if rapidly growing, share of total employment 
Employment (thousands) 

 
Note: ITO is Information technology outsourcing. 
Sources: Mitra (2010), CEIC and World Bank staff calculations. 

218. As the IT-BPO sector expands it has the potential to become a major catalyst for 
economic transformation across different sectors, regions and social groups well beyond 
Metro Manila. The BPO is so far a labor intensive sector but predominantly staffed by graduates. 
However, the Indian experience reveals that, as the sector matures, it becomes more inclusive as 
companies go to rural communities and set up small operations with lower skills requirements. 
Moreover, it is important to note that ICT developments can further spread technology and 
business process innovations with economy wide implications. 

219. IT-BPO export services, while central to economic development in the Philippines, 
are not a panacea. Building the productivity and employment in domestic-oriented services and 
the manufacturing sectors is equally or more important. However, expanding the scale and scope 
of exports of IT and BPO services as well as domestic ICT related developments offers new 
avenues that can help the economy to be more productive and accelerate efforts to achieve 
inclusive growth in the country and to interface and catch up with the rest of the world in 
economic development.  
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220. Turning to the labor market, as in other developing economies the service 
sector is the key to employment growth. Recent work by McKinsey has highlighted 
the role of services in employment growth across income levels (McKinsey Global 
Institute, 2010). In middle-income economies, from 1995-2005, services accounted for 
85 percent of employment growth. Similar trends are seen in the Philippines (Figure 
5.13 and Figure 5.14). Growth in employment through recent quarter has originated 
from services with the share in overall employment rising to over 50 percent, as with 
GDP.  

Figure 5.13. The service sector has also driven 
recent employment growth… 
 
Contribution to year-on-year employment growth, percent 

 
Sources: CEIC and World Bank staff calculations 

 Figure 5.14. …and now accounts for around 
50 percent of total employment   
 
Share of total services employment             Share of total employment 

 
Note: Data to 2008 from WDI. Philippines data calculated from quarterly 
averages of national data. 
Sources: WDI, CEIC and World Bank staff calculations. 

 

221. Within services wholesale and retail trade contributed the most to recent 
employment growth (Table 5.1). Between 2003 and 2009 total employment in the 
Philippines grew by an average of 2.2 percent per annum. At the aggregate sectoral 
level services saw the highest growth, at 3.7 percent per annum growth, while both 
industry and agriculture trailed at 0.8 and 0.7 percent, respectively. The highest 
subsectoral growth rates were seen in mining and quarrying (from a low base), 
electricity gas and water, real estate, rent and business activities. But given their lower 
weighting in total employment these high growth sectors made only limited 
contribution to aggregate employment growth (with real estate, rent and business 
activities accounting for one-tenth of such growth). The largest contributions to 
employment growth came from wholesale and retail trade (just under one third, 
growing its share of total employment to 19 percent). 

222. However, labor productivity in services remains well below that in 
manufacturing (Figure 5.15). Services labor productivity is less than half of that of 
manufacturing (although it is twice that of agriculture). These relative trends have been 
stable over time. Labor productivity in services rose by 7.8 percent in total in the five 
years to Q3 2010, compared with 22 percent in manufacturing. Furthermore, those 
services sectors making the greatest employment contributions to growth, such as trade, 
have seen limited labor productivity growth in recent years. This suggests that the 
employment growth associated with services has not all been associated with a rise in 
productive employment (although sectors such as transportation, storage and 
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communication made strong contributions to overall employment growth and exhibited 
labor productivity improvements). 

Table 5.1. Services dominate employment growth and contributions 
 

Share of employment 
in 2009

Average annual growth 
rate (2004-2009)

Contribution to change in 
employment between 

2003 to 2009

Agriculture 34.0 0.67 11.0
Industry 14.5 0.78 5.4

Mining and Quarrying 0.5 9.32 1.6
Manufacturing 8.3 -0.53 -2.2
Electricity: Gas and Water 0.5 6.12 1.1
Construction 5.3 2.01 4.9

Services 51.5 3.72 83.5
Wholesale and Retail Trade 19.4 3.59 30.7
Hotel and Restaurants 2.8 4.31 5.3
Transport, Storage and Communication 7.7 2.68 9.3
Financial Intermediation 1.1 2.56 1.2
Real Estate, Rent and Business Activitie 3.1 7.88 9.4
Public Administration & Defense 5.0 4.55 9.7
Education 3.3 4.45 6.3
Health & Social Work 1.2 2.17 1.2
Other Community, Social & Personal 2.4 0.49 0.6
Private Households 5.4 4.34 10.0

Total 100.0 2.17 100.0

(in percent)

 
   Note: Based on Q4 employment figures.  
   Sources: WDI, CEIC and World Bank staff calculations. 

Figure 5.15. Labor productivity in services has 
risen but remains well below manufacturing 
 
Ln real GDP per worker, in thousands of 1985 peso 

 
Note: Data is 4-quarter rolling GDP divided by rolling employment. 
Source: CEIC and World Bank staff calculations. 

 Figure 5.16. ...although labor productivity 
performance varies markedly within services  
 

Annual growth in real GDP per worker 2000-2007, percent 

 
Sources: Asia Productivity Organization Databook 2010. 

223. Services as a whole have higher than average, but more dispersed, real 
wages. Average wages in services are around twice that in agriculture (Table 5.2). 
However, reflecting the significant differential in skill mixes across services sectors 
(from retail through finance for example), the dispersion in wages within services is 
significantly higher than for agriculture and industry (Table 5.3). Thus in terms of 
inclusive growth, not all service sectors are created equal. Some can provide greater 
employment gains (e.g., retail) while others can provide greater real wages for 
employees.  
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Box 5.3: The Philippines Tourist Industry98

224. The potential of the tourist industry in the Philippines has yet to be 
realized. Tourist arrivals to the Philippines have risen gradually since 2003 (

 

Figure 
5.17). But growth rates of around 9 percent from 2006 to 2009 compare unfavorably 
with rates of almost 20 percent in Malaysia or 13 percent in Indonesia. Furthermore, 
the receipts received per tourist are declining. Over the past decade tourist receipts-to-
GDP have remained stagnant at around 3 percent, again contrasting with Malaysia’s 
rise from 6 to 8 percent (Figure 5.18). The contribution of travel and tourism to GDP 
reached 8.8 percent of GDP in 2007, down from 11.2 percent in 1993, before falling 
further during the global downturn in 2009. The sector has yet to become a major 
source of low-skilled employment. Tourism-related industries accounted for roughly the 
same share of total employment in 2008 as in 2000 (Yi, 2010). 

Figure 5.17. The rise in tourist receipts 
faltered in 2009 and receipts per visitor have 
trended downwards 
 

 
Source: CEIC and World Bank staff calculations. 

Figure 5.18. Tourism receipts to GDP 
remain well below regional peers 
 
Percent of GDP 

 
Source: To add. 

225. This lackluster performance contrasts with the Philippines’ multiple 
strengths as a tourist destination. For example, the Philippines can offer a large 
variety of attractions and activities, including islands and beaches, rainforest,  
spectacular diving, cultural heritage sights, and health and retirement tourism. It can 
also offer relatively competitive prices and ease of communication in English. The 
Government has also undertaken policies to promote tourism investment, for example 
tourism enterprise zones under the 2009 Tourism Act. Tourism has been identified as a 
priority sector for its high inclusive growth potential by the Aquino government; it has 
also been a priority activity under the Investment Priority Plan with a strategy for 
tourism development and growth set out in the 2011-2016 Medium-Term Philippines 
Development Plan. 

226. Nevertheless, sizeable bottlenecks to the further development of tourism 
remain. These include weaknesses in transport, energy and water and sanitation 
infrastructure and the country’s general business climate constraints. Internationally 

                                                   
98 This box is based on Yi (2010) and an ongoing World Bank study by Roy van der Weide. 
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the Philippines is not as well connected as other destinations (especially from Europe). 
This increases the monetary and time costs of travel which eventually drives down 
tourist arrivals (an econometric analysis of Philippines data shows that the presence of a 
direct flight significantly increases country-level arrivals in the Philippines). Air service 
liberalization (Open Sky) and enhancing the main international airports could help to 
alleviate this constraint. Other issues on the business climate are more general 
constraints on business in the Philippines. Recurrent and high visibility security 
incidents have also had a negative impact on the Philippines’ tourist brand name. More 
effective marketing and branding could help to build awareness and provide a buffer 
against such adverse shocks.  

In terms of recent dynamics, the rise in labor productivity in manufacturing was 
accompanied by a rise in real wages. According to Labor Force Survey data, the real 
daily wages of full-time workers in manufacturing rose by 14 percent between 2003 and 
2006  (World Bank,  2010a).   In contrast,  in  the  service  sector  wages  dropped  by  5 
percent in real terms and drove the overall 1 percent fall in real wages over this period. 
As a result the wage differential of services with industry and agriculture is declining.  

Services and poverty99

227. Households employed in the services sector have tended to have lower 
poverty rates than those employed in other sectors (

 

Table 5.4). Factors behind this 
level difference include the higher wage distribution for services mentioned above and 
the concentration of services employment in Metro Manila and other cities. But, the 
poverty rate tracked up from 2000 to 2006, although no more in proportional terms for 
services households than for manufacturing ones. As the share of services in total 
employment has risen so has the share of the poor whose household head works in 
services. In 2006 62 percent of the working age poor population worked in agriculture, 
11.4 percent in industry and 26.8 percent in services. The share in services was up 2.9 
percentage points on the level in 2003. For the non-poor the comparable figure for 
services was 60.3 percent, up 2.1 percent on 2003. 

228. It is the linkages between services growth and poverty reduction which are 
of interest from an inclusive growth perspective. What are the channels through 

                                                   
99 This section draws heavily on the analysis of labor market developments and poverty in World Bank 
(2010a). 

Table 5.2. Average real daily wages are higher 
in services but the difference is falling  
 

Year Agriculture Industry Service Total 

2003 105 208 236 208 

2004 102 195 228 200 

2005 101 197 224 199 

2006 119 215 223 207 

Change 14 3 -5 -1 

Source:  World Bank (2010a) estimates using LFS 2003-2006. 
 

Table 5.3. Real wage inequality is higher in 
services, measured by the 90th/10th percentile ratio  
 

Year Agriculture Industry Services Total 

2003 3.17 2.87 7.51 6.09 

2004 2.89 2.94 7.19 6.01 

2005 2.63 2.49 7.75 6.06 

2006 2.72 2.56 7.44 6.06 

Notes:  p10 is the poorest decile; p90 is the top decile. 
Source:  World Bank (2010a) estimates using LFS 2003-2006. 
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which services growth affects poverty? Ghani and Kharas (2010) distinguish between 
direct channels, including the creation of new productive employment in services, and  
indirect channels whereby income is generated and then spills over to the rest of the 
economy. Other indirect channels include how the increased usage of intermediate 
services in other sectors may lead to growth in these sectors which in turn raises 
employment, wages and helps to reduce poverty. Importantly for the Philippines these 
channels can be thought of not only in domestic terms but also through the provision of 
services overseas through migration of labor and the resulting remittance flows. In 
addition to these income channels, if service sector developments lead to improvements 
in the quality, and a lowering in the relative price, of services that are consumed 
intensively by the poor, they can help to reduce poverty by enhancing the purchasing 
power of the poor. Providing a detailed empirical assessment of each of these different 
channels is beyond the scope of this paper but the discussion below outlines 
international evidence and draws on related work which can inform such a judgment. 

Table 5.4. Distribution of Poverty by Sector, 2000-2006 
 

  

Poverty Headcount Share of the Poor Population Share 

2000 2003 2006 2000 2003 2006 2000 2003 2006 

Agricultural Indicator of Household 1/ 
Agricultural Household 61.9 63.2 65.4 53.2 53.7 50.2 26.6 26.4 25.3 
Non-Agricultural 
Household 19.8 19.6 21.9 46.8 46.3 49.8 73.4 73.6 74.7 

Sector of Employment of Household Head 
Agriculture 53.1 53.7 55.4 62.4 64.4 59.4 34.6 33.3 31.4 
Industry 25.7 25.2 28.7 13.3 12.5 12.6 16.4 17.2 16.3 
Services 15.7 15.5 18.9 16.7 17.3 20.3 34.5 36.6 36.9 
Not Employed 16.2 14.3 17.0 7.6 5.8 7.7 14.4 12.9 15.4 

Philippines 31.0 31.1 32.9 100.0 100.0 100.0 100.0 100.0 100.0 
Source: World Bank (2010a). 
1/ Agricultural households are defined as those households in which the total income earned from agricultural activities, including family sustenance 
activities in agriculture and crops received as gifts, are greater than or equal to income earned from non-agricultural activities. 

229. International empirical evidence points to the relationship between 
services growth and poverty reduction (Box 5.4). Empirical evidence on this issue is 
limited but some of the argument why services have become more important recently 
relates to the reduction in informalities and non-tradabilities of the services sectors in 
developing countries. As services have turned to be more formal and more tradable 
domestically, specialization and market incentives can drive higher productivity as well 
as wages. This domestic service sector growth, along with the increasing tradability of 
services across borders, can feed into the direct and indirect channels linking services 
growth and poverty reduction.  

230. The literature highlights the role of informal and non-tradable services in 
poverty reduction. For example, the flexibility of these sectors allows them to absorb 
workers migrating out of agricultural employment (Thorbecke and Jung, 1996; 
Ravallion and Datt, 1996; McCulloch, 2008; Warr, 2006). This facilitates the 
demographic shift from rural to urban areas (Ravallion and Datt, 1996, 2009; 
McCulloch, 2008; Suryahadi et al., 2009), which can enhance the agglomeration 
economies mentioned above. These factors also drive the empirical relationship between 
service  sector  growth  and poverty  reduction seen in  Indonesia  (Thorbecke and Jung,  
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Box 5.4: Services growth and poverty reduction—the international 
Experience 

231. India serves as a role model for the “services revolution” (Ghani, 2010). In 
the last decade, services have assumed an important position in the rapid development 
and the reduction of poverty in India. Within Indian states, a 1 percentage point rise in 
service sector growth from 1994-2005 was associated with a 1.5 percentage point 
reduction in the headcount poverty rate. The relationship between services and the 
welfare of the poor is seen, not only in India, but also in some other developing 
countries.  

232. Recent cross-country evidence also shows a positive association between 
poverty reduction and service sector development. The work of Ghani and Kharas 
(2010) reveals that across a sample of 50 developing countries the association of service 
growth with poverty reduction is stronger than any other sector. While growth of 
different economic sectors has a heterogeneous effect on poverty which also depends on 
country circumstances the linkages between service sector growth and poverty 
reduction is receiving increasing attention. Table 5.5 provides a selection of country 
case studies and cross-country evidence, using a variety of techniques—this provides 
further support for the role in services in poverty reduction. However, when 
considering these results, it is important to bear in mind the caveats that the channels 
through which services growth may affect poverty are complex and may be difficult to 
identify in empirical work which also faces considerable data challenges.  

Table 5.5. Selected review of the literature on service sector development and growth 
 

Countries Paper Methodology 
Sector whose growth correlate   
poverty reduction 

        

Indonesia, 1980s 
Thorbecke and Jung, 
1996 Social-accounting method (SAM) Services and agriculture 

Indonesia, 1993 & 2000 McCulloch et al., 2007 

Sector composition as one among 
several determinants of poverty 
reduction Services and agriculture 

Indonesia, 1984 & 2002 Suryahdi et al. 2009 

Reduced form analysis of composition 
of growth and poverty; more detail in 
rural - urban aspect  Services and agriculture 

        

India, 1951 – 1990 Ravallion and Datt, 1996 

Reduced form analysis of composition 
of growth and poverty; rural - urban 
aspect (pre-reform) Services and agriculture 

India, 1990s - 2006 Ravallion and Datt, 2009 

Reduced form analysis of composition 
of growth and poverty; rural - urban 
aspect (post-reform) Services and agriculture 

India, 1994 – 2005 Ghani and Kharas, 2010 
Reduced form analysis of composition 
of growth and poverty Services 

        
Brazil 1979 – 2004 Ferreira, 2009 Pre- and post-1994 effects Services 
        

Latin America 1970 – 
1994 

Janvry and Sadoulet, 
2000 

Sector composition as one among 
several determinants of poverty 
reduction Service 

Indonesia, Malaysia, 
Thailand, Philippine 
1982 – 2002 Warr, 2006 

Reduced form analysis of composition 
of growth and poverty Services and agriculture 

50 developing countries, 
1990 – 2005 Ghani and Kharas, 2010 

Reduced form analysis of composition 
of growth and poverty Services 

51 developing countries 
Loayza and Raddatz, 
2010 

Reduced form analysis of composition 
of growth and poverty; focusing on 
labor intensity of growth Agriculture and industry 

  Source: World Bank staff. 
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1996; Suryahadi et al., 2009; McCulloch, 2008), India (Ravallion and Datt, 1996, 2009), 
and ASEAN countries (Warr, 2006). 

233. A sector’s potential impact on wages and poverty reduction depends on its 
growth rate, size, and unskilled labor intensity. The growth rate and size of the 
sector determine its contribution to overall GDP growth while its unskilled labor 
intensity provides an indication of its scope to enhance the employment prospects of the 
unemployed and lower skilled into which categories the poor tend to fall. In 2006 17 
percent of the unemployed were poor, and 50 percent of poor individuals were low 
earners. 

234. The recent sectoral pattern of growth in the Philippines has been biased 
against the unskilled labor-intensive sectors, as detailed in World Bank (2010a). 
Finance and mining, which have been the fastest-growing sectors in recent years 
(although they account for a small share of total GDP), exhibit the most negative 
unskilled labor intensity, i.e. their share of unskilled employment to share of total GDP 
is negative. Manufacturing, real estate, and utilities, which have also grown fairly 
rapidly, also exhibit negative unskilled labor intensity. But, the strong growth of retail 
and wholesale trade services is in a sector which is intensive in its employment of 
unskilled labor. The combined growth performance of all sectors in recent years has not 
been strong enough to outweigh the negative influence yielded by the uneven sector 
growth pattern. The sectoral composition of growth appears to explain in part the 
observed lack of poverty reduction and the decline in real wages in recent years. 

235. Although services have made the dominant contribution to employment 
growth, this has not necessarily led to an increase in the average quality of jobs. 
The services sector accounted for over 80 percent of the net rise in employment 
between 2003 and 2009, with retail trade sector over 30 percent. But, high earning 
opportunities in the some sub-sectors of the service sector have mostly benefited 
workers with relatively better human capital endowments.100

236. On top of domestic developments, migration and remittance may also 
provide an important linkage between services and poverty reduction in the 
Philippines. As mentioned above migration leads to a mode 4 channel of provision of 
trade in services, i.e. the presence of natural persons whereby services are supplied by 
nationals of a country in the territory of another. But, again the flow through to poverty 
reduction and inclusive growth is complex. In particular, as highlighted in the 2009 
Philippines Development Report (World Bank, 2010b), the share of remittances in the 
income of poorer households, which tend to come from lower-skilled migrants, is lower 
than for wealthier households. However, the indirect effects of remittances on inclusive 
growth may still be felt to the extent that remittances as a whole are used to fund 
domestic investment and consumption with spillovers across the economy. 

 Around 70 percent of the 
workforce in the service sector is comprised of skilled workers, compared to 60 percent 
in manufacturing and only 26 percent in agriculture.  

                                                   
100 Returns to education vary widely across sectors, and are indeed the highest in the service sector. See 
ADB (2009) for example. 
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ENABLING SERVICES TO CONTRIBUTE TO INCLUSIVE GROWTH 

237. Lessons from the BPO industry suggest a number of policy areas for action 
to facilitate further growth in service sector employment and movement up the 
value chain to more productive jobs (Mitra, 2010). As the industry continues to grow 
fast it will face more human resource constraints both in terms of technical and 
managerial staff. Indeed the main factors constraining the IT-BPO industry’s growth in 
the Philippines (and elsewhere) is access to (and retention of) quality human resources 
be it technical and managerial staff or entrepreneurs. Particularly at the higher value 
end of the IT-BPO services, firms are increasingly suffering from low recruitment yields, 
high attrition of staff along with poaching and shortages of qualified applications. 
Private and public investments in training, skills and education can help to meet this 
demand. This investment in skills will also help to sustain industry growth by 
facilitating a swift response to new technology and business models. Easing barriers to 
inter-sectoral labor movements, can also play a role.  

238. Policies to facilitate agglomeration economies also have a role to play in 
promoting inclusive services growth. Returning to the forces of economic geography, 
agglomeration processes can lead to inter-industry linkages due to industrial clustering 
in certain regions. Allowing these agglomeration economies to develop requires 
investment in enabling infrastructure in transport and communications, in housing and 
in water and sanitation. Similarly enhancing geographic mobility of the labor force, can 
help to ease the labor market adjustment as the services sector develops.  

239. Facilitating further foreign investment in the Philippines’ services industry 
could also assist its growth, if managed appropriately. For example, in the case of 
the BPO industry continued expansion will critically demand further expansion of the 
scale and scope of foreign firm’s investments and other forms of foreign collaboration. 
More generally foreign investment in services can bring best practices on managerial 
and production processes, bring about knowledge transfers and provide indirect 
linkages to new markets for domestic firms and transfer. But the probability and degree 
of success of opening of services to foreign investment, as well as other modes of trade, 
depends not only on their effective design and implementation but the presence of 
supportive institutional or structural characteristics, in particular the investment 
climate. For example, if services reform allows increased domestic or foreign entry this 
may only be realized if there is a supportive investment climate in terms of available 
skills and infrastructure. Similarly increased output and employment will only be 
attained if demand conditions are supportive. 

240. Firm-level empirical analysis highlights the importance of the investment 
climate for services productivity and employment. Drawing on Investment Climate 
Assessment data for 2009, Escribano et al. (2010) examine how investment climate 
dimensions affect the productivity of around 250 firms in the service sectors in the 
Philippines, located in Metro Manila, NCR excluding Manila, central Luzon, 
Calabarazon and Metro Cebu. These firms are predominantly in retail trade but also 
wholesale trade, IT, hotels and restaurants and transport. The analysis covers five main 
investment climate areas namely infrastructure; red tape, informality etc; finance and 
corporate governance; quality, innovation and labor skills plus other control variables. 
The empirical analysis allows a decomposition of the impact of these various factors on 
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labor demand and labor productivity within services, i.e., two of the key drivers of the 
potential for services to yield inclusive growth.  

241. Investment climate factors are estimated to account for around a quarter 
of aggregate productivity in services sectors (Escribano et al., 2010). Marginal 
effects indicate that real wage is the factor most associated with labor productivity of 
services, with a 1 percent rise in the real wage associated with a 0.73 percent rise in 
labor productivity in services. To get the overall impact of the different factors on 
aggregate sectoral labor productivity these marginal effects are combined with the 
number of firms suffering the bottleneck. After the 65-70 percent contribution of real 
wages to aggregate labor productivity, the contribution of investment climate indicators 
is 25 percent for non-retail and 30 percent for retail (Figure 5.19).  

242. Within investment climate factors, red tape and informality plus quality, 
innovation and skills make the greatest contribution to aggregate labor 
productivity (Figure 5.20). The former measures include indicators for “gifts” to get an 
operating license, a firm’s investment in security or losses due to criminal activity (with 
the significance of the coefficients varying between retail and non-retail). The measures 
on quality and innovation and labor skills include for example, the lower productivity of 
firms with a manager without university education. Interestingly, there also appears to 
be a gender relationship with a 1 percent increase in the share of female workers in a 
firm associated with a rise in labor productivity of 0.8 percent, although the drivers of 
this effect appear somewhat unclear.  

Figure 5.19. Investment climate factors 
account for a quarter of the level of aggregate 
labor productivity… 
Contributions to aggregate labor productivity 

 
Note: Based on estimated models of labor productivity using 
Investment Climate Assessment data for 2009. 
Source: Escribano et al (2010). 

Figure 5.20. …with red tape and informality 
plus quality, innovation and skills particularly 
important  
Share of Investment Climate contribution to aggregate labor 
productivity  

 
Note: Based on estimated models of labor productivity using 
Investment Climate Assessment data for 2009. 
Source: Escribano et al (2010). 

243. Investment climate factors explain less than 40 percent of aggregate 
employment demand. This is just less than the contribution of real wages with labor 
productivity making an additional contribution of around 10 percent. For retail firms 
the contribution of the investment climate factors is even higher (Figure 5.21). Again, 
looking into the split between different investment climate factors- quality, innovation 
and skills comes through as a main factor (Figure 5.22). Finance and corporate 
governance are also important for retail firms but less so for non-retail where red tape 
and informality are the more binding constraints.  
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244. From this empirical analysis, the policy priorities to facilitate services 
labor productivity growth are improving skills and education, and reducing red 
tape and crime. As noted by Escribano et al (2010) the results are consistent with the 
indicators that are perceived to be bottlenecks to performance from the perspective of 
managers. More general improvements in the investment climate can enhance the 
ability of service sectors to grow and similarly for other sectors to expand and enlarge 
their demand for services inputs, to boost labor productivity, wages and employment 
and thus engender inclusive growth. 

Figure 5.21. Investment climate key to labor 
demand levels in services 
Contributions to aggregate labor demand  

 
Note: Based on estimated models of labor productivity using 
Investment Climate Assessment data for 2009. 
Source: Escribano et al (2010). 

Figure 5.22. … with quality, innovation and 
skills again an important driver  
Share of Investment Climate contribution to aggregate labor 
demand  

 
Note: Based on estimated models of labor productivity using 
Investment Climate Assessment data for 2009. 
Source: Escribano et al (2010). 

CONCLUSIONS AND POLICY RECOMMENDATIONS 

245. The services sector is already large and an important growth driver in the 
Philippines, however, it has not yet been a sufficient source of inclusive growth. As 
developed in this chapter, the following recommendations would enable the sector to 
deliver such growth: 

• Policy Action 1

237

. Provide high quality education for all. Private and public 
investment in training, skills and education is critical for the services sector to 
provide better paid jobs to a wider range of the population. It is also critical for 
the continued global competitiveness of the Philippines’ services sector. (¶ )  

• Policy Action 2

238

. Facilitate agglomeration economies. This requires investment in 
enabling infrastructure in transport and communications (especially 
connectivity), in housing and in water and sanitation. It also requires 
geographic mobility of the labor force. (¶ ) 

• Policy Action 3

240

. Improve the investment climate. Inclusive growth in the services 
sector requires improving labor productivity. Beyond skills and education, red 
tape, crime and security and an overall weak investment climate are key 
constraints to labor productivity (¶ -244).    
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STATISTICAL APPENDIX 

 
 

Table A.1. Philippines: Selected Economic Indicators, 2000-13 
 

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Prel. Act.

Growth, inflation and unemployment 
Gross domestic product (%  change) 6.0 1.8 4.4 4.9 6.4 5.0 5.3 7.1 3.7 1.1 7.3 5.0 5.4 5.5
Inflation (period average) 4.0 6.8 3.0 3.5 6.0 7.6 6.2 2.8 9.3 3.2 3.8 4.8 4.5 4.5

Savings and investment 
Gross national savings 18.2 16.5 17.3 17.2 18.6 16.6 19.1 20.3 17.5 20.0 20.9 20.8 20.7 20.1
Gross domestic investment 21.2 19.0 17.7 16.8 16.7 14.6 14.5 15.4 15.3 14.6 15.6 16.6 17.5 18.4

Public sector  

National government balance (GFS basis) 1/ -4.6 -4.6 -5.6 -4.9 -4.1 -3.0 -1.4 -1.7 -1.5 -4.1 -3.7 -3.5 -2.9 -2.2
National government balance  (Govt def) -4.0 -4.0 -5.3 -4.6 -3.8 -2.7 -1.1 -0.2 -0.9 -3.9 -3.6 -3.3 -2.8 -2.1
   Total revenue  (Govt def) 15.3 15.6 14.6 14.8 14.5 15.0 16.2 17.1 16.2 14.6 14.4 14.6 15.3 16.0
      Tax revenue 13.7 13.6 12.8 12.8 12.4 13.0 14.3 14.0 14.2 12.8 12.9 13.2 13.8 14.5
   Total spending (Govt def) 19.3 19.7 19.9 19.5 18.3 17.7 17.3 17.3 17.2 18.5 18.0 18.0 18.1 18.1
National government debt 64.6 65.7 71.0 77.7 78.2 71.4 63.9 55.8 57.0 57.3 56.1 53.7 51.6 48.5

Consolidated non-financial public sector debt … … … 100.8 95.0 85.9 73.9 61.1 60.7 60.7 58.4 57.3 56.6 53.7

Balance of payments  
Merchandise exports (% change) 9.1 -16.2 9.9 2.7 9.8 3.8 15.6 6.4 -2.5 -22.1 33.6 7.4 7.8 9.0
Merchandise imports (% change) 7.7 -13.3 6.3 3.1 8.0 8.0 10.9 8.7 5.6 -24.0 28.0 9.6 9.8 9.8
Remittances (% change of US$ remittance) 0.5 -0.3 14.2 10.1 12.8 25.0 19.4 13.2 13.7 5.6 8.2 8.5 9.0 9.0
Current account balance -2.9 -2.5 -0.4 0.4 1.9 2.0 4.5 4.9 2.2 5.5 5.2 4.2 3.2 1.7
FDI (billions of dollars) 2.1 0.3 1.5 0.2 0.1 1.7 2.8 -0.6 1.3 1.6 0.9 2.0 3.0 4.0
Portfolio Investment  (billions of dollars) -0.6 1.0 0.7 0.6 -1.7 3.5 3.0 4.6 -3.6 0.3 0.3 3.0 3.5 3.5

International reserves
Gross official reserves 2/ (billions of dollars) 15.1 15.7 16.4 17.1 16.2 18.5 23.0 33.8 37.6 44.2 62.4 72.1 83.1 89.7
Gross official reserves (months of imports) 3.5 4.0 4.0 4.0 3.6 3.8 4.2 5.8 6.0 8.7 9.6 10.2 10.7 10.2

Real Effective Exchange Rate 3/ 71.9 67.4 66.5 59.9 57.5 62.0 70.0 76.2 80.2 77.3 84.4 … … …
% change -6.2 -6.3 -1.3 -9.9 -4.1 7.9 12.9 8.9 5.2 -3.6 9.2 … … …

External debt

  Total 4/ 76.8 81.8 78.0 78.6 70.1 62.4 51.3 45.8 38.9 39.0 38.1 34.9 34.4 33.3

Projection
(in percent of GDP, unless otherwise indicated)

Actual

 
Source: Government of the Philippines, and World Bank staff  
1/ Excludes privatization receipts (these are treated as financing items, in accordance with GFSM) and includes CB-BOL restructuring revenues 
and expenditures 
2/ Includes gold 
3/ Against major trading partners (US, Japan, European Monetary Union, United Kingdom) 
4/ World Bank definition; The difference with central bank data is that this includes the following: (1) Gross "Due to Head Office/Branches 
Abroad" of branches and offshore banking units of foreign banks operating in the Philippines which are treated as quasi-equity in view of nil 
and/or token amounts of permanently assigned capital required of these banks, (2) Long-term loans of non-banks obtained without BSP approval 
which cannot be serviced using the foreign exchange resources of the Philippine banking; and (3) Long-term obligations under capital lease 
agreements 
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Table A.2. Philippines: National Income Accounts, 2000-2010 
 

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Gross national product 7.1 2.3 4.2 5.9 6.9 5.4 5.4 7.5 6.4 4.0 7.2
Gross domestic product 6.0 1.8 4.4 4.9 6.4 5.0 5.3 7.1 3.7 1.1 7.3

By industrial origin
Agriculture, fishery and forestry 4.3 3.7 4.0 3.8 5.2 2.0 3.8 4.9 3.1 0.0 -0.5

Agriculture and fishery 4.6 3.9 4.1 3.7 5.0 2.0 3.7 5.0 3.2 0.0 -0.3
Forestry -19.5 -30.0 -27.5 24.3 53.2 4.2 25.7 -13.8 -7.5 -4.5 -34.4

Industry 9.0 -2.5 3.9 4.0 5.2 3.8 4.5 6.8 4.9 -0.9 12.1
Mining and quarrying 11.3 -6.5 51.0 16.8 2.6 9.3 -6.1 26.0 1.9 21.5 18.4
Manufacturing 5.6 2.9 3.5 4.2 5.8 5.3 4.2 3.3 4.2 -4.4 12.3
Construction 26.3 -23.1 -4.0 -0.8 3.4 -5.9 9.6 21.0 7.6 9.8 10.5
Utilities 4.2 0.7 4.3 3.2 4.2 2.5 6.4 6.7 7.3 -2.9 8.5

Service 4.4 4.3 5.1 6.1 7.7 7.0 6.5 8.1 3.1 2.8 7.1
Transport, storage, communication 10.4 8.8 8.9 8.6 11.2 7.3 6.3 8.3 4.2 0.6 1.9
Trade 5.2 5.6 5.8 5.7 6.8 5.6 6.1 8.2 1.2 1.0 10.7
Finance 0.9 1.2 3.4 5.9 9.9 13.5 11.3 13.1 2.5 5.9 6.5
Real estate 0.0 -0.5 1.8 4.0 5.3 5.3 5.7 5.9 5.8 -0.3 6.8
Private services 4.8 4.4 5.5 8.1 10.6 7.5 6.9 8.4 4.9 6.4 8.8
Government services 1.7 0.9 1.3 2.9 0.5 5.0 2.5 2.7 3.0 6.1 1.7

By expenditure class
Personal consumption 3.5 3.6 4.1 5.3 5.9 4.8 5.5 5.8 4.7 4.1 5.3
Government consumption 6.1 -5.3 -3.8 2.6 1.4 2.3 10.4 6.6 0.4 10.9 2.7
Capital formation 23.9 -7.3 -4.3 3.0 7.2 -8.8 5.1 12.4 2.3 -5.7 17.0

Fixed capital 19.9 -13.0 2.1 3.8 1.3 -6.6 3.9 10.9 2.7 -0.4 17.1
Construction 27.2 -22.6 -0.7 -1.2 -0.8 -7.3 7.6 19.5 4.2 7.4 12.0
Durable equipment 13.6 -3.2 4.8 9.2 3.2 -7.1 1.3 4.5 1.9 -8.2 25.7
Breeding stock & orchard developm 8.8 1.5 3.3 -0.5 0.9 0.7 0.8 3.8 -1.6 -1.5 2.4

Changes in stocks -86.2 -1380.8 -109.3 141.7 -444.1 -58.1 64.1 57.5 -7.5 -139.8 27.4
Exports 17.0 -3.4 4.0 4.9 15.0 4.8 13.4 5.5 -2.0 -13.4 25.6
Imports 4.3 3.5 5.6 10.8 5.8 2.4 1.8 -4.1 0.8 -1.9 20.7
Statistical discrepancies -488.5 -84.3 -432.0 131.2 -53.0 71.7 -136.6 337.5 -16.2 -74.6 107.7

Memorandum items
GIR (billions of dollars) 15.1 15.7 16.4 17.1 16.2 18.5 23.0 33.8 37.6 44.2 62.4
Exchange rate (period average) 44.2 51.0 51.6 54.2 56.0 55.1 51.3 46.1 44.5 47.6 45.1
Tax effort (percent of GDP) 13.7 13.6 12.8 12.8 12.4 13.0 14.3 14.0 14.2 12.8 12.9

NG fiscal deficit (percent of GDP)1/ -4.0 -4.0 -5.3 -4.6 -3.8 -2.7 -1.1 -0.2 -0.9 -3.9 -3.6
Nominal GDP (billions of pesos) 3,355    3,631    3,964    4,316    4,872    5,444    6,031    6,649    7,409    7,679    8,513    

(Growth rates, unless otherwise stated)

 

Sources:  National Statistical Coordination Board, Bangko Sentral ng Pilipinas, Bureau of Treasury 
1/ Government definition 
 
 
 
 
 

Table A.3. Philippines: Inflation Rates, 2000-2010 
 

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

All items 4.0 6.8 3.0 3.5 6.0 7.6 6.2 2.8 9.3 3.2 3.8
Food, beverages and tobacco     1.6 4.7 2.2 2.2 6.2 6.5 5.5 3.3 12.9 5.8 3.0
Clothing 2.5 4.1 3.5 3.4 2.7 3.5 3.0 2.3 4.2 2.5 1.9
Housing and repairs 4.5 7.1 4.8 4.3 3.7 4.6 3.9 1.5 4.3 2.9 1.7
Fuel, light and water 9.6 13.1 2.6 6.3 7.3 18.1 12.9 3.2 6.5 -2.6 13.1
Services 11.9 10.4 4.2 5.7 9.3 11.8 8.9 2.8 8.6 -0.2 4.4
Others -1.1 7.1 1.8 1.9 2.1 3.2 3.0 1.6 2.9 2.6 1.4

(Annual average growth rates; 2000=100)

 
     Source: National Statistics Office 
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Table A.4. Philippines: Monetary Survey, 2001-10  
 

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Total liquidity 2,355 2,561 2,718 2,984 3,211 3,811 4,081 4,669 5,060 5,501
Broad money (M3) 1,686 1,846 1,924 2,121 2,339 2,870 3,174 3,668 3,974 4,397

Narrow money 392 477 518 565 617 769 886 1,071 1,217 1,346
FCDU deposits 599 644 695 787 788 853 751 942 1,026 1,050
Other liabilities 71 71 99 76 85 89 155 58 60 54

Net domestic assets 2,003 2,068 2,120 2,307 2,300 2,445 2,422 2,738 2,640 2,652
Net domestic credit 2,363 2,478 2,625 2,849 2,804 3,007 3,162 3,691 3,965 4,310

Public sector 684 764 862 1,000 960 1,040 1,027 1,199 1,269 1,380
Private sector 1,679 1,714 1,763 1,849 1,844 1,967 2,134 2,492 2,696 2,931

Net other items -361 -410 -505 -543 -505 -562 -740 -953 -1,417 -1,659

Net foreign assets 353 493 598 678 912 1,366 1,659 1,931 2,420 2,849
Central bank 456 550 637 689 846 1,077 1,365 1,686 2,028 2,711
Deposit money banks -103 -57 -39 -12 66 289 294 245 392 139

Total liquidity … 8.7 6.1 9.8 7.6 18.7 7.1 14.4 8.4 8.7
Broad money (M3) … 9.5 4.2 10.3 10.3 22.7 10.6 15.6 8.3 10.6

Narrow money … 21.6 8.6 9.1 9.2 24.7 15.2 20.9 13.6 10.6
FCDU deposits … 7.4 8.0 13.1 0.1 8.2 -11.9 25.4 8.9 2.3
Other liabilities … 0.7 38.9 -22.6 10.8 5.2 74.7 -62.5 3.5 -10.2

Net domestic assets … 3.3 2.5 8.8 -0.3 6.3 -1.0 13.1 -3.6 0.4
Net domestic credit … 4.9 5.9 8.5 -1.6 7.2 5.2 16.8 7.4 8.7

Public sector … 11.6 12.9 16.0 -4.0 8.3 -1.2 16.7 5.9 8.7
Private sector … 2.1 2.8 4.9 -0.3 6.7 8.5 16.8 8.2 8.7

Net other items … -13.8 -23.0 -7.5 7.0 -11.3 -31.7 -28.8 -48.7 -17.0

Net foreign assets … 39.8 21.2 13.4 34.5 49.9 21.4 16.4 25.3 17.7
Central bank … 20.6 15.8 8.2 22.8 27.3 26.7 23.5 20.3 33.7
Deposit money banks … 44.7 31.1 70.5 665.6 341.3 1.8 -16.8 60.2 -64.7

Total liquidity 64.9 64.6 63.0 61.3 59.0 63.2 61.4 63.0 65.9 64.6
Broad money (M3) 46.4 46.6 44.6 43.5 43.0 47.6 47.7 49.5 51.8 51.6

Narrow money 10.8 12.0 12.0 11.6 11.3 12.7 13.3 14.5 15.8 15.8
FCDU deposits 16.5 16.2 16.1 16.1 14.5 14.1 11.3 12.7 13.4 12.3
Other liabilities 1.9 1.8 2.3 1.6 1.6 1.5 2.3 0.8 0.8 0.6

Net domestic assets 55.1 52.2 49.1 47.3 42.2 40.5 36.4 37.0 34.4 31.1
Net domestic credit 65.1 62.5 60.8 58.5 51.5 49.9 47.6 49.8 51.6 50.6

Public sector 18.8 19.3 20.0 20.5 17.6 17.2 15.5 16.2 16.5 16.2
Private sector 46.2 43.3 40.8 38.0 33.9 32.6 32.1 33.6 35.1 34.4

Net other items -9.9 -10.4 -11.7 -11.1 -9.3 -9.3 -11.1 -12.9 -18.5 -19.5

Net foreign assets 9.7 12.4 13.8 13.9 16.7 22.7 25.0 26.1 31.5 33.5
Central bank 12.6 13.9 14.8 14.1 15.5 17.9 20.5 22.8 26.4 31.8
Deposit money banks -2.8 -1.4 -0.9 -0.2 1.2 4.8 4.4 3.3 5.1 1.6

(Percent of GDP)

(Growth rates)

(Billions of pesos)

 

 Source:  Bangko Sentral ng Pilipinas 
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Table A.5. Philippines: National Government Operations, 2000-10 (GFS 1/) 
 

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 3/

Total Revenue 15.5 15.8 14.7 14.9 14.6 14.9 16.1 15.7 15.8 14.6 14.3
Tax revenue 13.7 13.6 12.8 12.8 12.4 13.0 14.3 14.0 14.2 12.8 12.9

Bureau of Internal Revenue 10.8 10.7 10.2 9.9 9.7 10.0 10.8 10.7 10.5 9.8 9.8
Net income & profits 6.0 6.2 5.7 5.7 5.7 5.9 6.3 6.4 6.5 5.7 5.8
Excise tax 1.8 1.6 1.4 1.3 1.2 1.1 1.0 0.8 0.8 0.8 0.8
Sales taxes & licenses 2.3 2.4 2.3 2.3 2.2 2.2 3.0 2.8 2.4 2.7 2.7
Other domestic taxes 0.5 0.5 0.7 0.6 0.5 0.6 0.6 0.7 0.7 0.6 …
Travel tax 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 …

Bureau of Customs 2.8 2.8 2.5 2.7 2.6 2.8 3.3 3.2 3.5 2.9 3.0
Other offices 0.1 0.1 0.1 0.1 0.2 0.2 0.1 0.1 0.1 0.1 0.1

Nontax revenue 1/ 1.7 2.1 1.8 2.1 2.2 2.0 1.9 1.7 1.7 1.8 1.4
Grants 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Total Expenditure 20.0 20.4 20.3 19.8 18.7 18.0 17.5 17.4 17.4 18.7 18.1
Total primary expenditure 15.1 14.9 15.2 14.2 13.0 12.2 12.2 13.3 13.5 14.9 14.5

Current Expenditures 16.6 17.4 17.1 17.1 15.9 15.6 15.2 14.3 14.1 15.1 14.6
Personal services 6.7 6.6 6.7 6.4 5.8 5.4 5.4 5.3 5.1 5.4 5.5
MOOE 2.4 2.4 2.1 1.8 1.7 1.6 1.7 1.9 1.9 2.3 2.2
Subsidy 0.2 0.2 0.1 0.3 0.1 0.1 0.2 0.3 0.2 0.2 0.2
Allotment to LGUs 2.4 2.5 2.8 2.7 2.3 2.2 2.3 2.2 2.3 2.6 2.5
Interest payment 4.9 5.5 5.1 5.6 5.8 5.8 5.3 4.1 3.9 3.8 3.6
Tax expenditures 0.1 0.1 0.3 0.3 0.1 0.4 0.3 0.5 0.8 0.7 0.5

Total capital outlay /2 3.3 2.9 3.1 2.6 2.7 2.4 2.3 2.9 3.0 3.6 3.4
Net lending 0.1 0.1 0.1 0.1 0.1 0.0 0.0 0.1 0.2 0.1 0.1
Others 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Balance (GFS definition) -4.6 -4.6 -5.6 -4.9 -4.1 -3.0 -1.4 -1.7 -1.5 -4.1 -3.7
Balance (Government definition) -4.0 -4.0 -5.3 -4.6 -3.8 -2.7 -1.1 -0.2 -0.9 -3.9 -3.6
Primary balance (GFS) 0.3 0.9 -0.5 0.7 1.6 2.8 4.0 2.5 2.3 -0.3 -0.1

Memorandum Items:
Privatization receipts 0.1 0.0 0.0 0.0 0.0 0.0 0.1 1.4 0.4 0.0 0.0
CB-BOL Interest Payment 0.7 0.7 0.4 0.4 0.4 0.3 0.2 0.1 0.2 0.2 0.1
Nominal GDP (in billion Peso) 3,355 3,631 3,964 4,316 4,872 5,444 6,031 6,649 7,409 7,679 8,513

(Percent of GDP, unless otherwise stated)

 
Source: Bureau of Treasury, Department of Budget and Management.   1/ GFS basis. Excludes privatization receipts as these are 
treated as financing items in accordance with GFSM; Includes CB-BOL revenue collection in the non tax-revenue side and CB-BOL 
interest payments in the expenditure side; Data on CB-BOL were taken from IMF Staff reports.   2/ Data taken from Department of 
Budget and Management; The capital outlay excludes capital transfers to LGUs and equity.   3/ World Bank estimate 

 
Table A.6. Philippines: Consolidated Public Sector Fiscal Operations, 2000-09 

 
 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 1/

Consolidated public sector balance -4.6 -4.8 -5.6 -5.1 -4.8 -1.9 0.2 0.3 0.4 -3.3
Public sector borrowing requirements 5.2 5.2 6.8 6.4 5.9 3.5 1.3 -0.7 1.2 4.4

National government -4.0 -4.0 -5.3 -4.6 -3.8 -2.8 -1.1 -0.2 -0.9 -3.9
CB restructuring -0.6 -0.6 -0.4 -0.4 -0.4 -0.3 -0.2 -0.1 -0.1 -0.1
Monitored GOCCs -0.6 -0.7 -1.2 -1.5 -1.9 -0.5 0.0 0.9 -0.4 -0.3
OPSF 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Adjustment of net lending and 
equity to GOCCs 0.1 0.1 0.1 0.1 0.2 0.0 0.0 0.2 0.2 0.0
Other adjustments -0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Other public sector 0.6 0.4 1.2 1.2 1.0 1.6 1.5 -0.4 1.6 1.0
SSS/GSIS  0.5 0.4 0.6 0.4 0.5 0.9 1.0 0.5 0.9 0.5
BSP   0.0 0.0 0.0 0.2 0.1 0.1 0.0 -1.3 0.1 0.0 2/

GFIs 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
LGUs 0.0 -0.1 0.4 0.5 0.3 0.4 0.4 0.3 0.5 0.4
Timing adjustment of interest 
payments to BSP 0.0 0.0 0.0 0.0 0.1 0.1 0.0 0.0 0.0 0.0
Other adjustments 0.0 0.0 0.0 0.1 -0.1 0.0 -0.1 0.0 0.0 0.0

(Percent of GDP)

 
            Source: Department of Finance.  1/ Preliminary numbers.  2/ January-October 2009. 
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Table A.7. Philippines: Consolidated Public Sector Debt, 2000-09 
 

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Consolidated public sector debt 108.0 106.0 110.2 117.6 108.7 93.0 82.0 71.8 71.1 74.2
Domestic 32.1 32.7 34.4 35.5 35.1 32.1 31.7 33.1 31.5 35.1
Foreign 75.9 73.3 75.9 82.1 73.7 61.0 50.2 38.7 39.6 39.1

Financial public sector debt 36.6 34.6 34.0 33.9 27.3 19.3 22.0 27.7 26.7 28.7
Domestic 22.2 18.8 19.8 20.1 16.4 11.2 17.0 23.9 22.3 24.9
Foreign 14.4 15.9 14.2 13.8 11.0 8.1 5.0 3.8 4.4 3.8

Consolidated non-financial public sector 88.1 87.4 93.7 100.8 95.2 85.9 73.9 61.1 60.7 60.7
Domestic 26.6 29.9 32.0 32.4 32.5 33.5 28.7 26.2 25.2 25.0
Foreign 61.5 57.5 61.7 68.3 62.7 52.3 45.3 34.9 35.5 35.7

GOCC debt 33.3 31.7 34.7 38.4 31.9 28.9 24.1 … … …
Domestic 6.0 5.9 6.1 6.5 6.4 8.5 6.9 … … …
Foreign 27.4 25.8 28.6 32.0 25.5 20.5 17.1 … … …

Consolidated general government debt 62.7 63.0 67.0 71.7 69.2 61.7 53.6 … … …
Domestic 27.6 29.6 31.4 32.0 31.1 29.4 25.4 … … …
Foreign 35.2 33.3 35.6 39.6 38.1 32.3 28.2 … … …

National government debt 64.6 65.7 71.0 77.7 78.2 71.4 63.9 55.8 57.0 57.3
Domestic 31.8 34.4 37.1 39.5 41.1 39.8 35.7 33.1 32.6 32.2
Foreign 32.7 31.3 33.9 38.3 37.2 31.7 28.1 22.7 24.4 25.1

(Percent of GDP)

 

    Source: Department of Finance 

 
Table A.8. Philippines: Balance of Payments, 2000-10 

 
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 1/

Current account balance -2.9 -2.5 -0.4 0.4 1.9 2.0 4.5 4.9 2.2 5.5 3.7
Trade Balance -7.9 -8.8 -7.2 -7.3 -6.5 -7.9 -5.7 -5.8 -7.7 -5.5 -3.3

Exports 49.2 44.0 44.8 44.4 44.6 40.7 39.6 34.4 29.0 23.3 20.0
o/w manufacturing 36.6 31.5 32.6 31.4 32.1 28.8 26.0 22.4 18.0 14.6 13.1

o/w electronic exports 45.3 40.2 41.1 40.2 40.9 37.4 34.8 29.8 24.6 20.9 18.1
Imports 57.1 52.8 52.0 51.7 51.2 48.6 45.3 40.2 36.7 28.8 23.4

o/w oil and petroleum products 5.1 47.4 4.3 4.7 5.4 6.4 6.8 6.7 7.4 4.6 3.6
o/w electronic imports 26.2 20.4 20.7 20.0 20.0 18.4 17.7 14.8 11.2 8.7 7.4
o/w capital 10.2 11.2 10.9 11.0 10.1 9.0 7.8 6.7 5.6 4.8 3.6

Services -2.5 -3.2 -2.6 -2.5 -2.0 -1.4 0.1 1.6 0.7 1.0 0.7
Receipts 4.4 4.3 4.5 4.3 4.7 4.6 5.5 6.8 5.8 6.4 4.9
Payments 6.9 7.5 7.1 6.7 6.7 5.9 5.4 5.2 5.1 5.4 4.2

Income 0.0 -0.1 -0.6 -0.4 -0.1 -0.3 -1.1 -0.6 0.1 0.0 -0.1
Receipts 4.4 5.0 4.3 4.2 4.3 4.0 3.7 3.7 3.6 3.5 2.4
Payments 4.4 5.1 4.9 4.5 4.4 4.3 4.8 4.3 3.5 3.5 2.5

Transfers 7.4 9.6 10.0 10.5 10.5 11.5 11.2 9.8 9.2 10.0 6.5
Receipts 7.8 10.0 10.3 10.8 10.8 11.8 11.5 10.1 9.5 10.4 6.8
Payments 0.4 0.4 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.4 0.3

Capital and financial account 4.5 1.3 1.4 0.9 -1.9 2.3 0.0 2.4 -1.0 -0.7 0.5
Capital account 0.2 0.1 0.0 0.1 0.0 0.0 0.1 0.0 0.0 0.1 0.0
Financial account 4.3 1.2 1.3 0.8 -1.9 2.2 -0.1 2.4 -1.0 -0.7 0.6

Direct Investment 2.8 0.5 1.9 0.2 0.1 1.7 2.4 -0.4 0.8 1.0 0.4
Portfolio Investment -0.7 1.4 1.0 0.7 -2.0 3.5 2.6 3.2 -2.2 0.2 -0.7
Other investment 2.2 -0.7 -1.6 -0.1 0.0 -3.0 -5.1 -0.3 0.4 -1.9 0.8

Errors and omissions -2.2 0.9 0.0 -1.1 -0.3 -1.8 -1.4 -1.4 -1.1 -0.8 -0.8

Balance of payment -0.7 -0.3 1.1 0.1 -0.3 2.4 3.2 5.9 0.1 4.0 3.5

(Percent of GDP)

 
 Source: Bangko Sentral ng Pilipinas.  1/ As of third quarter 2010 



  2011 PDR–Generating Inclusive Growth to Lift up the Poor  

 124 

SELECTED RECENT WORLD BANK PUBLICATIONS ON THE PHILIPPINES 
 

(for an exhaustive list, please go to: http://go.worldbank.org/BRHFJLLQD0) 
 

Title Publication 
Date 

Document 
Type 

It is not too late : preparing for Asia's next big earthquake - with emphasis on the 
Philippines, Indonesia, and China : policy note  

2010/10/20 Working Paper 

Skills for the labor market in the Philippines 2010/10/01 Working Paper 

Philippines Quarterly Update (PQU): Stepping up reforms to sustain growth 2010/09/01 Economic Monitoring Report 

Philippines - Study on agribusiness, infrastructure, and logistics for growth in 
Mindanao : policy note 

2010/06/30 Policy Note 

Philippines Quarterly Update (PQU): The Recovery Continues Despite Global 
Financial Turbulance 

2010/06/30 Economic Monitoring Report 

Behind the Veil of Conflict: Moving Towards Economic Integration for Sustained 
Development and Peace in Mindanao, Philippines 

2010/06/24 Special Report 

Assessing Poverty and Distributional Impacts of the Global Crisis in the 
Philippines : a Microsimulation Approach 

2010/04/01 Policy Research Working Paper 

The effects of school-based management in the Philippines : an initial assessment 
using administrative data 

2010/03/01 Policy Research Working Paper 

Philippines Quarterly Update (PQU): Laying Out the Exit Strategies 2010/02/28 Economic Monitoring Report 

Philippines - Integrated Persistent Organic Pollutants Management Project: 
environmental and social assessment 

2009/12/28 Board Report 

Philippines - Country environmental analysis 2009/12/01 Country Environmental Analysis 

Philippines Quarterly Update (PQU):  Towards an Inclusive Recovery 2009/11/25 Economic Monitoring Report 

Philippines: Typhoons Ondoy and Pepeng:  post-disaster needs assessment  2009/11/10 Special Report 

Disparities in labor market performance in the Philippines 2009/11/01 Policy Research Working Paper 

Education and wage differentials in the Philippines 2009/11/01 Policy Research Working Paper 

Philippines – Country  environmental analysis 2009/10/29 Country  Environmental Analysis 

Output-based aid in the Philippines: improved access to water services for poor 
households in Metro Manila 

2009/07/01 Brief 

Philippines Quarterly Update (PQU): Sailing Through Stormy Waters 2009/07/01 Economic Monitoring Report 

The power of information: the impact of mobile phones on farmers’ welfare in the 
Philippines 

2009/07/01 Policy Research Working Paper 

Philippines - Transport for growth : an institutional assessment of transport 
infrastructure 

2009/02/24 Public Expenditure Review 

Climate resilient cities : a primer on reducing vulnerabilities to disasters - Makati 
city, Philippines 

2009/01/01 Working Paper 

Grand corruption in utilities 2008/12/01 Policy Research Working Paper 

Philippines - Country procurement assessment report 2008/10/03 Country Procurement Assessment 

Doing business 2009 : country profile for Philippines  2008/09/29 Working Paper 

A road to trust  2008/09/01 Policy Research Working Paper 

Managing migration : lessons from the Philippines  2008/08/11 Brief 

Do community-driven development projects enhance social capital? Evidence 
from the Philippines 

2008/07/01 Policy Research Working Paper 

Doing business in the Philippines 2008  2008/06/03 Working Paper 

Engaging local private operators in water supply and sanitation services  2008/06/01 Brief 

So you want to quit smoking : have you tried a mobile phone ? 2008/06/01 Policy Research Working Paper 

Philippines-2008 Development Forum : summary report 2008/04/29 Board Report 

Rising growth, declining investment : the puzzle of the Philippines  2008/01/01 Policy Research Working Paper 

Who's at the wheel when communities drive development? The case of the 
KALAHI CIDSS 

2007/09/01 Working Paper 

Yield impact of irrigation management transfer : story from the Philippines 2007/08/01 Policy Research Working Paper 

Economic results of CDD programs : evidence from Burkina Faso, Indonesia and 
the Philippines 

2007/06/01 Brief 

Philippines : Agriculture Public Expenditure Review  2007/06/01 Working Paper 

Philippines - Invigorating growth, enhancing its impact  2007/05/18 Development Policy Review  
 

http://go.worldbank.org/BRHFJLLQD0�


  2011 PDR–Generating Inclusive Growth to Lift up the Poor  

 125 

 
OBTAINING YOUR 2011 PDR COPY: 

 
Online copies of this publication can be downloaded in www.worldbank.org.ph  
 
Printed copies are also available in the following Knowledge for Development 
Centers (KDCs): 
 

World Bank KDC 
Ground Floor The Taipan Place, Francisco Ortigas Jr. Road (former Emerald), 
Ortigas Business Center, Pasig City 1605 
 
Asian Institute of Management KDC 
Joseph R. McMicking Campus, 123 Paseo de Roxas, Makati City 1226 
 
Ateneo de Naga University KDC 
James O'Brien Library, Ateneo Avenue, Naga City 4400 
 
Central Philippine University KDC 
Ground Floor Henry Luce III Library, Lopez Jaena Street, Jaro, Iloilo City 5000 
 
House of Representatives KDC 
Congressional Planning and Budget Department, 2F R.V. Mitra Building,  
Batasang Pambansa Complex, Constitution Hills, 1126 Quezon City 
 
Notre Dame University KDC 
Notre Dame University Library, Notre Dame Avenue, Cotabato City 9600 
 
Palawan State University KDC 
Graduate School - Law Building, Manalo Campus, Valencia St., Puerto Princesa 
City 5300 
 
Saint Paul University Philippines KDC 
3rd floor, Learning Resource Center, Mabini St., Tuguegarao City 3500 
 
Silliman University KDC 
Silliman University Library, Dumaguete City 6200 
 
University of San Carlos KDC 
University Library, P. Del Rosario Street, Cebu City 6000 
 
University of Southeastern Philippines KDC 
Obrero, Davao City 8000 

 
 
 

http://www.worldbank.org.ph/�

	February 2011
	The Challenge of Inclusive Growth and Poverty Reduction
	Emerging Macro-Economic Risks to Inclusive Growth
	Competitiveness bottlenecks to High and inclusive growth
	Strengthening Social Services and Protection for Inclusive Growth
	Services and Inclusive Growth in the Philippines
	Key 2011 PDR Recommendations
	Chapter 1: The Challenge of Inclusive Growth and Poverty Reduction
	Chapter 2: Emerging Macroeconomic Challenges to Inclusive Growth
	Chapter 3: Competitiveness Bottlenecks to High and Inclusive Growth
	Chapter 4: Strengthening Social Services and Protection for Inclusive Growth
	Chapter 5: The Services Sector and Inclusive Growth

	the cHALLENGE OF iNCLUSIVE gROWTH and Poverty Reduction
	Inclusive Growth and Poverty Reduction: Ubi Fuistis0F ?
	Widespread poverty
	Pervasive inequality of opportunities
	Growth with limited inclusion and poverty impact

	Recent Poverty Developments
	The global crisis and the Philippines
	Ex ante estimates of crisis impacts
	Ex post estimates of crisis impacts

	Climatic factors further complicate crisis effects

	Meeting the Millennium Development Goals
	Gender equality

	The 2011-2016 PDP to Achieve High, Sustainable and Inclusive Growth
	Conclusions and Policy Recommendations
	Long-term inclusive growth
	Guarding against shocks


	Emerging Macro-Economic Risks to Inclusive Growth
	Fiscal Challenges to Deliver on the PDP Inclusive Growth Agenda
	Fiscal sustainability and fiscal consolidation
	Fiscal space
	Fiscal risks
	The nature and extent of fiscal risks in the Philippines
	Ongoing reforms to manage and mitigate fiscal risks in the Philippines


	Inflows of Foreign Liquidity Are Manageable
	Conclusions and Policy Recommendations

	Competitiveness bottlenecks to High and inclusive growth
	Competitiveness Constraints in the Philippines36F
	De jure competitiveness constraints
	De facto competitiveness constraints
	Firms’ response to regulations and their implementation
	Impact of the deal-making environment on growth
	Mind the gap! Distance between rules (de jure) and implementations (de facto) in the Philippines

	Infrastructure for Inclusive Growth
	Progress and challenges
	Current government initiatives

	Governance and Corruption Constraints to Competitiveness
	Strengthening Accountability Mechanisms and Law Enforcement

	Conclusions and Policy Recommendations
	De jure reform options to boost competitiveness
	De facto reform options to boost competitiveness
	Governance and corruption
	Infrastructure
	Access to finance



	Strengthening Social Services and Protection for Inclusive Growth
	Strengthening Social Protection
	The global food crisis and the ascent of modern social protection in the Philippines
	Towards universal, targeted, and efficient social protection

	Educational Service Delivery: Innovation at work
	Education Contracting as a form of Public-Private Partnership
	The origins of and rationale for the ESC program
	Regulatory issues

	Achieving Universal Health Care in the Philippines81F
	Health sector performance
	Key challenges in implementing a strategy for universal health care
	The government’s program

	Governance Challenges to Service Delivery
	Public Financial Management (PFM) challenges
	Ongoing PFM Reforms

	Conclusions and Policy Recommendations
	Social protection
	Education
	Health
	Governance challenges to services delivery


	Box 4.1: Enhanced K+12 Basic Education Program: Rationale and Goals
	Box 4.2: Decentralization and Effective Service Delivery in the Philippines
	Decentralization challenges
	Moving forward on decentralization
	Box 5.1: The regional dimension of services development
	Box 5.2: The Philippines IT-BPO Industry and inclusive growth
	Box 5.3: The Philippines Tourist Industry
	Box 5.4: Services growth and poverty reduction—the international Experience

	Services and Inclusive Growth in the Philippines
	Services and inclusive growth
	Services in the Philippines and inclusive growth—performance to date
	Growth, employment and productivity
	Services and poverty98F

	enabling services to contribute to inclusive growth
	Conclusions and Policy Recommendations

	Bibliography
	Statistical Appendix

