Foreword

The Philippine Government envisions all Filipinos to emerge economically and
socially secure in the 21st century. Today, as the economy continues to grow and
gain strength, hopes are high that this vision will be realized within the foreseeable
future. This is a formidable challenge that involves several tasks in many fronts.

Inthis context, the Governmentwelcomesthisreportonthe “critical development
constraints” that the Philippines faces. The growth diagnostic framework used in
the study is an attempt to establish priorities among many candidate policies and
institutional reforms aimed at sustained and broad-based growth. The analyses and
the informed recommendations geared to overcoming poverty, income inequality,
and other unwanted economic and social outcomes are of immense value to policy
makers in Government and observers of Philippine development.

The Philippines, as the report notes, has implemented a number of important
policy reforms over the past three decades. Today, it is integrated with the rest of the
world not only in trade in commodities but also in securities and foreign currencies. It
has privatized many large Government corporations and deregulated key industries.
It is actively involved in the Doha Round of the World Trade Organization. In the
area of social development, it adopted the Millennium Development Goals. All
these and more have helped usher in economic growth and improvements in living
standards of Filipinos.

The Government, however, is aware that poverty, unemployment, and regional
income disparities are all constant reminders of the difficulties that some of our
countrymen are still experiencing. The report is, thus, very timely and will be a
source of valuable inputs in updating the country’s Medium-Term Philippine
Development Plan.

Lastly, the report provides insights that can enrich development cooperation
between the Philippine Government and the Asian Development Bank (ADB). The
high priority given, for example, to fiscal strengthening, is bound to improve the
conduct of official development assistance. The Government gratefully acknowledges
ADB for the moral and financial support it extended to the report at hand.

MARGARITA R. SONGCO
Deputy Director-General
National Economic and Development Authority






Preface

Philippines: Critical Development Constraints is the first report in a series that
is planned under the Asian Development Bank (ADB) regional technical assistance
project, “Strengthening Country Diagnosis and Analysis of Binding Development
Constraints in Selected Developing Member Countries.” This report presents a
diagnosis of the Philippine economy.

The Philippines’ development performance during the past several decades has
been less impressive than that of many of its East and Southeast Asian neighbors. In
the 1950s and 1960s, the country had one of the highest per capita gross domestic
products (GDPs) in the region—nhigher than the People’s Republic of China,
Indonesia, and Thailand. However, the Philippines has now fallen behind. Its growth
has not only been slow but also erratic—with frequent booms and busts. As a result,
household incomes have not risen significantly, poverty incidence has declined only
slowly, and inequality remains high, which are constant reminders of the challenges
that the Philippines faces in the new millennium.

In the past 5 years, growth has picked up and in 2007 the Philippine economy
grew faster than at any point in the last several decades. However, domestic
investment has remained low and its share in GDP has continued to decline. This
raises the question of how the recent pace of growth can be sustained or even
improved. Thus, the report attempts to identify the most critical constraints that are
being faced by the country, which when removed can yield the highest welfare gains.
It also attempts to answer how the constraints can be converted into opportunities
for long-term growth, and how the benefits of economic growth can be translated
into faster poverty reduction in the Philippines.

The study was led by Muhammad Ehsan Khan while Juzhong Zhuang, assistant
chief economist, Economic Analysis and Operations Support Division, Economics
and Research Department, provided the oversight and overall direction. The report,
prepared by Dante B. Canlas, Muhammad Ehsan Khan, and Juzhong Zhuang with
the assistance of Maria Rowena M. Cham, synthesized the findings of background
papers commissioned under the study. The background papers were prepared by a
team of experts comprising Gilberto M. Llanto, Emannuel S. de Dios, Joseph A.
Lim, Hyun H. Son, Arsenio M. Balisacan, and Clarence Pascual. The preparation
of the report was assisted by Lawrence N. Guevara, Amador Foronda, Mary Jane
F. Carangal-San Jose, Damaris Yarcia, and Marife Lou L. Bacate. The report was
edited by Jill Gale de Villa, while production was coordinated by Cherry Lynn T.
Zafaralla with the assistance of Joe Mark Ganaban and Mercedita P. Cabaneros in
graphic design and typesetting, and Juliet F. Vanta and Fatima Christine R. Blanco in
proofreading. Rana Hasan, Herath Gunatilake, William E. James, Donghyun Park,
and Dalisay Maligalig provided constructive comments and support in finalizing
the report.
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During the study, ADB adopted a consultative process where first the framework
and approach and then the study findings were discussed with representatives from
key agencies of the Government of Philippines, academic and research institutions,
and the private sector. Feedback received during these consultations greatly
benefited us in preparing the report, which we believe will provide valuable inputs
to the formulation of development policies and reform programs aimed at sustaining
economic growth and poverty reduction in the Philippines. Tom Crouch, deputy
director general, South East Asia Department; and Joven Balbosa, Philippine country
team leader, helped in coordinating with the Government and other stakeholders in
undertaking the consultations.

We are grateful for the support that was provided by the Government of
Philippines. In particular, we would like to thank Deputy Director General Margarita
R. Songco, National Economic and Development Authority, the Government focal
point, for her keen interest in the study and guidance in completing this work. We
are also grateful for the support and feedback from Undersecretary Gil S. Beltran,
Department of Finance; Director General Rodolfo V. Vicerra, Congressional Planning
and Budget Department of the House of Representatives; Assistant Director General
Ruben S. Reinoso, National Economic and Development Authority; Director Gisela
C. Lopez, Department of Budget and Management; and Alberto A. Lim, Makati
Business Club. We look forward to a continued and productive dialogue with the
Government in pursuing an agenda of sustained development in the Philippines.

Ifzal Ali
Chief Economist
Asian Development Bank
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