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Technical Notes and the BCP Detailed Assessment of Observance have not been updated, this FSA does reflect the 

relevant policy reforms undertaken since the WB mission, and the findings and recommendations remain pertinent 
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EXECUTIVE SUMMARY2 

The financial system is dominated by banks. Banks are tightly interlinked with nonfinancial 

corporates (NFCs) through conglomerate ownerships and significant exposures.  

The immediate risk to financial stability is from the impact of COVID-19. GDP contracted 

by 9½ percent in 2020—a much sharper decline than during the Asian Financial Crisis (AFC). 

The economy had solid macro-fundamentals before COVID-19 thanks to policy efforts, but the 

pandemic turned out to be an extreme tail shock. The authorities took various measures, including 

time-bound regulatory relief and forbearance measures, though the scale of loan moratoria and 

credit guarantees has been relatively limited. With policy support and easing of containment 

measures, the economy started to recover in the second half of 2020 and is expected to grow 6½ 

percent in 2021. 

While banks can withstand the exceptionally severe shocks in the baseline, they could 

experience a systemic solvency impact if additional downside risks materialize. Distress to 

the corporate sector could be widespread even in the baseline and sharply rise in adverse scenarios, 

elevating credit risks to banks. In the baseline, banks’ total capital adequacy ratio (CAR) falls 

from 15.6 percent to 11.7 percent by 2022, still above the ten percent minimum requirement even 

without sectoral policy effects. However, CAR falls to 9.3 percent in the adverse scenario, and 

4.9 percent in the severe adverse scenarios. The second-round effects from such distress might 

reduce the real GDP level by an additional four to nine percentage points in adverse scenarios. 

However, CARs start to recover in 2022 as the economy recovers. The results should be 

interpreted cautiously given the economic and model uncertainties. Moreover, conservative 

behavioral assumptions (e.g., deleveraging among others) in FSAPs tend to yield larger solvency 

impacts during a severe crisis.  

Given the significant downside risks, the authorities should limit bank dividend 

distributions, and be ready to take additional measures to strengthen banks’ capital if the 

risks materialize. Given the potential for large loan losses, the authorities should limit banks’ 

dividend distributions as a precautionary measure. If downside risks materialize, banks should 

recognize non-performing loans (NPLs) and restructure them promptly with additional capital as 

needed. This is supported by a counterfactual policy analysis and the experience after the AFC, 

which suggest that such actions could improve GDP with sustained credit provision.  

The Bangko Sentral ng Pilipinas (BSP) should allow the forbearance measures to lapse as 

scheduled and avoid introducing new measures. Forbearance does not address the underlying 

issues in weak banks and hampers banks’ ability to continue providing credit and ultimately may 

even undermine financial stability. Instead, the authorities should continue to use the flexibility 

 
2 This WB’s Financial Sector Assessment (FSA) should be read in conjunction with the IMF’s Financial System Stability 

Assessment (FSSA). 
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of the tools available in the accounting and Basel capital frameworks, and, looking at the future, 

further develop and use macroprudential tools and buffers.  

The downside risks to the banking system also underscore the importance of further 

strengthening the bank resolution framework. The Philippine Deposit Insurance Corporation 

(PDIC) should be designated and given powers to act as the resolution authority. Also, the 

resolution toolkit should be broadened beyond liquidation and possibly with a statutory bail-in 

tool. Besides, the purchase and assumption (P&A) tool should be expanded. While implementing 

these structural reforms requires amendments to laws and will take time, some action can be 

undertaken immediately. The prompt corrective action (PCA) framework could be further 

streamlined and made more specific to prevent critically deficient banks from operating for 

prolonged periods. The authorities should also start working on resolvability assessments and 

resolution plans for individual banks, starting with domestic systemically important banks (D-

SIBs). The cross-sectoral coordination mechanisms to manage the potential failure of a D-SIB 

should be enhanced and tested. Finally, the central bank should provide emergency liquidity 

assistance (ELA) only against collateral.  

While significant progress has already been made, further strengthening the 

macroprudential framework will be beneficial for dealing with future economic challenges. 

Within the BSP—the central bank and bank regulator—the sectors and units should collaborate 

to enhance essential financial stability exercises, including macro scenario stress tests of banks. 

The decision-making processes should reflect monetary policy, supervisory, and macroprudential 

perspectives given their interlinkages. The macroprudential toolkit should be expanded beyond 

the countercyclical capital buffer (CCyB), and the BSP should establish operational procedures 

in setting macroprudential policies, including introducing thresholds of relevant systemic risk 

indicators that trigger discussion to activate tools. The influence of the inter-agency Financial 

Stability Coordination Council (FSCC) could be elevated with a comply-or-explain mechanism 

and by providing financial stability objectives to supervisors of nonbank financial institutions.   

Since the last FSAP, the BSP has modernized the oversight framework for banks, but 

material gaps in powers and conglomerate supervision remain. The government should amend 

the unusually stringent bank secrecy law as it limits BSP’s legal powers for effective prudential 

supervision and could impair financial stability and development. The BSP should strengthen 

conglomerate supervision with additional powers to obtain information from banks’ affiliates and 

to bring and supervise all related financial institutions under a regulated financial holding 

company. Regulatory powers and standards for transferring significant ownership, controlling 

interest, and assessing beneficial owners’ suitability should be enhanced. Financial conglomerates 

should be supervised with closer cross-agency collaboration, led by the BSP as the lead 

supervisor, and strengthened requirements and monitoring of large exposure and related party 

transactions.  

Capital markets’ regulation and supervision require sharper focus, more resources, and 

better inter-agency coordination. The Securities Exchange Commission (SEC) is the main 

capital markets regulator, but its resources are insufficient and broad legal responsibilities 
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compromise its core focus. In addition, the SEC shares capital market regulatory responsibilities 

with other agencies, which results in a fragmented regulatory framework and causes 

inconsistencies detrimental to the market and to investors’ protection. There is a strong need to 

transfer non-core SEC responsibilities to other agencies, adopt a risk-based supervisory approach 

with an appropriate number of staff and level of capacity, and increase the supervisory 

coordination among financial system regulators. Finally, the bank secrecy legislation impedes 

expedited access by the SEC to bank account information and affects cooperation with foreign 

counterparts and SEC´s ability to become a signatory of Annex A of the International 

Organization of Securities Commissions (IOSCO). 

There are significant gaps in the regulation and supervision of the insurance sector 

requiring an appropriately sequenced and resourced multi-year plan. The Insurance 

Commission (IC) has considerable de facto autonomy but is subject to operational framework 

gaps that may compromise its independence – particularly through its funding mechanism, and 

ability to staff and organize itself. The Insurance Code and implementing regulations are 

functional but require an update given material shortcomings against international standards and 

best practices. The supervisory approach is compliance based and the organizational structures 

and IT infrastructure do not allow for a comprehensive oversight. There is a need to equip IC with 

formal and financial operational independence, adopt an appropriately resourced risk-based 

supervisory approach, and update the legal and regulatory framework (especially on reinsurance). 

Analysis of climate change risks shows the importance of improving data and building 

capacity. The Philippines is highly exposed to physical (typhoon) risks. The FSAP developed an 

innovative tool that combines climate science and catastrophe risk models to build long-term bank 

solvency test scenarios. The analysis indicated the relevance of physical risks for financial 

stability, though they are not systemic unless extreme tail events—once in 250-500 years—

materialize. All financial sector regulators need to continue building capacity to better understand 

and manage climate and environmental risks. The BSP has recently undertaken steps to support 

the integration of these risks in supervision, and should continue efforts to improve information 

collection, monitoring of risk metrics, and building stress test capacity. The IC should start raising 

awareness in the insurance sector, followed by integration of related risks in its supervisory 

approach, while the SEC can expand its efforts to promote transparency on climate and 

environmental risks. 

The payments and settlement system is a systemically important financial market 

infrastructure in need of legal certainty and a robust risk management framework. The rules 

and regulations for implementation of the recent National Payment Systems Act (NPSA) must be 

notified by the BSP on an immediate basis to address ambiguity and uncertainty in the legal 

framework. Furthermore, BSP should take actions towards better risk management, access and 

efficiency of the Philippine Payments and Settlements System (PhilPaSS, the real time gross 

settlement system owned and operated by the BSP). In particular, PhilPaSS should provide clear 

and certain final settlement of payment obligations on the value date, and PhilPaSS should 

establish a robust/holistic risk-management framework, including collateral management, intra-
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day liquidity facility practices, business continuity (with a secondary site set under a distinct risk 

profile), and access criteria. 

The effectiveness of the Anti-Money Laundering and Counter Financing of Terrorism 

(AML/CFT) regime needs to be substantially enhanced. The 2019 Asia Pacific Group on 

Money Laundering (APG) assessment gave low/moderate grades to the regime. Without major 

reforms by June 2021, the country could again be included in the Financial Action Task Force 

(FATF) list of jurisdictions with serious AML/CFT deficiencies and expose the financial system 

to significant risks.  

The COVID-19 pandemic’s economic repercussions further highlight the importance of a 

strong financial infrastructure and diversified financial sector. The COVID-19 shock has 

increased the urgency for reforms – not only to maintain financial sector stability or increase 

financial inclusion, but to also support a sustainable economic recovery and minimize the impact 

of future shocks. Notably, the development of capital markets can stimulate finance during the 

recovery; the insurance sector can mitigate vulnerabilities from life events and business risks 

associated with disaster; increasing green finance can align the recovery to climate and 

environmental objectives; digital payments can be used for social assistance and digital financial 

services can facilitate economic activity; and, accurate and reliable credit information can increase 

access credit to weather and recover from the crisis. Importantly, the Philippines has a relatively 

robust legislative framework for debt enforcement and collective insolvency proceedings, but the 

insolvency practice is limited and creditor recovery is relatively low. Modernizing discrete areas 

of the legislation, developing the technical specialization of judges, and promoting alternative 

dispute resolution are among the key actions that can help overcome the COVID-19 repercussions. 

The development of corporate debt and equities markets faces significant structural 

constraints, but there are several initiatives that could grow issuance and investment. There 

has been significant progress in the efforts to develop the money and government securities 

markets, setting pricing benchmarks for corporate securities. Corporate debt and equities market 

development, however, face challenges from the conglomerate and service-oriented structure of 

the economy, high family ownership, and bank dominance. Nevertheless, several initiatives could 

improve the enabling environment for and functioning of the capital markets, including the 

rationalizing of the tax regime (following a reform impact analysis), streamlining the registration 

of corporate debt and approval processes of equities, and deepening the institutional investor base 

(namely pension funds and unit trusts). A capital markets champion will be critical to achieve 

meaningful change. 

Insurance penetration remains low by international standards, requiring efforts to build 

and safeguard market trust, as well as promote sustainable industry growth. There are many 

insurers for the size of market and intense price competition is eroding underwriting standards. 

The non-life insurance penetration rate is particularly low. Key constraints include the lack of 

trust in the industry, as well as awareness and understanding of the role of insurance (despite the 

success of microinsurance). The IC must focus on market conduct to safeguard public trust, and 
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pursue development measures such as building motor third-party liability (MTPL) data and 

liberalizing MTPL tariffs, or encouraging product development through regulatory sandboxes. 

There is significant potential to digitize the payments market and increase financial 

inclusion. Most payments are in cash and cheques and a third of municipalities are still considered 

“unbanked”. The authorities are committed to modernizing retail payments but lack an 

overarching strategy that could be endorsed by all significant public and private sector 

stakeholders. Furthermore, while the participation of financial institutions in the credit transfer 

systems has increased, it is not yet universal. The authorities should establish a cooperation body 

(with the BSP or the Philippine Payments Management Inc. -PPMI- acting as its 

convener/secretariat) and adopt a formal strategy, as well as promote the participation of all 

institutions in the core retail payments systems. Finally, the legal and regulatory framework has 

recently seen substantial changes, such as the NPSA, and implementation should hasten – 

including BSP’s development of regulations on risk management standards for operators and the 

strengthening of continuous off-site oversight. 

The credit reporting ecosystem’s oversight is weak, and a solution to the credit information 

challenges posed from the lack of a unique ID is pending. The Credit Information Corporation 

(CIC) is the public centralized credit registry that acts as both a service provider and a regulator. 

While regulated by SEC, the main stakeholders of the complex credit information ecosystem are 

regulated by other authorities, making it difficult for proper oversight and enforcement of the 

Credit Information System Act (CISA). The lack of a unique ID makes it difficult to link a single 

borrower with the loans from several credit providers, and CIC’s “matching logic” solution is not 

yet validated. CIC should continue its efforts to improve the “matching logic” process, develop 

an efficient process for offsite supervision, and establish alliances with other regulators. The CIC 

Board of Directors (BOD) should create a dedicated unit for the oversight function that is 

independent from the service provider function, and source adequate funding for the capital-

intensive credit registry operation. 

A comprehensive green finance strategy and targeted interventions can align the financial 

sector with climate and environmental objectives. There is no outlined vision, nor concrete 

targets on the role that the private financial sector should play in greening the economy and 

reaching climate targets. A strategy can help prioritize action and catalyze coordination. 

Knowledge and capacity at banks to originate and manage green loans is limited. The BSP can 

set up a national platform on green finance to increase knowledge, and the Department of Finance 

(DoF) and BSP can introduce a green taxonomy to measure and label green and sustainable 

financial products. Furthermore, innovative blended finance instruments, like strategic investment 

funds, could help leverage limited public spending for green objectives with private capital. With 

low private catastrophe risk insurance penetration, the establishment of the Philippines 

Catastrophe Insurance Facility will help to develop domestic market capacity to underwrite 

catastrophe risk.  
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Table 1. KEY RECOMMENDATIONS
3 

Recommendation Time
 

Addressing Resilience, Integrity, and Effectiveness 

General 

Reconsider the Agri-Agra Law’s objectives and approach (BSP, DA). MT 

Amend the bank secrecy laws to enhance supervision powers, strengthen AML/CFT 

effectiveness, and cooperation with foreign authorities (BSP, SEC, IC, AMLC and DoF). 

MT 

Macroprudential Policy and Systemic Risk Monitoring Framework 

Limit bank dividend distributions while downside risks remain high and be ready to take 
additional measures to strengthen banks’ capital if the risks materialize to continue providing 

credit to the economy (FSCC members, BSP). 

ST 

Enhance collaboration within the BSP to conduct essential macroprudential risk analyses, 
including macro scenario stress tests, and assure a balanced decision-making process (BSP). 

MT 

Strengthen the influence of FSCC decisions by adding a comply-or-explain mechanism and 

providing sectoral regulators with a financial stability objective (FSCC members). 

MT 

Expand macroprudential policy toolkit and establish operational procedures to set them in a 
more systemic risk-based manner (BSP).  

MT 

Banking Supervision 

Lapse or limit the use of issued regulatory forbearance measures (BSP). ST 

Enhance regulatory powers and standards regarding transfer of significant ownership or 
controlling interest and to assess the suitability of beneficial owners of banks (BSP, DoF). 

ST 

Strengthen sectoral supervision, appoint the BSP as the lead supervisor of financial 

conglomerates and conduct more frequent and comprehensive risk-assessment of FCs (BSP, 

IC, SEC, FSF). 

ST 

Update the large exposure requirements (to be applicable on a solo and consolidated level) 

and enhance large and related party exposure reporting requirements (BSP).  

ST 

Provide the power to the BSP to insert a regulated Financial Holding Company into a mixed 

conglomerate and obtain information from the wider group (BSP, DoF). 

MT 

Capital Markets Supervision 

Transfer non-core SEC responsibilities to other agencies (DoF). MT 

Coordinate with PSE on securities registration/listing requirements, and with BSP/IC on the 

harmonization of CIS regulation/supervision (SEC, PSE, BSP, IC). 

ST 

Adopt risk-based approach with appropriate resources (staff, expertise) (SEC). ST 

Insurance Sector Supervision 

Equip IC with the formal and financial operational independence (DoF). MT 

Introduce regulation, manuals and tools on reinsurance (IC). ST 

Adopt risk-based approach with appropriate resources (staff, IT, tools) (IC). MT 

Climate Change, Environment Risks and Supervision  

Perform in-depth environmental risk assessments on banks and insurers (BSP, IC). MT 

Improve information collection, monitoring of risk metrics, and stress test capacity for climate 

and environmental risks (BSP, IC). 

MT 

Issue detailed guidelines on env. Risk management, stress testing and disclosures (BSP). MT 

Crisis Management, Resolution, and Safety Net 

Ensure timely corrective actions and resolution of weak banks (BSP, PDIC). ST 

Implement resolvability assessments and resolution plans, starting with D-SIBs (PDIC, BSP).  ST 

 
3  Recommendations included in this table should be considered high priority without exception. Additional 

recommendations in the various FSAP topic areas are included in the corresponding Technical Notes. 
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Recommendation Time
 

Make the legal framework for ELA more specific regarding the conditions under which it can 
be provided and avoid assistance without collateral (BSP). 

ST 

Designate and provide the PDIC with powers to act as resolution authority (PDIC, BSP, DoF). MT 

Expand and operationalize bank resolution tools (particularly P&A) beyond liquidation 

(PDIC). 

MT 

Financial Market Infrastructure 

Enact the rules and regulations of NPSA (BSP). ST 

Provide clear and certain final settlement of PhilPaSS payment obligations on the value date 

(BSP). 

ST 

Establish a robust/holistic PhilPaSS risk management framework, including collateral 

management, ILF practices, business continuity, and access criteria (BSP). 

ST 

AML/CFT 

Make legislative amendments to (i) designate tax crimes as predicate ML offenses; and (ii) 
establish a comprehensive legal framework for targeted financial sanctions against 

proliferation financing (AMLC, DoF). 

ST 

Strengthen risk-based AML/CFT supervision (including sanctioning procedures) for high-risk 

sectors, such as banks, casinos, money value transfer service providers (BSP, AMLC, 
PAGCOR). 

ST 

Enhance the accuracy and availability of beneficial ownership information of companies 

(SEC). 

MT 

Broadening and Deepening Markets and Services 

Capital Markets (corporate bond and equity markets) 

Rationalize the existing tax regime (following a reform impact analysis) (DoF). MT 

Streamline registration and approval processes (SEC). ST 

Deepen the institutional investor base (pension funds, unit trusts) (SEC, DoF, IC). MT 

Insurance Sector 

Build MTPL data and liberalize MTPL tariffs (IC). MT 

Introduce sandbox regulations to encourage product development (IC). ST 

Green Inclusive Growth Markets 

Develop a strategy on green or sustainable finance (DoF, BSP). ST 

Introduce a green finance taxonomy based on global best practices (DoF, BSP). MT 

Consider sovereign green bonds and blended finance instruments (DoF). MT 

Retail Payments 

Establish a cooperation body and adopt a strategy for retail payment market development 

(BSP). 

MT 

Develop regulations on risk management standards for operators and strengthen continuous 

off-site oversight (BSP). 

ST 

Promote the participation of all institutions in PESONet, InstaPay and other core retail 
payments systems (BSP, PPMI). 

ST 

Credit Information Reporting 

Resolve the matching logic before going on production (CIC). ST 

Increase funding to support capital-intensive operations of the credit information corp. (CIC). ST 

Automate the off-site supervision process and enforce the CISA among all the regulated 
entities through MoAs with other authorities (CIC, BSP, IC, CDA). 

ST 

Short-term (ST) = within one year; medium-term (MT) = one to three years 
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MACROFINANCIAL SETTING 

Financial System Structure 

1.      The size of the financial system is broadly in line with the economy’s level of 

development. The total assets of the system amount to 126 percent of GDP. The banking system 

holds about 94 percent of the system’s assets, but bank credit is just over 50 percent of GDP as 

banks hold substantial liquid assets. Access to finance for individuals is significantly lower than 

in other Asian emerging market economies (EMs), with only a third of adults having formal 

accounts.  

2.      The banking sector is dominated by several large domestic banks. Forty-six universal 

and commercial banks (UKBs) hold over 94 percent of bank assets, of which 60 percent are held 

by the top five banks (all domestic). Foreign bank subsidiaries and branches hold seven percent 

of bank assets. Also, there are about 500 small thrift banks (TBs) and rural and cooperative banks 

(RCBs).  

3.      Overall, banks follow a traditional commercial banking business model, relying on 

deposits and lending mostly to large NFCs. Eighty percent of the loans go to NFCs, which is 

unusually high, partly because of underdeveloped corporate bond markets. The exposure to real 

estate loans is relatively low under a regulatory limit of 20 percent of total loans applicable to 

UKBs (raised to 25 percent upon COVID-19). These loans are largely commercial. The exception 

is TBs, providing one-third of their loans to residential properties. TBs and RCBs are more 

exposed to household consumption and agriculture loans. A quarter of assets are securities (mostly 

sovereign bonds). Overall, banks are liquid, with nearly 40 percent of their assets in securities and 

central bank reserves, the highest level among Asian EM peers. 

4.      The banking sector is subject to bank secrecy laws that undermine financial stability, 

financial integrity, and development and expose the banking system to reputational risk. 

The past two FSAPs, recent IMF Article IVs, the 2020 Basel Core Principle (BCP) assessment, 

and the 2019 mutual evaluation report on AML/CFT by the APG—a FATF-style regional body—

all emphasized challenges to supervisory effectiveness from these laws. Unlike most other 

countries with strict secrecy laws, the Philippine laws do not allow banks to share depositor 

information directly with supervisors for prudential purposes.4 They reduce supervisors’ ability 

to monitor liquidity risk and make banks vulnerable to reputational risk. The secrecy laws also 

slow down the payouts by the Philippine Deposit Insurance Corporation (PDIC) and reduce the 

effectiveness of misconduct investigations by the Securities Exchange Commission (SEC). 

Furthermore, the laws prevent the Philippines from joining some regional capital market 

initiatives.   

5.      NFCs are deeply interconnected with the financial system through “mixed” 

conglomerate structures that include NFCs and financial institutions. Seven out of the ten 

 
4 Only the BSP can access depositor information for AML/CFT purposes during on-site examinations.  
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largest banks (holding about 60 percent of total bank assets) are related to local-family-owned 

mixed conglomerates. The network analysis by the BSP and the FSAP suggest that the primary 

source of contagion among banks is common exposures to large conglomerates.  

6.      The other segments of the financial system are underdeveloped. Nonbank financial 

institutions (NBFIs) are much smaller than several Asian peers. Informal financing among family 

members is more significant to households than retail bank loans. The domestic stock market 

capitalization and bond outstanding are roughly 90 percent and 30 percent of GDP, respectively, 

but government securities dominate the debt market.   

7.      The Fintech ecosystem is nascent. Digital payments are used much less than in Asian 

EM peers. The 2017 Global Findex results indicate that only a quarter of the adult population 

made or received at least one digital payment in the preceding year. Some of the constraints 

include expensive bank charges and barriers to establishing IT and communication infrastructure 

for the archipelago of over 7,000 islands. 

8.      The financial system is indirectly exposed to international spillovers. Banks’ direct 

cross-border exposure is low at about ten percent of bank assets and liabilities, mostly to service 

overseas Philippine workers. Dollarization is also moderate (15 percent of deposits and 11 percent 

of loans are in Foreign Exchange, FX). Exposures to FX risks are tightly regulated, with separate 

licensing requirements to conduct FX transactions and strict limits to open FX positions. Most 

international spillovers are likely to stem indirectly from NFCs and market contagion effects. 

International remittance inflows are significant (about eight percent of GDP annually). However, 

they may have little impact on banks’ FX deposits because they can be credited to banks only in 

pesos in most cases.5  

9.      The financial system faces risks from climate change. The Philippines is highly exposed 

to climate-related natural disasters (i.e., physical risks such as typhoons, landslides, floods, 

droughts). Transition risks for the Philippines appear to be closely related to the coal-based power 

generation industry.6 The BSP is building up capacity to assess climate risks and joined the 

Central Banks and Supervisors Network for Greening the Financial System (NGFS) in 2020.  

Macrofinancial Developments 

10.      The Philippines was severely hit by COVID-19 but is now recovering. Real 2020 GDP 

contracted by 9.5 percent. The government imposed stringent quarantine measures, resulting in 

12 percent (h/h, s.a.) real GDP contraction in the first half of 2020. The recovery started in the 

third quarter, mainly driven by easing containment measures and economic policy support with 

real GDP increasing by eight percent in the third quarter and 5.6 percent in the fourth quarter (q/q, 

 
5 Major money transfer operators offer US$ payments in cash. 

6 As the government values energy security for a rapidly growing economy, the share of cheaper coal-based power 

generation increased from a negligible amount in the 1990s’ to nearly 50 percent in 2016. The government recently 

announced the moratorium on the processing of applications for greenfield coal-fired power projects. 
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s.a.). The IMF projects 2021 real GDP growth to be 6.6. percent (January 2021 World Economic 

Outlook, WEO). 

11.      However, the economy went into the pandemic with better macro-financial 

fundamentals than before the AFC, as a result of bold structural reforms and prudent 

macroeconomic policies. Annual economic growth has been over six percent during 2013–19, 

with moderate inflation. Public debt steadily declined in the past 20 years, reducing the country’s 

risk premiums. External debt and international reserves have improved. Pre-COVID financial 

indicators of NFCs were healthier than the pre-AFC time. While property prices doubled in the 

past ten years, they are broadly in line with income growth, and residential mortgages are only 

four percent of GDP.  

12.      Before the pandemic, banks’ health appeared comparable to other EMs despite some 

deteriorations since the mid-2010s. By historical standards and among key EM comparators, the 

NPL ratio was low at end-2019. The CAR was stable at about 15 percent in the past ten years, and 

the quality of capital is high. Return on assets (ROA) has been about 1½ percent—at the median 

among EMs—supported by high interest margins. TBs and RCBs tend to have higher NPL ratios 

(around six and 11 percent, respectively) than UKBs (about 1½ percent), but they also have higher 

capital ratios and cure rates back to performing.   

13.      So far, the financial system has broadly withstood the COVID-19 shock.  

• Financial markets: Markets recovered well after a brief period of increased volatility in 

March 2020. The exchange rate appreciated slightly against the USD for 2020 as a whole, and 

gross international reserves recovered by nearly US$20 billion to US$110 billion between 

end-April and end-year (11 months of import coverage). The BSP cut policy rates and reserve 

requirements in contrast to the AFC.  

• NFCs: Market analysts forecast significant earnings shocks, especially in retail, tourism, 

transportation, and construction industries. The authorities launched a small (0.6 percent of 

GDP) credit guarantee program for loans to small- and medium-sized enterprises (SMEs) and 

the agricultural sector. Moratoria (total of five months) expired at the end of 2020. 

• Banks: Lending standards have tightened, and credit is contracting though the credit gap 

remains positive as GDP contracts. The NPL ratio rose from 2.1 at the end-2019 to 3.4 percent 

in September 2020, so has the share of past-due loans and restructured loans. However, the 

CAR rose over one percentage point since end-2019. However, these figures may have 

optimistic bias under moratoria and forbearance measures. At the same time, banks continued 

to receive new deposits, reducing the loan-to-deposit ratio noticeably. 

14.      The BSP also issued time-bound regulatory relief and forbearance measures. 

Measures included unusually strong forms of forbearance to delay NPL recognition and allow 

banks to provision over a maximum period of five years subject to the BSP’s approval. The uptake 

appears to be limited so far, given the BSP’s tight approval criteria. The FSAP welcome BSP’s 

effort to keep track of credit quality information without policy measures to maintain 

transparency.  
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SYSTEMIC RISK ASSESSMENT 

Stress Tests 

Key Risks, Assessment Methods, and Scenarios 

15.      The key risks to financial stability stem from the COVID-19 crisis and bank-

corporate linkages. The economic impact of COVID-19 is already much worse than the AFC. 

Uncertainty surrounding the growth outlook is larger than usual, mainly stemming from the 

uncertainty about the pandemic and the timing of the vaccine rollout. But the economy may 

recover faster, especially if reinforced with a quick vaccine rollout. Containment measures will 

depress NFC earnings, and they could spill over to bank health through direct exposures and 

ownership linkages of mixed conglomerates.  

16.      The FSAP conducted bank stress tests and applied new tools to better understand 

bank-NFC and bank-economic linkages. NFC tests assess the effects of earnings shocks on 

their capacity to repay bank loans. The bank solvency test covers all banks, and liquidity tests 

examine UKBs. Both use end-2019 data, as reported 2020 data are likely to be biased upward due 

to temporary policy effects. Solvency test results are then used to estimate the second-round 

effects on GDP through credit growth channels. The model is applied to analyze counterfactual 

policy to restructure NPLs promptly. Cashflow stress tests of banks and NFCs are linked to assess 

their liquidity contagion. The FSAP also developed a new approach to assessing physical risk 

from climate change. Except for bank-NFC liquidity linkage analysis, all exercises do not 

incorporate the effects of sectoral support measures. The guarantee program is limited to SMEs 

and the agricultural sector and small (0.6 percent of GDP). Moratoria expired at the end of 2020. 

Forbearance measures that are not compatible with Basel III should not be incorporated.  

17.      The macroeconomic scenarios assume different directions and degrees of risks from 

COVID-19. The real GDP paths of all four scenarios (baseline, upside, adverse, and severe 

adverse) are more severe than the AFC but less than the political turmoil experienced in the mid-

1980s. The baseline is unusually weak, a nearly three standard deviation shock to GDP compared 

to the pre-COVID forecast. The unlikely severe adverse includes an additional 3.8 standard 

deviation shock to the baseline due to tighter containment measures and severer scarring effects. 

However, unlike the AFC, policy rates are assumed to remain low in all scenarios given the 

development. Still, financial conditions tighten slightly with higher risk premiums.   

Nonfinancial Corporations 

18.      The FSAP assessed the NFC risks with a macro-scenario approach. The work in 2019 

IMF Article IV has been expanded to evaluate the impact of the COVID-19 pandemic on corporate 

earnings, interest coverage ratio (ICR), and cash positions. The sample is mostly limited to listed 

firms due to data availability, but it covers nearly half of bank loans.  
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19.      Philippine firms are likely to experience substantial distress even in the baseline. The 

GDP shocks are expected to reduce corporate earnings across different sectors, especially in the 

energy, consumer discretionary, and industrial sectors. As a result, the debt weighted average ICR 

would decline from 4.9 percent at end-2019 to 1.3, below one, and 0.2 in the baseline, adverse, 

and severe adverse scenarios, respectively. Debt-at-Risk (the share of debt issued by firms with 

ICR below one) would jump from five percent at end-2019 to about 45 percent even in the upside 

scenario and reach 80 percent in the severe adverse scenario. However, the contribution from 

other macroeconomic shocks, such as the exchange rate shock, appears to be relatively small.   

20.      The NFC distress could significantly elevate credit risks to banks if the crisis persists. 

Support from wealthy owner families of large conglomerates and policy support for SMEs could 

mitigate contagion from NFC distress to bank solvency. Loan moratoria, which do not 

automatically classify loans as NPL immediately, could help firms survive liquidity shocks. 

However, it might only delay eventual bankruptcy if the crisis incurs persistent impact.   

Box 1. Debt Enforcement and Collective Insolvency Proceedings7 

While not covered by the FSAP missions, the World Bank undertook a review in early 2021 given the 

increased importance of the topic due to the COVID-19 crisis. 

The Philippines has a relatively robust legislative framework for debt enforcement and collective 

insolvency proceedings. Regarding enforcing security interests over immovable collateral (real 

estate), there is an extrajudicial foreclosure process (Act 3135 as amended by Act 4118) and a 

procedure for judicial foreclosure of real estate mortgages (Rule 68, Rules of Court). The 2017 

Personal Property Security Act regulates security interests in personal property (Republic Act 11057). 

Unsecured claims are governed by the provisions of the New Civil Code of the Philippines (Republic 

Act 386). Regarding collective insolvency procedures, the Financial Rehabilitation and Insolvency Act 

(Republic Act 10152), Presidential Decree 902-A and the Financial Rehabilitation Rules provide a 

solid insolvency legislative framework that aims to save viable firms through several restructuring 

tools and liquidate non-viable firms. Distressed firms may apply for (i) a court-supervised voluntary 

(debtor-initiated) or involuntary (creditor-initiated) rehabilitation; (ii) a pre-negotiated rehabilitation; 

(iii) an out-of-court restructuring agreement; or (iv) liquidation. 

Despite the extensive legislative framework, insolvency practice is limited, and creditor recovery 

is relatively low. For instance, the Doing Business Resolving Insolvency indicator reports that 

creditors recover 21.1 cents on the dollar on average, compared to 92.1 cents on the dollar in Japan 

and 84.3 cents on the dollar in South Korea.8 The primary reason for these limitations appears to be 

weak implementation of the legislation and challenges with the supporting professionals and 

institutions. Regarding the auction process, weaknesses were reported regarding the notice process and 

publication of prices. There are very few insolvency practitioners (rehabilitation receivers or 

 
7 Contributed by Antonia Preciosa Menezes and Alastair Norris. 

8 Doing Business Report 2019 Resolving Insolvency Indicator  

http://www.doingbusiness.org/
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liquidators) with different qualification requirements to be appointed as either. There is no insolvency 

regulatory authority and no professional association for insolvency practitioners. One of the major 

obstacles reported is the length of time to go through court processes and the potential for frivolous 

claims, which ultimately increases the length of time and cost of proceedings and impacts creditor 

recovery. Accordingly, banks are reluctant to use formal proceedings and also reported a lack of 

knowledge regarding the various processes. 

Key recommendations to strengthen the debt enforcement and insolvency regime include: 

• Develop the technical expertise and specialization of judges in insolvency law and case 

management techniques; 

• Develop a practice note on the summary disposal of cases and its consistency with due 

process; 

• Amend the civil procedure requirements to ensure that debt enforcement claims over a 

particular threshold are allocated to the commercial courts; 

• Restrict the rights of appeal from commercial courts to higher appellate courts solely on the 

basis of “points of law” together with the permission of the lower court; 

• Promote alternative dispute resolution (ADR) including with court-annexed mediation, 

referrals to the domestic ADR centers and the establishment of an accredited expert list, which 

courts can draw on for the referral of matters to ADR in the context of insolvency 

proceedings; 

• Revise and strengthen the qualification criteria for insolvency practitioners with uniform 

criteria for both rehabilitation receivers and liquidators; 

• Conduct capacity-building sessions on workouts with the commercial banks and potentially 

issue protocols or guidance from the Central Bank encouraging informal restructuring; 

• Implement an insolvency regulatory authority with powers to supervise insolvency 

practitioners and monitor insolvency cases including a formal licensing program; 

• Modernize discrete areas of the legislation, particularly in light of the challenges arising from 

the COVID-19 pandemic, including (i) developing a pre-insolvency framework to encourage 

debt restructuring before the firm is insolvent; and (ii) developing simplified restructuring and 

liquidation procedures for micro and small enterprises.  

 

Bank Solvency Stress Test and Second Round Effects 

21.      While banks can withstand the severe baseline scenario, they could experience 

systemic solvency stress in a much more severe adverse scenario. By 2022, the CAR falls from 

15.6 percent to 11.7 percent in the baseline, 9.3 percent in the adverse scenario, and 4.9 percent 

in severe adverse scenarios compared to the ten percent minimum CAR requirement. UKBs are 

more likely to meet the Common Equity Tier 1 Ratio (CET1) requirement (six percent minimum 

requirement) as the quality of capital is high. Nonetheless, capital ratios start to recover in 2022 

in adverse scenarios in line with the assumed economic turnaround.  

22.      The impact is particularly noticeable for UKBs and RCBs, but capital shortfalls vis-

à-vis minimum requirements are moderate. Even in the baseline, 185 banks (mostly RCBs), 

which account for about a third of the system by assets, might not meet the ten percent 
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requirement. In the adverse scenario, 201 banks could have capital shortfalls. In the unlikely 

severe adverse scenario, 214 banks with three-quarters of the system’s assets miss the minimum 

CAR requirement. Nonetheless, capital shortfalls appear moderate—below four percent of GDP 

even in the severe adverse scenario.  

23.      A jump in NPLs is the key driver of the results. PDs for UKBs jump to the level 

comparable to and higher than in the AFC episode in adverse and severe adverse scenarios. This 

increases NPLs sharply. As a result of the jump, loan-loss provisioning (LLP), lost interest income 

from NPLs, and lower margins drag capital ratios down.   

24.      The FSAP estimated the second-round effects focusing on the macro-financial 

linkage through credit growth. Bank-by-bank solvency test results are used as explanatory 

variables to project bank-level credit growth. After examining various model specifications, the 

final model includes changes of NPL ratios LLP ratio. Capital ratios were not significant in 

estimations, possibly because the past crisis-time regulatory responses reduced their risk-

sensitivity. The aggregated credit growth projection is then fed into a structural-VAR that 

produces a change in real GDP growth rate in response to reduced credit growth.  

25.      Second-round effects through weaker credit growth may double the initial shock to 

GDP in adverse scenarios. In the adverse (severe adverse) scenario, the banking sector CAR 

declines by nearly eight (12) percentage points, which could reduce the real GDP level by 

additional four (nine) percentage points by 2021. The effect might persist for several years.    

26.      The second-round effect models can be used to investigate the effects of 

counterfactual policy measures. Since the empirical credit growth model indicates NPL ratios 

and LLP ratios as significant predictors, the FSAP considers the effects of a one-time write-off of 

NPL worth (an arbitrary) 30 percent of LLP stock in 2021—which the FSAP assumes will be 

financed by available excess capital.  

27.      The estimates appear to suggest net positive effects of timely loss recognition and 

NPL restructuring. The counterfactual policy’s costs (the necessary excess capital) ranges from 

1½ percent to nearly three percent of GDP. While the single year benefits are about the same as 

the costs, the benefits last for multiple years. The total benefits from 2021 to 2022 are significantly 

above the costs.  

28.      The results should be interpreted with caution, given the uncertainties amid the 

COVID-19 shock, as they could bias the results to both directions. Stress test results are 

sensitive to assumptions over cure rates for NPL (back to performing), the extent of deleveraging, 

and loss-given-default (LGD), which could all show atypical patterns during a crisis. FSAPs 

usually assume conservative parameters that increase the negative impact. Credit risk during a 

deep economic crisis may evolve differently from what historical patterns imply. Also, our 

exercise did not incorporate the effects of policy measures because guarantees and moratoria are 

limited, and forbearance should not be incorporated. As for the second-round effects, other 

approaches may deliver different views.  
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Bank Liquidity Stress Test 

29.      Banks have sufficient buffers to withstand severe liquidity shocks. High-quality liquid 

assets (HQLA) for calculating the liquidity coverage ratio (LCR) are mostly reserves and 

sovereign securities. The high (12 percent) reserve requirement significantly contributes to the 

buffer, making its usability a critical factor for banks’ survival. Banks rely mainly on retail and 

wholesale deposits. The system appears to be more resilient against FX liquidity shocks than local 

currency liquidity shocks. However, FX buffers are concentrated in a couple of Global-SIB 

branches. The net stable funding ratio and cash flow analysis show similar outcomes.  

Loan Moratoria and Bank-NFC Liquidity Linkage 

30.      Liquidity stress to NFCs from lower earnings could spill over to banks, and loan 

moratoria could further complicate the linkages. Loan moratoria’s direct effects are to improve 

NFC cash balance while reducing bank cash inflows and liquid assets. Without moratoria, NFC 

cash balance declines for debt service while increasing bank liquidity balance. However, liquidity-

strapped NFCs may withdraw bank deposits, weakening banks’ cash balance. Furthermore, if 

banks continue to roll over healthy maturing NFC loans, NFCs’ liquidity balance recovers with 

or without moratoria.    

31.      The results show that certain policies, such as moratoria, may not achieve their 

intended results depending on the behavior of banks and NFCs. For NFCs, moratoria can 

substantially improve their liquidity balance when banks’ rollover rate is low but less so otherwise. 

So, the policy effectively support them with credit supply shocks but not much so without the 

shocks. For banks, overall moratoria effects on their liquidity balance critically depend on whether 

NFCs have alternative financing sources (e.g., liquidating other assets or issuing bonds). If NFCs 

withdraw deposits, banks might experience broadly the same cashflow effects irrespective of 

moratoria policy. The BSP could monitor banks and NFCs’ contingent financing plans to gauge 

the systemwide effects better.  

Climate Change Risk Analysis 

32.      The FSAP developed an innovative approach for analyzing banks' solvency for 

physical risks from typhoons. We built climate change macroeconomic scenarios using climate 

science studies, a catastrophe (CAT) risk model, and a macro-financial model (See Box 2).  
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Box 2. Climate Change Risk Analysis 

The FSAP examined climate change macroeconomic scenarios, building on the following three 

steps: 

• Climate scenario is taken from existing climate science research by the government of the 

Philippines. It estimated the changes of typhoon frequency and intensity for the Philippines 

(windspeed) under the high-emission global scenario.  

• Disaster scenario: The impact of extreme typhoons, measured by the value of lost physical capital 

over the existing capital (i.e., damage rate), is simulated using the CAT risk model developed by the 

World Bank. The damage rate is calculated following the current typhoon hazard risk (“current 

scenario”) and the future risk under the above climate scenario (“future scenario”). Following the 

practice in the catastrophe insurance industry, the FSAP considered several tail events (once in 25–

500 years).  

• Macro-financial scenario: The disaster impact is translated into macro-financial indicators with 

the FSAP developed DSGE model. The damage rate is modeled as a capital depreciation shock, 

which also causes correlated productivity shocks in line with empirical findings in the literature. 

The FSAP used two baseline scenarios: one using January 2020 WEO without pandemic before 

COVID-19 and the other using October WEO with the pandemic.  

The exercise and results should be interpreted with caution. Climate change stress tests face 

significant model and scenario uncertainties. Moreover, the FSAP exercise covered only a small 

component of the risks due to climate science and CAT risk models’ limitations. It covered only the 

effects of building/infrastructure destructions by typhoon wind without incorporating the effects of sea-

level rise and floods. Other types of risks—drought, flood, and transition risks—could increase the 

impact in less extreme events. Also, additional channels could amplify the impact of disasters, such as 

the impact of fiscal expansion for reconstruction on sovereign risks and their spillovers to banks. Given 

the early stage of the literature and various uncertainties, it is premature to discuss prudential policy 

measures based on one stress test results.  

 

33.      The analysis indicated the relevance of typhoon risks, though they may not be 

necessarily systemic except for extreme tail events. Without other shocks, the destruction of 

physical capital from typhoons’ wind alone would reduce bank capital ratio only by one 

percentage point even in the once-in-500-year event in the future. However, the joint shock with 

pandemic intensifies the effects of climate change for extremely intense typhoons. For once in a 

500-year events, the difference between current and future scenarios with the pandemic rises to 

4½ percentage points.   

34.      At this stage, the BSP should continue enhancing data and building capacity. The 

BSP has started to integrate green finance and Environmental, Social and Corporate Governance 

principles (ESG) principles into its investment policy, joined the NGFS, and has initiated studies 

on rainfalls and bank performance. It has issued the circular for banks on environmental risk 

management, governance, and disclosure, which should be followed-up by more granular 



21 

 

 

regulations and guidance on risk management, stress testing, and reporting and disclosure. 

Supervisory capacity should be built to monitor uptake in on-site and off-site supervision. 

Managing Risks From COVID-19 

35.      Given the significant downside risks, the authorities should limit bank dividend 

distributions and be ready to take additional measures to strengthen bank capital if 

downside risks materialize.9 Given the potential for large loan losses, the authorities should limit 

dividend distributions as a precautionary measure. If downside risks materialize, the BSP should 

consider broader policy options (e.g., support measures facilitating the sale and recovery of bad 

assets, raising additional capital starting with conglomerate owner families and private sector 

funding, and public funding only as a last resort). This is supported by the counterfactual policy 

analysis, which suggests that timely NPL restructuring and loss recognition, financed by adequate 

capital, can improve GDP with sustained credit provision, while the benefits of such a policy are 

higher than its cost. The experience during the AFC also shows credit-to-GDP contraction from 

over 50 percent to 25 percent in the ten years since 1997 while NPLs are recognized and 

restructured only slowly, supports the recommendation.  

36.      The BSP should allow the forbearance measures to lapse as scheduled and avoid 

introducing new measures. Forbearance does not address the underlying issues in weak banks 

and hampers banks’ ability to continue to support the economy and ultimately may even 

undermine financial stability. Instead, the authorities should continue to use the flexibility in the 

accounting and Basel capital frameworks, and, looking at the future, further develop and use 

macroprudential tools and buffers. While the BSP used some of these micro and macro-prudential 

tools during the current crisis, the preceding forbearance measures could undermine their 

effectiveness by reducing bank capital’s sensitivity to risks, as forbearance keeps bank capital at 

artificially high levels.      

ADDRESSING RESILIENCE, INTEGRITY, AND EFFECTIVENESS 

Macroprudential Framework and Oversight 

37.      The BSP plays a central role as the central bank, bank and payment system 

supervisor, macroprudential authority. The BSP is the only supervisor with financial stability 

mandate. The organization structure for macroprudential issues is different from that of monetary 

and supervision issues. A recently created financial stability “unit” (Office of Systemic Risk 

Management, OSRM) works on macroprudential issues, headed by an Assistant Governor (AG). 

In comparison, monetary policy and supervision are larger “sectors,” each headed by a Deputy 

Governor (DG). BSP’s Financial Stability Policy Committee (FSPC), a Monetary Board (MB) 

 
9 The recommendation is in line with the Fund’s position on dividend distribution during COVID-19 (see IMF Special 

Series on Covid-19: “Restriction of Banks’ Capital Distribution during the COVID-19 Pandemic” and “Main 

Operational Aspects for Macroprudential Policy Relaxation.”) 

https://www.imf.org/-/media/Files/Publications/covid19-special-notes/en-special-series-on-covid-19-restriction-of-banks-capital-distribution-during-the-covid-19-pandemic.ashx
https://www.imf.org/-/media/Files/Publications/covid19-special-notes/en-special-series-on-covid-19-main-operational-aspects-for-macroprudential-policy-relaxation.ashx
https://www.imf.org/-/media/Files/Publications/covid19-special-notes/en-special-series-on-covid-19-main-operational-aspects-for-macroprudential-policy-relaxation.ashx
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subcommittee comprising of all MB members, decides on macroprudential issues, while the MB 

makes monetary policy and supervision decisions.  

38.      The BSP should enhance collaboration and coordination within to conduct essential 

macroprudential analysis and assure a balanced decision-making process.  

• Financial stability analysis: Currently, the supervision sector implements all bank-related 

analysis and sets prudential tools except for CCyB, and OSRM focuses on non-financial 

sectors and their link to banks and CCyB. No units/sectors conduct macro-scenario stress 

testing—one of the essential tools for financial stability analysis—despite the staff’s strong 

capacity. The BSP should start such exercises. There is no single best practice about how to 

organize stress testing work. Several units and sectors could work jointly, or different sections 

could conduct distinct exercises depending on their objective.    

• Decision-making process: Monetary and supervision sectors and OSRM should enhance 

their coordination at technical and senior levels so that the BSP decides monetary, micro-

prudential, and macro-prudential policies incorporating all the three perspectives with a clear 

mechanism to resolve any conflicting views. Multiple institutional arrangements could 

facilitate cooperation. For instance, an advisory committee could be added to the FSPC to 

facilitate technical-level cooperation, similar to the arrangement for monetary policy. Also, 

OSRM’s AG could be given the general right to attend MB meetings to participate in 

discussions on monetary policy and financial supervision (similar to the DGs, who are 

attending the FSPC meetings).  

39.      The Financial Stability Coordination Council (FSCC), a voluntary interagency body, 

is responsible for the cross-sectoral coordination of macroprudential policies and crisis 

management. It includes the BSP, SEC, Insurance Commission (IC), PDIC, and the Department 

of Finance (DoF) and is chaired by the BSP. The BSP also chairs the Financial Sector Forum 

(FSF) that coordinates microprudential policies and the supervision of financial conglomerates. 

40.      The influence of FSCC decisions should be enhanced. So far, the FSCC has been 

focusing on risk monitoring. To mitigate potential inaction bias, the FSCC should obtain powers 

(and a clear Charter or Terms of Reference) to make formal recommendations to its members with 

a comply-or-explain mechanism. Providing a financial stability objective to the IC, SEC, and 

PDIC could also strengthen the influence of FSCC’s recommendations.   

41.      The BSP should expand its macroprudential policy toolkit and establish operational 

procedures to set them in a more systemic risk-sensitive manner. So far, CCyB is the only 

prudential tool explicitly recognized as a macroprudential toolkit. Nonetheless, other jurisdictions 

use many other prudential tools explicitly for macroprudential purposes. While the BSP has many 

of these instruments (e.g., loan-to-value (LTV), liquidity, FX positions), these are not explicitly 

calibrated to counter systemic structural (e.g., the concentration of exposures) or countercyclical 

risks. Indeed, operational procedures—including introducing thresholds of relevant systemic risk 

indicators that trigger discussion to activate tools—are missing for CCyB as well.  
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42.      The data gap should be reduced to improve systemic risk monitoring and 

operationalize macroprudential tools. The quality of risk analysis is constrained by data gaps 

such as the lack of information on granular credit risk, including a comprehensive credit registry, 

LTV ratios, small and unlisted NFCs, and household indebtedness and survey, and detailed 

depositor information due to the bank secrecy. In this context, the new BSP power in the revised 

central bank charter to collect information from broader economic sectors for stability analysis 

and SEC’s initiatives to digitalize NFC data are welcome progress. 

Regulatory and Supervisory Framework  

Bank Supervision 

43.      The BSP has modernized its oversight framework since the previous FSAP and shows 

reasonably good compliance with the BCPs as an EM (2020 BCP assessment). The 2019 

amendments to the BSP charter (NCBA) formalized its financial stability mandate, extended the 

scope of supervised entities, and granted the legal power to ask banks to hold capital beyond 

minimum regulatory requirements (Pillar 2). The BSP has been making progress in implementing 

the full Basel III framework. It introduced several core Basel III requirements (e.g., capital 

definition; capital buffers; Pillar 2; leverage ratio; LCR and NSFR, and the supervisory framework 

for D-SIBs); and amended core banking supervision legislation and numerous guidelines.  

44.      Nonetheless, material gaps remain with of BSP’s legal powers related to 

conglomerate supervision. The BSP lacks powers to regulate, obtain information for prudential 

purposes, and examine the parent or other affiliate companies of banks. It cannot require mixed 

conglomerates to establish a regulated financial holding company that includes all group financial 

institutions. Finally, regulatory powers and standards on transferring significant ownership or 

controlling interest and assessing beneficial owners' suitability are not clear enough. 

45.      The BSP should strengthen conglomerate supervision by enhancing sectoral and 

group-wide supervision with closer cross-agency collaboration. At the group-level, the BSP 

should be appointed as the lead supervisor for FCs, given banks’ systemic importance. Then it 

should conduct a more frequent and comprehensive risk assessment of FCs. The BSP should 

enhance the large exposure requirements and reporting on both solo and consolidated bases and 

enhance related party transaction reporting and monitoring. Capital ratios for FCs should be set 

based on their specific risk profile as part of the Pillar 2 process. To support more effective 

conglomerate supervision, the IC and SEC should adopt a risk-based approach with appropriate 

resources. 

Capital Markets Supervision 

46.      The SEC is the main capital markets regulator, but its resources are insufficient and 

broad legal responsibilities compromise its core focus. The SEC budget is subject to approval 

by the Budget and Management Department. Budgetary funding comes from fees and fines SEC 

receives in pursuance of its regulatory functions. However, over the years, SEC’s authorized 

https://openknowledge.worldbank.org/handle/10986/34781
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expenditures have been less than the collected revenues, seriously affecting its ability to hire more 

personnel and fulfill its legal mandates. The SEC has a multitude of responsibilities and tasks that 

further constrain the allocation of resources to core capital market supervisory functions. 10 

Notably, there are only 11 staff with direct or indirect oversight responsibility for over 257 capital 

market intermediaries. The need to increase SEC’s budget and limit its legal obligations are being 

increasingly recognized. A Joint Circular of the SEC-Department of Budget Management of the 

DoF was issued in September 2020, effectively allowing the use of all revenues collected under 

the Revised Corporate Code. Additionally, SEC is considering advisory work that would lead to 

a reorganization taking into consideration the additional staffing requirements of its departments.  

47.      Other agencies also have capital market regulatory responsibilities. The BSP 

regulates, registers, supervises and enforces penalties on Unit Investment Trust Funds (UITF), a 

type of collective investment scheme (CIS) offered and distributed by banks that is similar to 

mutual funds under the SEC. The BSP also supervises investment houses with quasi-banking 

operations, banks with licenses of underwriters, government securities dealers and transfer agents, 

as well as investment banks, underwriters, and brokerage houses that are part of banking groups. 

The BSP performs prudential and conduct supervision, including the assessment of anti-money 

laundering (AML), suitability, conflicts of interest, frontrunning, best execution and insider 

trading, and any relevant SEC rules. The IC regulates and supervises Variable Unit-linked 

Insurance, also known as Variable Universal Life insurance (VUL), a CIS offered by insurance 

companies and a life insurance product that is like UITFs and mutual funds. The Capital Markets 

Integrity Corporation (CMIC), which is a self-regulatory organization (SRO) of the Philippine 

Stock Exchange (PSE) checks compliance of PSE member broker/dealers with prudential 

regulations, AML rules, and other SEC rules and regulations. 

48.      This institutional arrangement results in a fragmented regulatory framework and 

causes inconsistencies detrimental to the market and to investors’ protection: 

• Overlap in the scope of supervision of the SEC, CMIC and BSP. SEC oversees all capital 

market intermediaries, CMIC oversees PSE brokers, whereas BSP oversees any type of 

intermediary that is a bank or part of a banking group. In practice, both CMIC and BSP check 

compliance with prudential regulations, AML rules, and SEC rules and regulations. Despite 

the dire limitations of personnel assigned to supervision, SEC has also been examining 

compliance with AML. 

• Unlevel playing field and supervisory gaps for some categories of market participants. 

Underwriters that are part of banking groups and investment houses with quasi-banking 

operations are subject to BSP supervision and, as such, they are thoroughly examined, whereas 

 
10 The responsibilities include registration of all corporations organized and/or doing business in the Philippines, 

registration of issuers of proprietary and non-proprietary club shares and membership or timesharing certificates, as 

well as the registration and supervision of financing and leasing companies, lending companies, foundations, and 

microfinance non-government organizations (NGOs). 
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other underwriters/investment houses are supervised by SEC alone that has mainly examined 

AML in the past few years. 

• Regulatory arbitrage and enforcement gaps in CIS. Prospectuses of mutual funds provide 

enough information for investor protection but the offering documents of UITFs and VULs 

lack important aspects, such as information on pricing methodology of asset valuation, names 

and background of CIS managers, and policies for handling customer’s complaints. 11 

Supervision by the SEC and IC is weaker than BSP in terms of methodology and coverage as 

both entities lack adequate resources. However, the BSP does not have specific penalties 

applicable to CIS operation and, consequently, the penalty most frequently imposed is 

reprimands. Both the SEC and IC have specific penalties applicable to CIS and CIS operators, 

and the capacity to impose them. A draft bill intended to address CIS arbitrage was sent to 

Congress, but has not been approved after nine years. 

49.      The regulatory arbitrage, supervisory overlaps and enforcement gaps necessitate 

active periodic coordination among financial system regulators.12 This will help coordinate 

supervisory activities and the review of unregulated products, markets, market participants and 

activities. It should include an analysis of areas where there may be arbitrage and risks to investor 

protection and market fairness, efficiency and transparency, or other risks to the financial system. 

Such a procedure would support the tasks of emerging risk identification and systemic risk 

management of the Financial Stability Coordination Council (FSCC), which is integrated by the 

heads of the BSP, the Department of Finance (DoF), IC, PDIC, and SEC. 

50.      There is a need for a clear and consistent risk-based approach for SEC’s supervision 

of capital market intermediaries. The current thematic approach appears to be rather ad hoc. A 

formalized methodology would provide a consistent basis for setting priorities and actions for 

both off-site and on-site supervision, while taking into consideration the supervision by CMIC 

and BSP. Notably, the SEC approved in August 2020 the guidelines towards a risk-based approach 

to AML/CFT supervision. 

51.      The bank secrecy legislation impedes expedited access by the SEC to bank account 

information. SEC can indirectly obtain the bank records of deposits and payments made through 

the Anti-Money Laundering Council (AMLC), integrated by the heads of BSP, SEC and IC. The 

procedure, nevertheless, affects the effectiveness of supervision of markets and market 

participants, as well as the possibility of taking swift actions to prevent further damage or to ensure 

the recovery of funds. This legislation also affects cooperation with foreign counterparts and 

SEC´s ability to become a signatory of Annex A of International Organization of Securities 

Commissions (IOSCO). 

 
11 This information may be found in banks’ websites, but it should be made directly available to clients as part of the 

prospectuses. 
12 As of September 2020, the SEC and the BSP had already started bilateral meetings to address inconsistencies in the 

application of regulations and enhance information sharing agreements. 
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Insurance Supervision 

52.      The IC is the insurance sector regulator with considerable de facto autonomy but 

subject to operational framework gaps that may compromise its independence. While IC has 

clear statutory objectives and enjoys a high degree of day-to-day operational 

regulatory/supervisory independence, aspects of its operating framework expose it to the potential 

of undue political influence - particularly through its funding mechanism, and ability to staff and 

organize itself. 13  This presents challenges to effective supervision and could hinder the 

implementation of risk-based supervision. It is recommended that the authorities review the 

legislative framework to strengthen IC’s formal and financial independence, which should be 

accompanied by measures to increase its formal accountability to the government. This should 

include, for example, a publicly-available annual multiyear strategic and operational plan, along 

IC’s annual progress report in meeting its stated goals and objectives. This would also raise 

awareness among the industry and public. 

53.      The Insurance Code, regulations and circulars are functional but require an update. 

Over the last ten years, insolvencies and involuntary insurance company liquidations have been 

few and orderly, and the companies’ capital and solvency ratios have been on the rise (mainly due 

to the introduction of risk-based capital).14 The Code and its implementing regulations have been 

used effectively but present material shortcomings in complying with key elements of 

international standards and best practices - for example, the application of risk based supervision, 

preventive and corrective measures, group-wide supervision, market conduct supervision, and 

reinsurance. Notably, IC has limited regulatory requirements on the risk transfer/reinsurance 

arrangements of primary insurers. Furthermore, efforts should be made on governance and risk 

management. This includes licensing decisions and procedures, the definition of and changes in 

control (beyond foreign shareholders), disclosure on the source of capital, requirements on 

controlling beneficiaries, and the competencies of certain control functions (e.g. risk 

management). Finally, Own Risk Solvency Assessment (ORSA) and Enterprise Risk 

Management (ERM) requirements should be implemented on an individual entity and group basis. 

54.      The IC should advance risk-based and market conduct supervision. All supervisory 

processes are compliance-based. A risk-based supervisory approach would complement the IC’s 

risk-based capital regime, encourage better risk management across the industry, and support the 

sustainable development of the sector. On-site and offsite supervision manuals should be 

upgraded so that policies are interpreted consistently across divisions and staff. Regular training 

programs on risk-based supervisory techniques should maintain the required staff knowledge.15 

While consumer protection has improved, the ongoing oversight of insurance intermediaries 

 
13 The IC is a government agency under the Department of Finance and is funded by annual budget allocations. The 

Commissioner and Deputy Commissioners are appointed and serve at the needs of the President. Staff are employed 

under the same rules as other public servants and at remuneration rates well below industry counterparts.  
14 More can be done to ensure smaller companies’ compliance with minimum solvency requirements. The IC should 

enhance early warning solvency tests towards corrective actions before the minimum solvency threshold is breached. 
15 The US Treasury will provide capacity building for examiners on risk-based and market conduct supervision subject 

to the pending Insurance Code amendments. 
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should be upgraded. The fair treatment of consumers could be enhanced by strong and clear rules 

for intermediaries regarding compensation disclosure and conflict of interest vis-a-vis consumers, 

as well as by requiring boards to approve fair treatment policies and receive regular 

implementation reports (particularly on complaint handling). The conduct of business supervision 

will also benefit from a risk-based approach with a broader range of supervisory practices (e.g., 

market analysis, offsite and on-site monitoring and thematic review). 

55.      The IC should bring the quality of online supervision in line with a modern IT 

infrastructure and supervisory practices. The IC can modernize the supervisory data collection 

systems and risk analysis tools by implementing IT solutions that build on the agents’ compliance 

reporting database to automate the monitoring of intermediaries’ compliance with the main 

licensing requirements. A set of ratios and data inputs from insurance companies’ financial reports 

would allow efficient and effective preliminary risk assessments, while data subsets can be made 

available to market participants to enable better market assessment and discipline. 

56.      The IC’s organizational structure and planning practices can be enhanced to support 

more comprehensive oversight and effective supervisory coordination. Lack of coordination 

between IC departments can result in multiple information requests and risks not being clearly 

identified. Notably, there is no part of the supervisory reporting and review process that brings 

together the overall view on an insurer and ensures the appropriate allocation of supervisory 

resources to mitigate the highest priority risks. The IC should consider, in the context of a more 

risk-based supervisory approach, the benefits of alternative organizational structures. For 

example, an individual could be assigned to take on the role of relationship manager for each 

insurer or group of related insurers, thus serving as the “one-window” contact for all related 

interactions. Regarding supervisory review and reporting, IC should develop an integrated 

supervisory plan that encompasses workflows for offsite monitoring and on-site inspections for 

both insurance and reinsurance.16 This will help to enhance the effectiveness and efficiency of 

IC’s supervisory cycle. 

57.      There is also scope for IC to increase cooperation with domestic and international 

supervisors. Domestically, this includes cooperation with BSP on consolidated supervision of 

groups (with several insurance groups operating in the market), and between the IC and the SEC 

in relation to asset management issues. Internationally, the IC can work with foreign regulators 

with respect to licensing and groupwide supervision. 

58.      Reforms should be appropriately sequenced and resourced under a multi-year plan. 

This transition plan should be subject to regular and appropriate consultation with the industry. 

The focus should be on increasing the efficiency of supervision and industry trust, without 

inordinately increasing administrative burden and cost. A comprehensive review of the current 

regulations, supervision processes and data reporting requirements will benefit supervision and 

can reduce the regulatory burden on the industry. Importantly, the IC should carefully assess the 

 
16 A supervisory plan is a tool to determine the frequency, scope and depth of supervisory review. It could be generic 

(e.g., addressing categories or groups of insurers) or specific (addressing individual insurers). 
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adequacy of its resources. Moving to a risk-based approach may release resources in the medium-

term but will also impose significant new demands regarding the required skills and expertise, IT 

infrastructure, and organizational structure.  

Climate Change, Environment Risks, and Supervision 

59.      The BSP should continue building capacity to better understand and manage climate 

and environmental risks. Recently, the BSP took steps that will support the integration of these 

risks in supervision, including through the issuance of a “Sustainable Finance Framework (SFF)” 

circular for banks on environmental risk management, governance and disclosure and membership 

of the Network for Greening the Financial System (NGFS).17 The high-level SFF framework 

should be followed-up by more granular regulations and guidance on climate and environmental 

risk management, stress testing, and reporting and disclosure. Supervisory capacity should be built 

to monitor uptake in on-site and of-site supervision, including integration of climate scores in 

supervisory scoring models.  

60.      The IC should start exploring and raising awareness on the impact of climate risks 

on the insurance sector, and integrate these risks in its supervisory approach. The IC has yet 

to integrate climate and environmental risks in its supervision and sector guidance, despite these 

risks being material for the insurance sector. The IC should start with collecting information and 

data that would support such assessments. Prioritizing the topic of climate risks in its supervisory 

strategy and setting up a working group to guide implementation should be considered as well. 

Over time, the IC should develop risk-based regulation and supervisory methodologies that 

address insurers’ catastrophe risk accumulation and transfer practice.  

61.      The SEC can expand its efforts to promote transparency on climate and 

environmental risks. Recently, the SEC has taken critical steps to ensure transparency on ESG-

related risks and opportunities through the issuance of Sustainability Reporting Guidelines for 

Publicly-Listed Companies (PLCs). The guidelines present a comprehensive reporting framework 

aligned with commonly used disclosure frameworks – including the FSB TCFD recommendations 

on climate-related disclosures - and require all PLCs to submit Sustainability Reports annually 

starting 2020, as an integral part of their Annual Reports. To ensure uptake, SEC could consider 

making these disclosures mandatory, and should build capacity to supervise and monitor uptake 

of the disclosure guidelines. 18 To further promote practices, it should also introduce disclosure 

guidance on sustainability issues for investors. 

62.      Risks from climate change should be considered when formulating broader financial 

sector policies. For instance, climate change is expected to reduce the productivity of the 

 
17 Beyond its supervisory framework, BSP has regulations in place to provide relief and promote recovery after a 

disaster. This includes a disaster relief policy for the banking sector which was introduced after Yolanda. On its central 

bank side, BSP is integrating green finance and ESG principles in its investments in the international reserves, started 

by investing in the Bank for International Settlements’ USD Green Bond Investment Pool (BISIP G1) in October 2019. 
18 To promote uptake, the SEC has been conducting a series of Sustainability Reporting workshops and seminars 

following the release of the Guidelines on 15 February 2019. In addition, the SEC is currently in collaboration with 

relevant organizations for the review and analysis of the disclosures in the Sustainability Reports. 
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agricultural sector. However, the directed lending requirement to the sector under Agri-Agra law 

will force banks to increase their exposures, undermining financial stability.  

Financial Safety Net, Bank Resolution, and Crisis Management 

63.      The PDIC should be designated as and given comprehensive powers to act as 

resolution authority. The legislation in the Philippines does not explicitly single out the 

resolution authority. While banking institutions are subject to a blend of BSP and PDIC resolution 

powers, PDIC appears to serve as the de-facto principal resolution authority. Building on the 

existing framework, the logical next step would be to amend laws to formally designate the PDIC 

as the resolution authority.  

64.      Notwithstanding some progress in strengthening the resolution framework, the 

resolution toolkit should be further broadened. Bank resolution options are mainly limited to 

liquidation. In particular, the current P&A tool does not allow to leave uninsured creditors and 

bad assets behind. The law should provide for bridge banks and possibly for statutory bail-in tools 

along with increasing loss absorbing capacity requirements and strengthen the P&A tool to 

address potential D-SIB failures. The revised resolution framework should contain safeguards for 

bank stakeholders. In addition, the early intervention and remedial action framework could be 

further streamlined and include a clearer escalation process to avoid that severely deficient banks 

continue operating for long, as currently observed occasionally. The recent steps taken to clarify 

the preconditions for bank closures are welcome, but they could still leave weak banks operating 

for too long. Also, the PDIC should discontinue bailing out the shareholders of a weak bank by 

providing open bank assistance. Finally, the authorities should consider establishing a dedicated 

backstop for the Deposit Insurance Fund from the government/Treasury to ensure prompt access 

to the funds. 

65.      The authorities should immediately start working on resolvability assessments and 

resolution plans for individual banks, starting with D-SIBs. The assessments of resolvability 

should be incorporated into the supervisory and resolution framework, especially for D-SIBs. To 

complement the bank resolution framework, the authorities’ capacity and coordination need 

further attention. The authorities should consider establishing a platform that would bring together 

some of the competencies of the FSF and FSCC (for example, a joint committee) as both platforms 

have responsibilities for addressing the failure of D-SIB.  

66.      The legal framework for ELA should specify the conditions under which it can be 

provided more. Best practices suggest that a central bank should provide ELA only if a bank 

satisfies preconditions, such as exhausting all market-based and shareholder-sourced liquidity 

support and having adequate capital and sufficient collateral. The BSP should not provide 

uncollateralized loans. Nonetheless, for ELA to be effective, the BSP should consider taking a 

broader range of collateral. The BSP needs to establish internal guidance on determining bank's 

capital position and general viability for ELA purposes. 
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Financial Integrity 

67.      The FATF may include the Philippines in the list of jurisdictions with serious 

AML/CFT deficiencies in 2021. The 2019 APG assessment gave low/moderate grades to the 

AML/CFT regime’s overall effectiveness, including supervision, preventive measures, and entity 

transparency. Absent sufficient progress by June 2021, the country could again be included in the 

FATF list and potentially face adverse effects on trade and remittances.  

68.      The authorities have started to take some actions. For example, the AMLC issued 

regulations expanding the definition of suspicious transaction reports and revised the reporting 

timelines. The BSP conducted thematic reviews and is enhancing its risk-based supervisory tools. 

Other AML/CFT supervisors (SEC, IC, and Philippine Amusement and Gaming Corporation, 

PAGCOR)19 are in various stages of assessing their sector’s ML/TF risks and strengthening their 

supervisory approaches. While SEC-registered companies are now required to disclose their 

beneficial owners, the framework to access the information by competent authorities and reporting 

entities is being finalized. 

69.      Yet, additional reforms will be needed to enhance the AML/CFT regime’s 

effectiveness more fully. Legislative amendments should be promptly approved to (i) give BSP, 

SEC, and IC direct and full access to individual depositor information covered by bank secrecy 

laws (Appendix V); (ii) designate tax crimes as predicate ML offenses; and (iii) establish a 

comprehensive legal framework for targeted financial sanctions against proliferation financing.20 

AML/CFT supervisors should continue to build their supervisory capacities and ensure high-risk 

reporting entities understand key risks and fulfill their obligations. The AMLC should work with 

AML/CFT supervisors to establish more efficient rules to apply administrative sanctions. 

Ensuring accuracy of and timely access to beneficial ownership information should be prioritized. 

PAGCOR should effectively apply risk mitigation and risk-based supervision measures (i.e., 

targeting casino junket operators). The authorities should resolve PAGCOR’s conflict of interest 

from its responsibilities for operating casinos and AML/CFT supervision.  

Financial Market Infrastructure 

70.      The Philippine Payments and Settlements System (PhilPaSS) is the real time gross 

settlement (RTGS) system owned and operated by the BSP. It was implemented in 2002 and 

is operated by the Payments and Settlements Office under the oversight of the Payment System 

Oversight Department (PSOD) of BSP. The National Registry of Scripless Securities (nRoSS), a 

central securities depository and securities settlement system for government securities, is owned 

and operated by the Bureau of Treasury (BTr), under the supervision of DoF. The Securities 

Clearing Corporation of the Philippines, the central counter party operating in the equity market, 

is a wholly-owned subsidiary of the PSE and is under the regulatory supervision of the SEC. The 

Philippine Depository & Trust Corp. operates as a depository and electronic book-entry transfer 

 
19 PAGCOR is the licensing authority and AML/CFT supervisor for gaming entities.   

20 Republic Act No. 11521 amending certain provisions of the AMLA was approved in January 2021.  
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system (for all kinds of securities or financial instruments), under the rules and regulations of the 

SEC. The Philippine Domestic Dollar Transfer System - operated by the Philippine Securities 

Settlement Corp., supports real-time gross electronic transfers of US dollars domestically and the 

settlement of domestic interbank US Dollar-PHP trades on a payment-versus-payment (PVP) 

basis. 

71.      The rules and regulations for implementation of the recent National Payment 

Systems Act (NPSA) have to be notified by the BSP on an immediate basis.21 The NPSA came 

into effect in February 2019, but the absence of promulgation of the rules and regulations for its 

effective implementation/administration has led to ambiguity and uncertainty in the legal 

framework. The BSP should obtain the approval of the Monetary Board (MB) for the operations 

of PhilPaSS, and the PhilPaSS existing rules and regulations must be reviewed, revised and 

reissued under NPSA. To ensure that the current governance framework adequately represents the 

interests of the relevant stakeholders, the BSP may take suitable measures such as considering 

stakeholder representation in the Board Risk Oversight Committee or the Digital Payments 

Transformation Steering Committee for direct participants or, alternately, constitute user 

committees and undertake a public consultation process. The MB should also establish a clear, 

documented risk-management framework that includes the PhilPaSS’s risk policy, assigns 

responsibilities and accountability for risk decisions, and addresses decision making in crises and 

emergencies. The BSP’s Payment System Oversight Framework, released in June 2020 includes 

cooperative oversight. However, BSP is yet to develop the operational guidelines. The other 

authorities, DoF and SEC, should also publicly disclose their policies with respect to the 

regulation, supervision and oversight of the FMIs under their respective jurisdiction, including 

adopting and implementing effective cooperation arrangements in promoting the safety and 

efficiency of FMIs.22 

72.      BSP should take actions towards better risk management, access and efficiency:  

• PhilPaSS should provide clear and certain final settlement of payment obligations on the 

value date and PhilPaSS rules should prevent the backdating of transactions. The BSP has a 

practice of deferring final settlement to the next day, which can create both liquidity and credit 

risk.23 In line with the CPMI-IOSCO Principles for Financial Market Infrastructures, BSP 

should adopt the finality of settlement for all transactions in PhilPaSS on a real-time basis but 

no later than at the end of the value date. 

 
21 BSP is adopting a phased approach. BSP has issued: (i) BSP Circular No. 1049 dated 09 September 2019 on Rules 

and Regulations on the Registration of Operators of Payment Systems, (ii) Memorandum No. M-2019-023 dated 25 

September 2019 on Guidelines on the Registration and Notification Requirements of Operators of Payment Systems, 

(iii) BSP Circular No. 1089 dated 07 July 2020 on Payment System Oversight Framework (PSOF) and (iv) Circular Letter 

No. CL-2020-036 dated 03 August 2020 on Accreditation of PPMI as a PSMB under the NPSA. 
22 There is a MoA between the BTr (as operator of nRoSS) and BSP for the ILF and for Treasury operations of BSP. 

However, there are no formal arrangement of cooperation between the DoF (the authority under which BTr functions) 

and BSP and between BSP and SEC (under which PDS operates) for the FMIs they regulate and oversee. 
23  The settlement of the return clearing file from Check Image Clearing System (CICS) and some of BSP’s own 

transactions are settled on the next business date, but value-dated to the previous day. 
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• PhilPaSS rules should clearly define the point after which unsettled payments, transfer 

instructions, or other obligations may not be revoked by a participant so that participants are 

not exposed to liquidity risks. The PhilPaSS rules and regulations should cover the action that 

PhilPaSS can take when a participant defaults to repay the intraday liquidity facility (ILF) by 

the end of the operating day. PhilPaSS should monitor ILF repayment and participants who 

frequently fail to repay should be levied a penal rate of interest when converted to overnight 

repo. 

• BSP should have prompt access to its assets and the assets provided by the participants for 

ILF/overdraft credit line (OCL) even in extreme but plausible market conditions. The 

Memorandum of Agreement (MoA) entered by BSP with the BTr should be reviewed to 

ensure that the BSP rights are secured under all circumstances. PhilPaSS should ensure that 

collateral management being provided by nRoSS protects the interests of participants and BSP 

from custody risk. The BSP should consider the intraday ILF (provided against government 

securities) for the settlement of all PhilPaSS transactions, eliminating the OCL (which is also 

provided against other assets, introducing potential delays in accessing the collateral). BSP 

should frame a comprehensive collateral framework policy covering both ILF and OCL 

facilities. PhilPaSS/BSP should use a well-designed and operationally flexible collateral 

management system, and BSP should engage with BTr to develop an action plan for its 

introduction and operationalization. 

• The USD-PHP system should have a robust framework to manage risk from its participants, 

settlement bank and liquidity provider. Measures should be taken to mitigate principal risk in 

the existing USD-PHP PvP settlement arrangement by ensuring that the final settlement of 

one currency (PHP) occurs if and only if the final settlement of the linked currency obligation 

(USD) also occurs.24 BSP should, as soon as it is practicable, inform the Federal Reserve Bank 

on the USD-PHP settlement arrangement in Philippines to promote its safe and efficient 

operation. 

• PhilPaSS should establish a robust operational risk-management framework, a holistic 

business continuity plan and exercise, and a secondary site with a distinct risk profile. The 

current framework does not consider the interdependencies and the consequent operational 

risk on PhilPaSS posed by: (i) participants, (ii) other FMIs, and (iii) the retail payments 

operator, etc. It is necessary to have a holistic business continuity plan and conduct exercises 

covering the central system, participants, other FMIs and the retail payments operators to 

account for interdependency and consequent operational risk. The BSP should consider 

subjecting key elements of PhilPaSS’s operational risk-management framework and PKI 

infrastructure to periodical external audits. The secondary site should be set up at a 

geographical distance from the primary site with a distinct risk profile. PhilPaSS operations 

should be resumed within two hours and with near zero data loss. 

 
24 The peso leg is settled in PhilPaSS while the USD leg is settled in the books of Citibank. 
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• BSP should review and revise its participant access criteria based on appropriate risk 

consideration to permit fair and open access to PhilPaSS’s services by both direct and indirect 

participants. PhilPaSS should establish mechanisms for the regular review of its costs and 

pricing structure. It should complete regularly and disclose publicly responses to the CPSS-

IOSCO Disclosure framework for FMIs. 

BROADENING AND DEEPENING MARKETS AND SERVICES 

Financial Markets 

Capital Markets 

73.      There has been significant progress in the efforts to develop the money and 

government securities markets, setting pricing benchmarks for corporate securities. 

Significant progress has been achieved since 2016 in developing the short-end of the yield curve 

through increased issuance, initiating a predictable and transparent issuance policy, enhancing the 

primary dealer network, and adopting a new valuation methodology and trading platform for 

benchmark bonds. Emphasis has also been placed on stimulating the secondary markets by 

developing the repo markets for government securities. The initiatives undertaken represent a 

prudent and well-structured approach towards developing capital markets and should be 

continued. The authorities should prioritize: (i) resolving documentation issues related to the 

global master repurchase agreement, whereby foreign banks would prefer English law; (ii) 

broadening the repo market to include non-bank financial institutions that are not government 

securities eligible dealers, as they are already significant holders and secondary market traders; 

(iii) introducing anonymous trading in relation to the repo market, as the current system impacts 

the price and acts as a potential deterrent for market entrants; and (iv) regularize buybacks and 

exchanges of existing government securities. 

74.      The corporate debt and equities markets face significant structural constraints, but 

there are several initiatives that could grow issuance and investment. Capital markets 

development is restricted by the conglomerate structure of the economy whereby banks provide 

ample and competitively priced liquidity to related large groups; family-owned groups and 

companies dominate, resulting in limited interest for equity financing that would dilute interests; 

the economy is oriented to the service sector that is less capital intensive; the dominant banking 

sector has high liquidity, crowding out other forms of financial intermediation; and, there is a lack 

of financial literacy and awareness that impedes greater retail participation. Nevertheless, the 

following key initiatives could improve the enabling environment for and functioning of the 

capital markets, attracting issuers and investors: 

• Improve investor confidence. This can be achieved by strengthening the quality of supervision 

and enforcement for market intermediaries and market operators, as outlined in the capital 

markets regulation and supervision section. 
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• Expand and deepen the investor base. The Philippines lags regional peers in terms of the assets 

managed by the mutual and pension funds and the total assets of insurance companies in 

proportion to GDP. Creating a level playing field by eliminating regulatory and tax arbitrage 

among CIS by passing the CIS Law would be a significant step. Equally important, the pension 

funds sector can be developed as an institutional investor. The state-owned pension funds 

currently operate on a defined benefit basis and remain unfunded. The focus should be on the 

development of private pension funds under appropriate regulation. These would be offered 

by private-sector corporations, structured on a defined contribution basis and portable plans. 

On the equity markets side, expanding the retail investor base could be achieved by online 

verification of potential clients of brokers subject to meeting AML requirements (currently 

online account opening is possible if an application is made to the SEC for an exemption from 

face-to-face contact); allowing existing bank customers to open brokerage accounts with 

minimal additional documentation; and, encouraging brokers to open more offices outside 

metro Manila. Some progress was made in August 2020 when the SEC passed rules for the 

onboarding of low-risk accounts that includes all deposits for under P50,000. Finally, 

technical and procedural barriers for foreign investors, particularly in the debt markets, could 

be streamlined and reduced. Notably, a one-time investor registration with the Bureau of 

Internal Revenue and the Philippine Depository and Trust Corporation (PDTC) could make 

the process of seeking tax relief for tax-exempt investors easier and may encourage more 

foreign participation. An easier investor registration process could also stimulate secondary 

market trading. 

• Rationalize the tax regime. The current regime is distorting capital markets pricing, deterring 

issuance and compares unfavorably with regional peers. An impact study should be 

commissioned to ascertain the effect of such taxes and of their removal/minimization on 

revenues versus capital market development and real sector financing.25 The introduction of 

any new taxes should be resisted. 

• Streamline regulatory requirements and processes. The instrument registration application for 

corporate debt is currently used to perform issuer surveillance and results in excessive 

documentation requirements. Instead, the principle should be to ‘register the instrument and 

not the issuer’. Bond issuance regulation should also be reviewed as all current regulation is 

reverse engineered from equity rules. Medium-term note programs should be employed for 

bond issuance, and consideration could be given to introducing other fast-track public offer 

initiatives. The practice of debt issuances approvals with greenshoe options should be 

discontinued as this is a market stabilization technique used for equity issues. Instead, 

permission to increase the issue size by a defined amount and within a specified period could 

be made part of the initial approval process (i.e., tapping of existing issues). The SEC has now 

introduced shelf registrations for up to ten years to partially address this issue. Regarding 

 
25 Currently, the analysis on the effects of taxation follows a simple averaging approach that selects high and low 

volume points in the issuance and trading of instruments to estimate potential revenue from a removal or change in 

applicable taxes. This fails to account for the complexity of capital markets and the many variables that may affect 

volumes in both primary and secondary markets. 
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equities, SEC should rationalize approval processes and consider amendments in the listing 

requirements related to the minimum profitability stipulations in tenor and absolute values. 

Greater automation can also reduce the level of physical documentation both in terms of 

registration and fulfilling ongoing requirements. 

• Increase the diversity of issuers and products. Local governments that are better managed 

could be enabled to access the market. Current funding by state-owned banks could be used 

for letters of credit to enhance their credit. Loans provided by local governments could also 

be collateralized to create asset backed ‘covered bonds’. More broadly, a market making 

system for corporate bonds could attract investors, with the banks acting as underwriters or as 

joint lead managers designated as market makers.26 Finally, equity markets would benefit 

from new products and instruments such as ETFs, REITs, forwards and futures, new indices 

and short-selling. Past attempts have foundered and new efforts should focus on rationalizing 

the current tax environment and alleviating cumbersome regulation. 

• Improve market infrastructure. Efforts should focus on improving trading and post-trading 

infrastructure by enhancing PDTC’s systems that are outdated and inefficient, while 

addressing governance concerns regarding market operators.27 Notably, this can facilitate the 

introduction of new products. Based on the SEC there is, currently, a greater realization on 

PDTC’s behalf regarding the need to improve systems and phase out paper-based processes. 

• Educate issuers and investors. Market education initiatives in bank-centric markets must make 

a clear distinction between bank loans and bonds, the latter offering advantages to issuers in 

terms of size, tenor and non-collateralization. Financial literacy programs should also target 

retail investors in partnership with key market stakeholders and focused on specific 

demographic segments. 

75.      A capital markets champion needs to be identified to achieve meaningful change. The 

champion will be required to traverse multiple government departments, regulatory bodies, and 

vested interests. This champion should be cognizant of the relevance of capital markets and drive 

legislative, regulatory and tax reforms. The SEC believes that the Secretary of Finance is currently 

effectively performing this role. 

Insurance Sector 

76.      Insurance penetration remains low by international standards, but the industry 

expects significant long-term growth. Total industry premiums were 1.65 percent of GDP and 

total assets amounted to US$31.5 billion. Insurance penetration was over 1.3 percent from 2013-

 
26 In order to stabilize the issue post-issuance and to fulfill their market-making responsibilities, a relaxation in SBLs 

could be provided for a defined period from the date of issuance. 
27 The proposed acquisition of PDEX by Landbank appears to be an attempt to improve market infrastructure. While a 

legitimate cause, it has the potential for market disruption that could compromise the SRO’s integrity. It will also require 

a relaxation of the SEC’s single party ownership rules, sending the wrong market message. The guiding principles of 

any intervention should be clarity in the intended objectives, along with complete transparency and regulatory 

compliance. 
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2017 and insurance density ranged between US$40-50. The country compares poorly with 

Thailand, India, and Malaysia, but is slightly better than Indonesia.28 Life business accounts for 

about 70 percent of total annual premiums. The non-life insurance penetration rate is particularly 

low, dominated by property and motor insurance. There are many insurers for the size of market. 

Intense competition (especially prevalent in liability lines and amongst smaller insurers) is based 

on price rather than quality of service and is resulting in the erosion of underwriting discipline. 

77.      A strong mutual/cooperative tradition and informal risk pooling alongside 

microfinance growth have been driving the development of microinsurance. Philippines is 

among a few countries where microinsurance is explicitly provided for in the insurance regulatory 

regime.29 Microinsurance does not usually give rise to large increases in market premium volume 

but involves large numbers of people in the insurance buying process, thus significantly increasing 

insurance awareness. The microinsurance penetration rate is 37 percent of the population (among 

the highest in the world) and 40 million Filipinos have already been covered. 

78.      Key development constraints include the lack of trust in the industry, awareness and 

understanding of the role of insurance. Without strong regulation, supervision and market 

practices that can ensure the adequate pricing of risk and the sustainable development of the 

sector, there is concern over the ability of insurance companies to pay claims in full (for example 

in the aftermath of a highly unusual catastrophic event). In that regard, strengthening the IC is a 

key market development issue. Notably, the IC should address concerns emanating from insurers’ 

catastrophe risk accumulation and transfer practices. In addition, the industry points to an overall 

lack of awareness of insurance products, coverages and services with limited resources and 

initiatives to counter this. 

79.      Distribution channels are mostly through agents and brokers and IC must focus on 

market conduct to safeguard public trust. The insurance distribution system is composed of 

insurance agents, brokers, direct sales and emerging digital channels.30 The dominant distribution 

channels for non-life insurance are agents and brokers – the former effective in small communities 

outside Manila and the latter securing about 50 percent of non-motor business (mostly industrial 

and commercial property risks). Life insurance is heavily oriented toward the agency system, 

which is not unlike the rest of the region but, less characteristically, the Philippine industry has 

also been successful in distributing through other financial institutions. Bancassurance continues 

 
28 Pre-need companies are largely offering education funding plans and other endowment type schemes. Whilst pre-

need business is not strictly insurance, it shares some common traits and is supervised by the IC. Health Maintenance 

Organizations (HMOs) are not officially counted as insurance for statistical purposes but are widely seen as such by the 

general population its supervised by IC. HMO regulation continues to be in its early stages. Further legislation is to be 

expected that refines the existing rules and defines how the HMO market will coexist with social security. These 

companies and its products are unique in the Philippines and there is a challenge whether they should be deemed as 

insurance products or not. 
29  India is another notable example. However, whereas India created concessions for microinsurance on the 

intermediation side, Philippines created a special prudential tier (with significantly lower minimum capital 

requirements) for the underwriting of microinsurance policies and linked this to the allowance for mutual benefit 

associations in the Insurance Code. 
30  E-commerce is not an important distribution channel, although online travel insurance is growing (from a 

comparatively small premium volume). 
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to be a growth area - it represents around 60 percent of single premium sales in life insurance and 

slightly over 40 percent of all other new business, but the trend is far less significant in non-life 

business. The number of intermediaries and the limited IC supervisory resources create the 

potential for market misconduct that can handicap industry development. The IC drafted and 

shared a Circular with market players on the revised examination of brokers, but still needs to 

deploy appropriate supervisory technology alongside risk-based supervision. 

80.      The insurance industry must be able to adjust compulsory motor third-party liability 

(MTPL) premiums to changing market conditions. Fixed premiums for compulsory MTPL 

insurance continue to affect market performance and development, although there have been 

efforts to restructure the premium and address the liability of insurers in the case of claims. In a 

market under the current reserving standards, insufficient market data, and poor claims 

experience, the possibility exists that IC will set premiums below profitable levels with negative 

consequences for the solvency of companies. This, by extension, exposes IC to legal and 

reputation risks. The IC needs to establish an MTPL database and require insurers to contribute 

in the orderly collection of market data. Furthermore, IC should consider the liberalization of the 

MTPL tariffs under close supervision on the technical and market conduct aspects to encourage 

competition on service while maintaining a technical actuarial price.  

81.      Product development can be encouraged by the implementation of regulatory 

sandboxes. The role of the supervisor in developing the market should focus not so much in 

creating or approving products but rather in introducing enabling regulation for insurers to 

develop new products. The IC issued a Circular in June 2020 to adopt a regulatory sandbox 

framework for insurance technology innovation. A sandbox regulation (that allows insurers and 

FinTech players to interact with consumers in a “safe production environment” without 

compliance to all regulatory aspects yet under appropriate consumer safeguards) would help the 

introduction of innovative products for the benefit of consumers and the development of the 

market. 

Green Inclusive Growth Markets 

82.      A comprehensive green finance strategy can align financial sector policies and 

incentives with climate and environmental objectives. While public spending is further 

constraint due to the pandemic, there is a significant need and opportunity to deepen financial 

markets for green inclusive growth. Currently, however, there is no outlined vision, nor concrete 

targets on the role that the private financial sector should play in financing the investment gap for 

greening the economy and reaching climate targets. Following international examples, a strategy 

or roadmap can help prioritize action and catalyze coordination between relevant stakeholders 

(including financial and environmental policymakers at the national and regional level, regulators, 

and sector participants). It could also provide guidance on how to mobilize the financial sector for 

a green recovery from the COVID-19 crisis. A recently formed high-level task force on 

sustainable finance is well positioned to further develop such a strategy.   
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83.      The DoF and BSP can introduce a green taxonomy to support the measuring and 

labeling of green and sustainable financial products. It is currently difficult for financial sector 

stakeholders to identify green projects and assets. A taxonomy is a classification of green and 

sustainable (and unsustainable) economic activities. It could form the backbone for labeling green 

finance products, set prudential regulations or build benchmarks.  

84.      The BSP can set up a national platform on green finance to increase knowledge 

among banks and other financial institutions in originating and managing green 

investments. The capacity at banks to originate and manage green loans is limited. Following 

global good practices, BSP could expand its capacity building activities via a national platform 

on green finance. The platform should encourage commitments from senior management and set 

up technical working groups to address green finance barriers and identify opportunities.  

85.      Introducing innovative capital market instruments can stimulate long term 

investments in green and sustainable projects. The availability of green capital market 

instruments is low, limiting the long-term finance for green projects and the country’s ability to 

attract investors seeking green opportunities and impact. Sovereign green bonds could help raise 

awareness on the country’s pipeline of green infrastructure investments and diversify the investor 

base. Introducing innovative blended finance instruments, like strategic investment funds, could 

help leverage limited public spending for green objectives with private capital. 

86.      Establishment of the Philippines Catastrophe Insurance Facility (PCIF) will help to 

develop domestic market capacity to underwrite catastrophe risk. Private catastrophe risk 

insurance penetration is low and likely to be further obstructed by increasing climate change 

impact, leading to premium rises that obstruct market growth or underpricing of risk, and 

difficulties for insurers to transfer risks to international reinsurance markets. To encourage 

insurance companies to actively market and underwrite catastrophe risk for property owners, the 

IC has signed an MoA with the Philippines Insurance and Reinsurance Association (PIRA) and 

the National Reinsurance Corporation (NatRe) to establish the PCIF to pool a mandatory cession 

of catastrophe risk from all market participants. This initiative should be accompanied by 

regulatory reform, including the revision of the minimum tariff rates on catastrophe insurance to 

support sustainable premium rates. 

87.      The authorities can also improve the business case for green projects by formalizing 

long-term pathways towards carbon neutrality and climate resilience, and by pricing 

externalities. Uncertainty regarding long term government climate plans and unpriced 

externalities from CO2-emissions are significant barriers to expanding green investment. To 

provide investors with security, the government should introduce clear pathways and goals, 

including investment targets for different sectors and regions alongside the update of its 

Nationally Determined Contribution to the Paris Agreement. Fiscal measures, such as a carbon 

tax, can help to shift capital from brown to green projects by changing the risk-return profiles. 
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Financial Infrastructure 

Retail Payments 

88.      The Fintech ecosystem is nascent. Digital payments are used much less than in Asian 

EM peers. Some of the constraints include expensive bank charges and investment barriers to 

establishing IT and communication infrastructure to effectively cover over 7,000 islands. Most 

banks have not launched mobile banking products, and online banking channels are often of 

restricted functionality. The uptime and reliability for many access points remain unknown. 

89.      Most payments are in cash and cheques, but there is significant potential to digitize 

the payments market and increase financial inclusion. Thanks to an extensive network of rural 

and thrift banks, the Philippines has managed to create a robust skeleton of access points around 

the country. However, a third of municipalities are still considered “unbanked”, which makes the 

role of non-bank payment service providers more critical. Merchant acceptance of digital 

payments is growing, although—when measured by the number of EFTPOS terminals per 

person—there still is a gap between the Philippines and Singapore, Malaysia or Thailand. The 

share of cheques in the overall cashless payment volumes and values is higher than in most other 

ASEAN countries. According to the 2017 Global Findex, only 25 percent of the adult population 

made or received at least one digital payment in the preceding year. However, the situation is 

improving: according to the BSP data, the share of digital payments in the total payments volume 

grew from one percent in 2013 to ten percent in 2018; preliminary data from 2020 show that 

cheque transactions are getting replaced by credit transfer. There is a rapid growth in mobile phone 

ownership, e-money agents and wallets, and e-commerce platforms.31  Financial literacy and 

consumer protection issues are being addressed by the Financial Consumer Protection Framework 

and an alternative dispute resolution scheme. The international remittances market has become 

more competitive, with the prices of digital remittances falling below those paid out in cash. Many 

government payment streams have also been digitized, although the government payments 

landscape remains complex and multilayered.32  

90.      The authorities are committed to modernizing retail payments but coordination 

across government agencies happens on the ad-hoc basis. There is no overarching strategy for 

the development of retail payments that has been endorsed by all significant public and private 

sector stakeholders. The authorities have so far been choosing to convene ad-hoc bodies with 

singular mandates (e.g., the introduction of the ISO 20022 standard). Retail payments are within 

the remit of banking associations, the Financial Inclusion Steering Committee and the Financial 

 
31 The leading payment service providers have recently launched several innovations, ranging from fully remote KYC 

and onboarding to QR-code P2P payments and lightweight merchant acceptance systems. However, gaps remain with 

respect to products targeting financially excluded populations. Basic deposit accounts are offered only by a limited 

number of banks and not all of them offer access to advanced digital payment products. 
32 Civil servants, government contractors and pensioners receive their payments into bank accounts, while an increasing 

number of agencies can collect their fees, taxes or duties through online payment services. However, many entities 

enter into agreements with “Authorized Agent Banks” precluding other institutions and their customers from making 

or receiving digital payments. Furthermore, the leading social safety net program disburses nearly half of its payments 

to ATM cards; however, these lack the full-fledged functionality of a transaction account. 
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Sector Forum. New coordination efforts have been undertaken as a result of the COVID-19 

pandemic. However, the country lacks a body akin to a National Payments Council that could be 

a forum that gathers together payment system stakeholders belonging to different categories: 

financial sector regulators, banks, non-bank financial institutions, payment system operators, 

government agencies and representatives of consumers and businesses. It is recommended that 

the authorities consider establishing a cooperation body and adopt a formal strategy for retail 

payments market development.33 

91.      The legal and regulatory framework has recently seen substantial changes; the 

implementation is still ongoing. The adoption of the NPSA and the new Central Bank Act 

formalized BSP’s regulatory and oversight powers over payment system. So far, the Implementing 

Rules and Regulations (IRR) enacted pursuant to the NPSA include four circulars covering the 

registration of payment system operators and the overall payment systems oversight framework.34 

The issuance of the National Retail Payment System (NRPS) framework has changed the retail 

payment systems governance structure.35 Although NRPS has demonstrated BSP’s focus on retail 

payment systems and has provided a stimulus towards their modernization, some open questions 

remain. The division of responsibilities between Automated Clearinghouses (ACHs) and Clearing 

Switch Operators (CSOs)—while clearly defined in the regulations—may not be as clear-cut in 

practice, especially with respect to new and emerging payment technologies (tokenization, open 

banking, biometric-based payments). Furthermore, the process of contracting CSOs should be 

carefully managed to promote competition and minimize systemic risks. 

92.      The Payment Systems Oversight Framework, approved by the Monetary Board of 

the BSP in July 2020, will form the basis for establishing risk management standards. 

Operators of retail payment systems, who had so far been themselves responsible for determining 

the standards applicable to their systems, will have to comply with PFMIs and other 

“Internationally Accepted Standards and Practices”. According to the framework, payment 

systems can be designated as “systemically important” or “prominently important”. The BSP is 

still in the process of determining which systems are to be designated, and which standards and 

principles are to apply at each level. The BSP has also launched sup-tech initiatives such as the 

Advanced SupTech Engine for Risk-based Compliance and the Workflow Management Solution, 

assisting in, respectively, cybersecurity compliance assessment and data collection for off-site 

oversight. The BSP should finalize the initial payment system designation process; issue clear 

guidelines with respect to standards applicable to systemically important and prominently 

important payment systems; and, continue strengthening off-site oversight and utilizing 

suptech/regtech solutions. 

 
33 Either the BSP or the PPMI could act as its convener/secretariat. 
34 The e-money regulations lack clarity on the treatment of customers’ funds in the event of issuer’s bankruptcy. 
35 Some regulatory powers have been delegated to the Philippine Payments Management, Inc., as SRO. The framework 

assumes that for each retail payment system, rule-making and system design will be separated from the system 

operation; the former will be the responsibility of ACHs and the latter of CSOs. ACHs will sign service level agreements 

with CSOs. The framework requires that only one ACH is created for each payment stream. 
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93.      While the participation of financial institutions in the credit transfer systems 

(PESONet and InstaPay) has increased, it is not yet universal. Prices of interbank credit 

transfers are relatively high, although they have been falling (and were temporarily reduced to 

zero during the peak of the COVID-19 crisis). The market is concentrated - employees typically 

stick with the same bank that is used by their employers, which tends to be one of the largest 

institutions. Six out of 46 commercial banks do not participate in InstaPay or PESONet and some, 

at this stage, allow their customers only to receive but not yet to send payments (some banks also 

participate only in one but not in the other). There is also limited participation among thrift and 

rural banks, with gaps in the ICT and telco infrastructure of smaller banks being partially 

responsible; however, four rural banks have joined the system over the past year. Know-Your-

Customer (KYC) and onboarding processes will improve with the rollout of the new National ID 

system (PhilSys) that started in October 2020, while remote KYC is already operational for the 

clients of a few banks and e-money issuers.  

Credit Reporting 

94.      The credit reporting eco-system is complex, made up of several distinct types of 

stakeholders with defined roles, responsibilities and rights, as per the Credit Information 

System Act (CISA). The Credit Information Corporation (CIC) is the public centralized credit 

registry that provides accreditation to Special Accessing Entities (credit bureaus) and acts in 

several instances as both a service provider and a regulator. It collects information from all data 

providers (‘submitting entities’) and can sell basic reports to certified users who are mainly 

regulated credit providers (‘accessing entities’).36 There are three CIC-licensed private credit 

bureaus (‘special accessing entities’) that access CIC information and sell reports, scores and other 

value-added services to regulated ‘accessing entities’. The private bureaus can also sell products 

and services to other entities (‘non-accessing entities’), but only if written consent has been 

obtained from the borrowers. CIC has little authority over the activities of these private credit 

bureaus that do not depend on access to the credit information system, such as producing credit 

scores solely based on internal/other databases. 

95.      The CIC falls under the category of “Government Owned Controlled Corporations”, 

regulated by the SEC. CIC is 60 percent owned by government and 40 percent owned by five 

private industry associations. While CIC is regulated by the SEC, the main stakeholders of the 

credit information eco-system are regulated by other authorities making it difficult for proper 

oversight. Representatives of some of these authorities are in the CIC BOD, but there are no 

formal alliances or agreements to ensure the enforcement of CISA. CIC has indicated that such 

formal arrangements will be implemented in the short term. Even though the credit information 

industry still faces several technical difficulties and unresolved data quality issues, the CIC started 

operations in 2019 by selling online credit reports to ’accessing entities’ and to the general public 

(including a dispute resolution process). There are 66 CIC-registered ‘accessing entities’; 

3,414,256 credit reports accessed in 2019 and around 250,000 inquiries made. 

 
36 There are over 1800 CIC-registered ‘submitting entities’. Most use the services of at least one private credit bureau. 
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96.      The CIC shall continue its efforts to improve the “matching logic” of IDs to uniquely 

identify borrowers and mitigate the risk of over-indebtedness. The lack of a unique ID makes 

it difficult to link a single borrower with all the loans she may have with several credit providers. 

This is not uncommon in developing countries, and some have found solutions. “Matching logic” 

is the process that identifies the data points required to match the information reported by different 

data providers on the same individual or borrower.37 The CIC engaged an international credit 

information solutions provider to develop and automate the “matching logic” process and provide 

expert technical support to operationalize the system. It is important that the CIC performs a 

formal validation of the logic algorithm through an external technical audit or a similar activity to 

demonstrate the integrity of the data. It is advisable that CIC continuously reviews global best 

practices directly or through other third-party experts, documents the same, and implements 

solutions to resolve any existing or emerging technology related issue in the shortest time possible 

to build trust among the industry players.  

97.      The CIC Board of Directors (BOD) should source adequate funding to support a 

highly technical and capital-intensive credit registry operation. The government recently 

appointed representatives of BSP, IC and SEC to the CIC BOD, filling seven vacancies that had 

remained open for a long time.38 CIC should, at a minimum, be able to match the technology 

standards of its most sophisticated client. To maintain the standards of security, protect data, 

replace obsolete equipment, cover maintenance expenses, provide network and connectivity 

services, update hardware and applications licenses and train staff, it is important to work on a 

detailed budget and action plan to implement in accordance to the service providers’ agreements 

and payments scheduling. CIC should work on its fee structures towards self-sustainability - 

meanwhile, a proper budget allocation should be secured from the government. 

98.      The CIC should develop an efficient process for offsite supervision, preferably 

automated, and establish alliances with other regulators to ensure compliance by all 

stakeholders. CIC must oversee several thousands of ‘submitting entities’ to ensure that they 

report complete and accurate information on a timely manner. Manual processing (or traditional 

tools) will be costly and inefficient. Since the CIC-collected information is digitized, CIC should 

consider automating the oversight process through suptech. 39  The CIC and BSP (and other 

authorities such as the IC and the Cooperative Development Authority -CDA-) should enter into 

agreements/MoAs to jointly develop the automated oversight processes. As these regulators 

enforce the CISA and IRR among their regulated entities, consideration could be given in adding 

specific tasks to on-site and offsite processes. 

 
37 Matching logic in credit reporting is relevant for the integrity of the information and some regulators are setting up 

guidance for the matching algorithms to be used by credit information service providers. 
38 There are 15 CIC BOD members. Until recently, the only appointed were the CIC Chairman (who is also the Chairman 

of SEC), the president of CIC, five private industry associations’ representatives owning 40 percent of CIC, and one 

independent member appointed by the private sector members. The Office of the President designated in mid-2019 

the seven remaining members - four from BSP, two from IC, and one from SEC. 
39 For example, a way to validate the completeness of the ‘submitting entities’ reported information is to compare the 

outstanding CIC-submitted loan portfolio value by each bank against the bank reports provided to BSP. This will also 

help BSP to proactively monitor risk and establish early warning mechanisms. 
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99.      CIC should monitor the activities of the private credit bureaus (PCBs) and the non-

CISA-covered services’ compliance with good practices. There are three PCBs40 (Transunion, 

CIBI, CRIF) that collect information and sell credit reports/scoring services to credit providers 

following their own rules. There are four industry associations that provide credit information 

services to their members and some sell reports to credit providers outside their membership. 

However, there are neither clear guidelines nor enforcement responsibilities by CIC to monitor 

these services outside the Act’s scope. This results to information fragmentation, increasing the 

risk of over-indebtedness or increasing the cost of lending. To ensure the uniform application of 

good practices, CIC should establish specific PCB licensing requirement criteria covering: 

ownership, technical infrastructure, management capacity, financial strength, formal policies and 

procedures, and dispute resolution. CIC should also require PCBs to share statistics periodically 

on their databases’ quality, the services offered and their general operations. 

100.      The CIC BOD should create a dedicated unit to perform the oversight 

function and ensure it is independent from CIC’s service provider function. While CIC’s 

service provider functions should be customer centric, its regulatory function should have enough 

powers and competence to enforce CISA compliance, including sanctions. It is important to 

clearly separate the two CIC functions. One way is to create a special BOD committee composed 

of board members representatives of regulatory bodies and for the CIC Regulatory unit to report 

directly to it. A “Regulatory/Legal/Data Quality and Privacy Penalty/Compliance” Committee 

was created in December 2019 - a good first step towards improving the CIC oversight function. 

101.      The CIC and SEC must liaise with NPC to clarify several clauses in the Data 

Privacy Act (DPA) that may negatively impact access to credit. Although neither CISA nor 

IRR clearly establish a specific retention period for positive information on credit reporting, the 

relevant clauses are interpreted as establishing a period of three years. However, after the DPA 

issuance and Office of the Government Corporate Council consultations, it was resolved that the 

retention period would be the same as in DPA - not a specific period, but conditioned to certain 

events and left to the interpretation of the Personal Information Controller. Without a “specific” 

time frame, implementation will be difficult, may generate inconsistencies, and increase the 

number of consumer claims. Additionally, DPA indicates in Section 19.a.1. that “consent given 

may be withdrawn”. This may have several consequences, but, at a minimum, will result in system 

distrust. There are also other DPA clauses that should be clarified, and it is recommended that 

representatives from other stakeholders also participate in clarifying sessions/workshops to gauge 

the impact in their industries. The CIC is excluded from complying with DPA, however the private 

bureaus must - there is therefore a potential negative impact on the credit information ecosystem 

to be addressed.  

 
40 Compuscan Philippines was the fourth private bureau operating from 2016 until mid-2020, when it was acquired by 

Experian.  
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Figure 1. Financial Sector Development: Philippines and Selected Economies 

 
Financial institutions’ depth is on the lower side among 

Asian and other emerging markets. 

 Bank credits are on the smaller side among emerging 

markets.  

  

 

 

NBFI sector is smaller than its peers  

 

Bond markets are underdeveloped both in Asian and other 

EM peers. 

 

 

 

Access to finance is much lower than EM peers, with only 

34 percent of adults have formal accounts.  
 

Household debt from banks is the smallest among EM 

peers, and households borrow primarily from friends and 

families.  
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Figure 2. Business Model of the Banking System 

Loans are largely given to the corporate sector.  
Real estate loans are mainly commercial, and their share in total 

assets are capped at a relatively low 20 percent by the BSP. 

 

 

 

The share of directed loans to the agricultural sector under 

“Agri-Agra” law is about seven percent of the total loans, 

even though banks are not fully compliant.1  

 
Banks have moderate levels of cross-border exposure and 

dollarization.  

 

 

 

The main revenue source is interest income across all three 

types of banks. 

 Expenditures are mostly interest and administrative expenses, 

and salaries (especially for RCBs).   

 

 

 

1/ The law, introduced in 2009, requires banks to invest 25 percent of the increase of funding since 2009 (about ten percent of UKB 

borrowing) to the broad agricultural sector (wider than the standard industry classification). At end-2019, UKBs provide about half of the 

required amounts and pay fines for shortfalls. The draft bill to expand the scope of qualifying investments is at the Senate.  
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Figure 3. Macro-Financial Indicators 

 
The Philippines is more severely hit by COVID-19 than its 

Asian peers, with a weak growth forecast similar to the 

Asian Financial Crisis shock.  

 But the economy went into COVID-19 crisis with generally 

stronger economic fundamentals with much lower 

sovereign debt and country risk premium… 

 

 

 

…and higher international reserve buffers.  

 

 As a result, the exchange rate has appreciated by the end 

of the 2020, and the deterioration of EMBI spreads and 

equity prices in March moderated notably… 

 

  

 

…and the BSP managed to cut policy rate under stable                                                                                                                                                                                                                         

broadly inflation, and T-bill rates declined, unlike AFC 

experience. 

 The credit gap remains positive so far despite declining 

credit outstanding because of the contraction of GDP.  

 

 

 
Sources: Haver Analytics, Moody's Analytics, Bloomberg, Datastream, national authorities, and IMF staff estimates. 
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Figure 4. Risks from Non-Financial Sectors 

 

The debt service capacity of NFCs is strong…  …supported by strong profitability. 

 

 

 

The slight declines of ICR in the past few years are mostly 

due to higher funding costs, as policy rates were 

tightened… 

 
…still, the share of debt-at-risk is relatively low in the 

region.  

 

 

 
 The cash buffer is also strong and provides additional 

resources to continue servicing debt upon earning shocks. 
 

Real estate price has sharply increased since 2010, though 

reasonably in line with income growth… 

 

 

 

IDN = Indonesia, MYS = Malaysia, PHL = Philippines, SGP = Singapore, THA = Thailand, and VNM = Vietnum. 
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Figure 5. Financial Soundness Indicators 

 
Bank capital ratios have been stable at about 15 percent 

in the past decade… 

 …at the lower side among EMs as others improved the 

capital ratio for the same period.  

  

 

 

 

NPL ratio has declined substantially since the Asian Crisis. 

Smaller banks tend to have higher NPL ratios.  

 
 

The level of NPL ratio is lower than many EM peers.  

 

 

 

 

ROA has been stable in the past several years, and RCBs 

tend to show higher profitability.  

 

 

The system-wide level of ROA is at about the median 

among EM peers.   

 

 

 

PBS = Philippines banking system.  
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Table 2. Philippines: Financial System Structure 

 

 

Sources: National authorities 

1/ Number of institutions is as of end-June 2019. 

2/ Data on NBFIs is end-March 2019, except insurers and mutual funds, which is end-June 2019. 

3/ Including investment houses, finance companies, investment companies, securities dealers/brokers, pawnshops, lending 

investors, non-stock savings and loan associations, venture capital corporationss., and credit card companies, which are under 

BSP’s supervision. The line also includes private and government insurance companies. Data is end-March 2019. 

 

 

  

Type of Institution

Billion 

PHP

Percent 

of total

Percent 

of GDP

Billion 

PHP

Percent 

of total

Percent 

of GDP

Bank 547 18,338 76 94 6,512 74 81

Universal and Commercial Banks 46 16,919 70 87 5,779 66 72

of which, Government Banks 3

Thrift Banks 50 1,153 5 6 555 6 4

Rural and Coorperative Banks 451 267 1 1 178 2 2

Non Bank Financial Institutions (NBFI) 5,700 24 29 2,303 26 29

Insurance\1 1,716 7 9 554 6 7

Mutual Funds 285 1 1 59 1 1

Other NBFIs
\1,2,3

3,699 15 19 1,690 19 21

Total 24,039 100 126 8,815 100 110

Assets December 2019 Asset December 2009

Number of 

Institutions
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Table 3. Philippines: Selected Economic Indicators 

 

 

 

 

  

Demographic: Population (2020): 108.8 million; Life expectancy at birth (2018): 71

Poverty (2015, percent of population): Below $1.90 a day: 6.1; Below the national poverty line: 21.6

Inequality (2015, income shares): Top 10 percent: 34.8; Bottom 20 percent: 5.7

Business environment (2019 country ranking): Ease of doing business: 95 (out of 190); Starting a business: 171 (out of 190)

IMF quota: SDR 2,042.9 million

Main products and exports: electronics, agriculture products, and business process outsourcing

2016 2017 2018 2019 2020 2021

Proj. Proj.

National account

Real GDP 7.1 6.9 6.3 6.0 -9.6 6.6

Consumption 7.4 6.0 6.8 6.4 -4.9 7.7

Private 7.1 6.0 5.8 5.9 -7.4 7.3

Public 9.4 6.5 13.4 9.6 9.6 9.2

Gross fixed capital formation 20.9 10.6 12.9 3.9 -27.9 8.2

Domestic demand 10.2 7.1 8.2 5.8 -10.4 7.8

Net exports (contribution to growth) -3.8 -0.9 -2.3 -0.1 3.6 -2.4

Real GDP per capita 5.4 5.2 4.7 4.5 -10.9 5.0

Output gap (percent, +=above potential) 0.1 0.4 0.2 -0.1 -2.4 -0.5

Labor market

Unemployment rate (percent of labor force) 5.5 5.7 5.3 5.1 10.4 7.4

Underemployment rate (percent of employed persons) 18.3 16.1 16.4 13.8 16.2 …

Employment (percent change) 4.7 -1.6 2.0 1.9 -6.1 5.2

Non-agriculture daily wages (Q4/Q4) 1/ 2.1 4.3 4.9 0.0 … …

Price

Consumer prices (period average, 2012 basket) 1.3 2.9 5.2 2.5 2.6 3.2

Consumer prices (end of period, 2012 basket) 2.2 2.9 5.1 2.5 3.5 3.1

Core consumer prices (period average, 2012 basket) 1.5 2.5 4.1 3.2 3.1 …

Residential real estate (Q4/Q4) 2/ 3.3 5.7 0.6 10.2 … …

Money and credit

3-month PHIREF rate (percent, end of period) 3/ 2.0 3.3 6.5 3.1 1.3 …

Claims on private sector (percent of GDP) 42.9 45.6 47.6 48.0 53.7 52.9

Claims on private sector  (percent change) 16.6 16.4 15.1 7.8 3.1 8.7

Public finances (in percent of GDP)

National government overall balance 4/ -2.3 -2.1 -3.1 -3.4 -7.7 -9.1

Revenue and grants 14.5 14.9 15.5 16.1 15.9 14.5

Total expenditure and net lending 16.8 17.1 18.7 19.5 23.5 23.6

General government gross debt 37.3 38.1 37.1 37.0 47.0 52.3

Balance of payments (in percent of GDP)

Current account balance -0.4 -0.7 -2.6 -0.9 2.6 -1.2

FDI, net -1.8 -2.1 -1.7 -1.2 -1.6 -1.0

Gross reserves (US$ billions) 80.7 81.6 79.2 87.8 109.8 109.0

Gross reserves (percent of short-term debt, remaining maturity) 418.2 419.3 369.0 387.0 440.9 418.0

Total external debt 23.5 22.3 22.8 22.2 25.4 24.8

Memorandum items:

Nominal GDP (US$ billions) 318.6 328.5 346.8 376.8 362.7 391.7

Nominal GDP per capita (US$) 3,108 3,153 3,280 3,512 3,334 3,547

GDP (in billions of pesos) 15,132 16,557 18,265 19,516 17,997 19,860

Real effective exchange rate (2005=100) 108.2 103.4 100.5 105.3 … …

Peso per U.S. dollar (period average) 47.5 50.4 52.7 51.8 49.6 …

2/ Latest observation as of 2019:Q4.

3/ Benchmark rate for the peso floating leg of a 3-month interest rate swap. 

4/ IMF definition. Excludes privatization receipts and includes deficit from restructuring of the previous Central Bank-Board of Liquidators.

1/ In National Capital Region. 

(Annual percentage change, unless otherwise indicated)

Sources: Philippine authorities; World Bank; and IMF staff estimates and projections.
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Table 4. Philippines: Financial Soundness Indicators 

(In percent) 

 

 

  

2015 2016 2017 2018 2019 2020*

Capital adequacy

Regulatory capital to risk-weighted assets 15.3 14.5 14.4 14.9 15.2 15.0

Regulatory tier 1 capital to risk-weighted assets 12.8 12.6 12.7 13.3 14.0 13.9

Capital to total assets 10.5 10.4 10.6 11.3 11.5 11.0

Non-performing loans net of provisions to capital 3.1 3.0 3.1 3.5 4.6 5.1

Net open position in foreign exchange to capital 2.4 2.0 7.9 4.7 5.8 3.5

Gross asset position in financial derivatives to capital 1.7 1.8 1.6 1.8 1.2 1.6

Gross liability position in financial derivatives to capital 0.0 0.0 0.0 0.1 0.4 0.6

Asset quality

Nonperforming loan to gross loans 1.9 1.7 1.6 1.7 2.0 2.2

Specific provisions to nonperforming loans 70.1 69.7 66.9 63.2 58.0 57.6

Earnings and profitability

Return on assets 1.4 1.4 1.3 1.3 1.5 1.4

Return on equity 13.8 13.7 13.6 12.7 13.9 13.0

Interest margin to gross income 70.7 69.2 73.9 75.2 74.0 76.3

Trading income to total income 5.7 8.3 4.3 3.2 7.8 9.4

Noninterest expenses to gross income 61.3 60.8 60.9 62.2 58.7 53.9

Personnel expenses to non-interest expenses 37.6 36.7 36.6 35.4 34.5 33.6

Liquidity and funding

Liquid assets to total assets 38.8 35.6 32.9 32.6 32.1 30.6

Liquidity assets to short-term liabilities 60.6 54.6 51.8 50.7 48.8 46.9

Non-interbank loans to customer deposits 76.9 76.3 79.6 82.7 85.2 83.6

Sensitivity

Foreign currency denominated loans to total loans 11.9 11.9 11.1 10.9 10.7 11.1

Foreign currency denominated liabilities to total liabilities 20.3 20.7 20.2 20.1 19.6 19.2

Real estate markets

Residential real estate loans to total loans 7.2 7.3 7.2 7.1 7.3 7.4

Commercial real estate loans to total loans 13.9 14.3 14.1 12.3 13.2 13.7

Household Indebtedness

Loans to households to total loans 17.4 17.8 17.9 17.6 18.3 19.3

Consumer loans to total loans 9.5 9.9 10.0 9.8 10.4 10.9

Mortgage loans to total loans 6.8 6.8 6.8 6.7 6.9 7.6

Loans to households as employers to total loans 1.1 1.1 1.1 1.1 0.9 0.8

Source: Philippines authorities; IMF, Financial Soundness Indicators;  and IMF staff estimates.

*As of September 2020.
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Appendix I. Implementation of 2010 FSAP Recommendations 
Recommendations Progress 

Access to Finance 

Establish a credit bureau with positive and negative credit information that 

includes the whole banking system and information about utility payments. 

Implemented 

Expand access points for mobile services provision. Implemented 

Financial Sector Supervision—all sectors 

Expand legal protection for all supervisory staff (in line with proposed 

amendments to NCBA). 

Implemented 

Allow full access to individual deposit and investment accounts to all financial 

sector supervisory agencies (in line with proposed amendments to NCBA). 

Partially implemented  

Banking  

Enact proposed amendments to NCBA. Partially implemented 

Amend GBL and NCBA to give power to the BSP to set prudential rules 
without changing laws. 

Implemented 

Amend NCBA to allow BSP to set additional required capital and other limits 

according to a bank’s risk profile. 

Implemented 

Update the definition of connected counterparties in the GBL in line with that 

in the proposed amendments to the NCBA. 

Implemented 

Amend the single borrower limit to and the definition of large exposures to 

apply on a solo and consolidated basis and include all on- and off-balance 

sheet exposures. 

Implementation in process 

Capital Markets 

Start onsite examinations for mutual funds and other SEC registered entities. Implementation in process but 

implemented for mutual funds 

since 2015. 

Amend SEC law to increase maximum penalties and have civil enforcement 

authority. 

Changes filed with Congress 

Enforce requirements on PSE ownership and create an autonomous and self-

funded SRO for both stock and debt markets, reporting to the SEC. 

On-going 

Comply with existing law for SEC staff salaries. Pending approval 

Enact revised Investment Company Act. Changes filed with Congress 

Housing Finance 

Rationalize housing credit subsidy policy and role of public housing finance 

institutions. 

Implemented 

Apply BSP rules on loan provisioning to public housing loans.  Implemented 

Reduce foreclosure “redemption” period for individual borrowers. Not implemented 

Insurance 

Harmonize minimum capital requirement to eliminate the distinction based on 

domestic or foreign ownership. 

Partially implemented 

Adjust risk-based capital rule to reflect local risks, while increasing 

intervention thresholds and rationalizing asset and investment requirements. 

Implemented 

Strengthen and enhance minimum liability valuation rules for life insurance.  Implemented 

Start risk assessment, internal ratings, risk-focused interventions and targeted 

inspections. 

Partially implemented 

Safety Nets 

Amend PCA regulation to make it more proportional and timelier. Partially implemented 

Involve PDIC early on in dealing with PCA failure banks. Implemented 

Allow conservator /receiver to take full control to restructure a bank without 
shareholder approval once capital adequacy breaches a regulatory threshold. 

Implemented 

Amend law for a bridge bank resolution mechanism Not implemented 

Note: Based on both IMF and World Bank staff assessment.  


