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PUBLIC SECTOR MANAGEMENT SUBSECTOR ASSESSMENT (SUMMARY): 
INVESTMENT CLIMATE  

 
A. Subsector Performance, Problems, and Opportunities 

1. Weak investment climate. The weak investment climate has been described as one of 
the key critical constraints to development in the Philippines, resulting in a stagnant industry 
sector and persistent youth unemployment and poverty.1 Besides a lack of access to 
infrastructure such as energy and transport, inefficient state processes have been identified as a 
core constraint. This document provides more analysis on the latter constraint and suggests 
ways for the Asian Development Bank (ADB) to help the government address them.       
  
2. ADB study on investment incentives. A recent study conducted by ADB reiterated the 
key constraints to investment attractiveness in the Philippines relative to its neighboring 
economies such as excessive red tape and competition policy, political instability, and 
corruption.2 However, investors rated the Philippines above average on skilled labor and the 
cost of labor, openness of the economy, and generosity of tax incentives (Figure 1). 
Macroeconomic performance, considered by investors as the most important factor influencing 
their investment decisions, was rated about average with the region.  

 
Figure 1: Investor Perceptions about the Philippine Investment Climate 

(average rating score) 
 

     (a) Most important decision factors to  
                           investors                                                    
       (1 is least important, 10 is most important) 

(b) Investors' rating of the Philippines compared 
with neighboring economies 

                       (-5 is worst, 5 is best) 

 

 

Source: ADB. 2008. Investment Incentives Survey. The survey covered 357 firms operating in Metro Manila and the 

main special economic zones. Investors were asked to rate each factor on a scale of 1 to 10. 

 

                                                
1
 Further detail on investment climate constraints is provided in para. 5 of the country partnership strategy main text 

and referenced documents therein. For the implications of a constrained investment climate on the economy, see 
the Economic Analysis (accessible from the list of linked documents in Appendix 2).   

2
  ADB. Forthcoming. Philippines: Reforming Investment Incentives. Manila. 
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3. Competition policy. Another recent ADB study3 highlighted the importance of 
promoting competition in domestic markets for enhancing competitiveness. While the 
Philippines is an open economy with limited state-owned enterprise presence in the economy, 
incumbent capture of regulatory boards and anticompetitive practices in the nontradable goods 
sector are prevalent. There is also community demand for a more robust competition policy 
framework. The Philippines does not have a competition law. Two different versions of such a 
law have been circulated in Congress; one adopts the antitrust approach with enforcement by 
the Department of Justice, and the other version adopts a competition law approach with an 
autonomous agency more in line with the European approach. Good international practices on 
competition policy in an emerging economy suggest that legislation should have the following 
core principles: (i) the law should be descriptive rather than prescriptive about the kinds of 
behavior that are prohibited, except for the most unambiguously prohibited behavior such as 
cartels; (ii) anti-competitive practices of state-owned enterprises should not be excluded from 
the legislation; (iii) the competition commission responsible for enforcing the legislation should 
be fiscally and administratively autonomous, well-funded, and subject to the rules of 
transparency in its decision-making, such as posting reports on its website; and (iv) the 
competition agency should not be excluded from reviewing the impact on competition of 
proposed regulations. 
 
4. High cost of regulation. While encouraging progress has been made in improving the 
business environment, especially at the local government unit (LGU) level, much more needs to 
be done to improve competition in domestic markets. The Philippines does not have a 
regulatory review system that promotes good practice regulation through the application of a 
systematic review process and regulatory impact assessments (RIA). International evidence 
shows substantial gains to policy development, governance, and the economy through RIA. A 
2008 ADB report on institutional options for addressing red tape in the Philippines 
recommended that the Philippines adopt and institutionalize RIA in the national government.4 
Good international practice on licensing reforms suggests that programs aimed at reducing the 
business compliance costs of licenses and regulations are more likely to fail if the institutional 
architecture for promoting good practice in regulations is not in place first. An effective 
institutional architecture requires an oversight agency to provide advocacy information to 
regulators and monitor compliance with RIA. Good international practice suggests the following 
sequencing of reforms. First, establish an oversight agency such as the Australian Office of Best 
Practice Regulation and the United Kingdom Office of Better Regulatory Practice. The oversight 
agency provides advocacy information to line ministries on good practice in regulation, develops 
national guidelines for good practice and RIA, and devises templates for regulators to complete 
when assessing the impact of proposed regulations on the business community. Second, line 
ministries and agencies implement good practice regulation guidelines and carry out RIA on 
proposed regulations. Line ministries design a focal point to coordinate with the oversight office. 
All RIA statements on proposed major impact legislation and regulations should be reviewed by 
the oversight agency prior to submission to Cabinet for approval. Third, once good practice 
regulation and RIA architecture are established and institutionalized, then implement a red tape 
reduction program. The experiences of Australia and the UK show that a red tape reduction or 
regulatory reform program should include quantitative targets, line ministry action plans, and 
performance-based incentives to line ministries for meeting targets and action plans. With ADB 
support, the government has developed a strategy to institutionalize RIA and has drafted a 
Presidential Memorandum to mandate the National Economic and Development Authority 
(NEDA) to advocate for RIA. ADB is providing technical assistance to NEDA for this activity.  

                                                
3
 ADB. 2010. Philippines: Competition Policy. Manila. 

4
 ADB. 2008. Options for Establishing an Office of Best Regulatory Practice. Manila. 
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5. Tax incentives. Several tax policies have weaknesses in design and structure that 
distort investment decisions and limit tax revenue growth. The government is faced with a 
critical dilemma in balancing the demands for investment incentives on the one hand, and on 
the other hand raising tax revenues to meet its priority spending goals, including infrastructure 
investments, and to ensure fiscal sustainability. Tax investment incentives provided by 
Congress have proliferated over the last 10 years and are considered generous by international 
standards. ADB staff estimate the redundancy rate for tax holidays in the range of 50.0% and 
much higher for the post-tax holiday reduced rate (footnote 1). Among the priority bills being 
tackled by the 15th Congress is a Fiscal Incentives Bill that harmonizes the country's existing 
incentive system, which is presently provided under various laws with differing provisions. 
Deliberations have progressed in Congress, with the Lower House approving the bill in May 
2011. It is currently under deliberation in the Upper House (the Senate). Upon approval by both 
Houses, implementing regulations will be established. Other tax policies that affect investment 
include numerous deductions that reduce the taxable income. Consolidation of these deductions 
is necessary to ensure that the conceptual rationale is sufficient to justify the negative impact on 
the tax base. Deductions of the taxable income that are well-justified i.e., because they are pro-
growth, need to be implemented more effectively, such as the deductions for staff training.     
 
6. Trade facilitation infrastructure. Studies and surveys on the Philippines indicate that 
trade facilitation costs (from factory to port) are relatively high on a regional basis. The World 
Bank’s logistics performance index ranks Philippines 65 out of 150 countries.5 A breakdown of 
the costs shows that costs related to infrastructure (road, rail, and domestic shipping) account 
for the higher costs.  
 
7. Public-private partnerships (PPPs). The Philippines was one of the first developing 
countries with a Build Operate Transfer (BOT) law. However, enabling policy and legal and 
regulatory frameworks are not entirely clear or consistently applied. Many infrastructure projects 
have not been competitively tendered as PPPs. The financial viability of several PPP projects 
has been undermined by the unwillingness or inability of the government to carry out its 
contractual agreements. Right-of-way acquisition processes and lack of adequate government 
budget for land acquisition have severely hindered the implementation of PPP projects. 
Similarly, the inability of the government to grant an automatic franchise has resulted in a high 
degree of uncertainty for private sector proponents. A lack of schemes for viability gap financing 
for PPP projects with substantial economic benefits but limited commercial viability has often 
resulted in a low response from the private sector. The lack of credible mechanisms for 
guaranteeing risks, particularly for regulatory-related risks, is one of the major deterrents to 
private sector infrastructure investment. The government’s institutional setup and capacity are 
insufficient to effectively promote and implement PPP projects in the Philippines. The PPP 
Center under the National Economic Development Authority (NEDA) lacks the necessary 
technical capacity and authority to optimally perform its role as the government’s central PPP 
unit. In such aspects as PPP strategy and policy formulation, updating the PPP legal and 
regulatory framework, and provision of expert PPP advisory services to other government 
agencies, there seems to be a lack of clarity in delineation of responsibilities between the PPP 
Center and the BOT Group of NEDA.  

 
8. Employment generation. An outcome of the Philippines growth performance has been 
relatively slow growth in good jobs. The recent ADB study highlights the difficulty of the youth 

                                                
5
 World Bank. 2007. Connecting to Compete: Trade Logistics Performance Index and Its Indicators. Washington, 

DC.  
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making a quick transition from school to better jobs in the domestic labor market (about 45% of 
the population is under the age of 25 years).6 In addition, low-educated workers are more likely 
to be trapped in low-earnings activities for most of their working lifetime compared with better-
educated workers. Incomplete labor market information; inadequate number of active 
employment services offices facilitating the matching of demand and supply of workers at the 
LGU level; and mismatch between supply of workers and skills needed in several growth 
sectors of the economy have contributed to this slow transition from school to work. Industry 
models for skills development are potential modalities for addressing skill shortages in these 
sectors. Employment safety net programs, such as the minimum employment guarantee 
scheme implemented in other countries, are also needed to support vulnerable workers from 
economic shocks. Labor market regulations are believed to be a major obstacle to youth labor 
market transition, mobility, and lifetime employability.   

 
9. Gender.  While female labor force participation is in line with international levels, 
females in particular are adversely impacted by some labor market regulations as they are 
crowded in sectors where labor regulations hurt. Female youth unemployment is also much 
higher than that of males: 30% compared with 20% in 2008. Earnings on average are lower for 
female workers than for males, although this has more to do with a sector bias for female 
employment rather than a ”discrimination” discount on wages earned by female workers 
compared with male workers in similar jobs.  
 
B. Government’s Subsector Policy and Planning Framework 
 
10. Philippine Development Plan (PDP), 2011–2016. Improving the competitiveness of 
industry and services is a core component of the PDP. Chapter 2 of the PDP provides a 
comprehensive analysis of the issues constraining competitiveness in these sectors and a 
strategic framework, including a vision and a 10-point agenda. The government seeks to enable 
the industry and service sectors to contribute significantly to economic growth and employment. 
This requires interventions that address the country’s competitiveness by improving the 
business environment, increasing productivity and efficiency, and promoting a dynamic 
consumer sector that demands globally competitive/quality goods and services offering best 
value for money. The 10-point agenda includes goals such as (i) creation of a a better business 
environment by (a) streamlining bureaucratic procedures and fostering transparency; (b) 
promoting a consistent, coherent, cohesive, predictable, and responsive policy environment; (c) 
promoting e-commerce and information and communication technology-enabled automation; 
and (d) encouraging PPPs; (ii) improvement of productivity and efficiency by (a) intensifying the 
culture of competitiveness; (b) focused interventions to increase exports, investments, and 
tourism; (c) providing firm-level support to potential, new, and existing micro, small, and 
medium-sized  enterprises; and (d) foster global and regional integration; and (iii) enhancement 
of consumer protection.    
 
11. The government has submitted the Investments and Incentives Code of the Philippines, 
the Fiscal Responsibility Act, and the Fair Trade/Competition Act to Congress. On June 7, the 
Lower House approved the Investments and Incentives Code, which aims to enhance the 
economy’s global competitiveness through investment promotion and industrial development 
activities. Infrastructure is a priority of the administration. Given its limited fiscal space, the 
government is looking at establishing PPPs in infrastructure, including resolving issues around 
allocation of risk and subsidies, and advancing the design of a PPP infrastructure project 

                                                
6
  ADB. Forthcoming. Are Filipino Youth off to a Good Start? Youth Labor Market Transition in the Philippines. 

Manila. 
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preparation facility at NEDA supported by ADB, the Government of Australia and the 
Government of Canada. The government also recognizes that reducing red tape is important to 
lower business compliance costs and to promote investment. NEDA has endorsed a strategy for 
institutionalizing RIA and its advocacy, and much work needs to be done to start the process of 
advocacy and establish an oversight agency.  
 
C. ADB’s Sector Experience and Assistance Program 
 
12. ADB has long supported reforms to the investment and business climate in the 
Philippines through a variety of instruments including knowledge products, technical assistance 
(TA), policy-based lending, and investment projects. ADB’s strategic focus has been on the 
energy sector, capital market development, and rural infrastructure development. The 
microenterprise program and TA helped improve microenterprises access to credit and 
established a web-based enterprise registry. In addition, ADB has continuing operations in the 
urban, rural, and water sectors such as coastal fisheries and resource management, agrarian 
reform, and infrastructure. The Development Policy Support Program (DPSP)7 has 
operationalized the country strategy by providing an umbrella operation that complements and 
reinforces ADB’s sector program loans and projects. It comprises four broad policy reform 
areas, of which one is the investment climate. The program supports the government’s efforts to 
reduce the transaction costs in the regulatory environment and improve infrastructure policy. 
One lesson from the DPSP is that much deeper reforms to the investment climate are required. 
TA designed to broaden the reform agenda for the investment climate accompanied  the first 
subprogram of the DPSP. Outputs have included reports on (i) institutional options for 
addressing red tape; (ii)  competition policy; (iii) reform of investment incentives; (iv) farmer 
supply chains; and (v) youth employment (in process). Knowledge products are planned to be 
disseminated through an investment climate conference, ADB websites and a facebook 
program that will be established. ADB is supporting the PPP environment through TA 
cofinanced by the Government of Australia and the Government of Canada.8 The TA aims at 
increased private sector investments in infrastructure through improved government capacity to 
promote, develop, and implement PPP projects.   
 
13. Currently, ADB is processing a TA to strengthen institutions for a better investment 
climate, and TA outputs will be used to formulate the Increasing Competitiveness for Inclusive 
Growth Program Cluster from 2012 to 2015. It is intended to cover policy measures in three 
components: (i) employment generation comprising interventions to improve labor market 
information systems, minimum employment guarantee programs, policies and regulations, and 
skills development in selected sectors with skills bottlenecks; (ii) policies for promoting 
competitiveness comprising measures to promote competition policy, regulatory efficiency, and 
lower transaction costs in doing business; and  (iii) enabling the environment for PPPs in 
infrastructure. 

                                                
7
  ADB. 2007. Report and Recommendation of the President to the Board of Directors: Proposed Loan to the 

Republic of the Philippines for the Development Policy Subprogram 1. Manila; ADB. 2008. Report and 
Recommendation of the President to the Board of Directors: Proposed Loan to the Republic of the Philippines for 
the Development Policy Subprogram 2. Manila; ADB. 2009. Report and Recommendation of the President to the 
Board of Directors: Proposed Loan to the Republic of the Philippines for the Development Policy Subprogram 3. 

Manila. 
8
 ADB. 2011. Strengthening Public-Private Partnerships in the Philippines. Manila.  
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Problem Tree For Investment Climate

Low investment rate, both public 
infrastructure and private investment, 

and slow formal employment 
generation 

Weak enabling environment for 
investment 

Under-investment in 
infrastructure due to fiscal 

constraints, regulatory 
weaknesses in the BOT law, and 

weak capacity for PPPs 

Tax policy not 
conducive to efficient 

investments 

Weak employment 
facilitation policies 

(including transition from 
school to formal 

employment) 
 

Prevalent anti-
competitive practices 
and regulations in the 
domestic market have 

raised the cost of doing 
business 

Impediments to 
competitiveness of key 

growth sectors 

Inefficient 
regulations 
that do not 
take into 

account cost 
of doing 
business 

Inadequate 
competition 

policy 
framework 
and weak 

competition 
law 

Consolidate 
investment 
incentives 

Key tax policies 
and weak tax 
administration 

add 
unpredictability 

to the tax 
system 

Inadequate regulatory 
framework, risk 

mitigation instruments, 
and capacity for PPPs 

in infrastructure 

Weak employment 
facilitation infrastructure 

(labor market information 
systems, employment 

service offices), 
high cost labor regulations 

hurt formal employment 

Impediment in 
BPOs, tourism, 

and agri-
business 

BOT = build-operate- transfer, BPO = business process outsourcing, PPP = public-private partnerships. 
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Subsector Results Framework (Investment Climate, 2011–2016) 
 

Country Sector Outcomes Country Sector Outputs ADB Sector Operations 

Sector Outcomes with  
ADB Contribution 

Indicators with 
Targets and 
Baselines 

Sector Outputs with 
ADB Contribution 

Indicators with 
Incremental Targets 

Planned and Ongoing 
ADB Interventions 

Main Outputs Expected 
from ADB Interventions 

Employment generation 
 
Improved investment 
climate environment  
 

Increase in wage 
employment by at least 
5% per annum (2010 
baseline) 
 
Increase in investment 
to GDP ratio by at least 
5% (2010 baseline) 
 
Number of days to 
launch a business 
reduced by 15% 
(baseline 2010)  
 
Cost of rules and 
regulations for key 
major licenses reduced 
by 15% (baseline to be 
determined in 2011 
through ADB cost of 
business compliance 
survey)  
 

Employment 
generation and skills 
development 
 
 
 
 
 
 
 
 
 
Policies to improve 
competitiveness, 
including 
 
(i) competition policy 
and regulatory 
efficiency enhanced 
(ii) measures to lower 
transaction costs in 
doing business, and  
(iii) tax policy efficiency 
(including tax 
incentives 
consolidated) 
 
 
 
 
 
 
 
 
 
 
 
 
 

Increased number of 
active Philippines 
Employment Services 
Offices at the LGU 
level. (baseline 2010) 
 
Number of persons 
found jobs through 
PESOs increased by 
25% (baseline 2010) 
 
 
Revised competition 
law based on best 
principles submitted to 
Congress 
  
RIA piloted at 5 
ministries with at least 
one female RIA focal 
point at each pilot  
 
15 RIAs undertaken in 
each pilot  
 
At least 35% of 
stakeholders 
consulted through the 
RIA process are 
females. 
 
All VAT tax credits 
eliminated and all 
rebates made on cash 
basis within 3 months 
of rebate application 
 
Number of documents 
required to obtain tax 

Pipeline projects  

Increasing 
Competitiveness for 
Inclusive Growth 
Subprogram 2 (2014: 
$350 million)  
 
Ongoing projects  

Increasing 
Competitiveness for 
Inclusive Growth,  
Subprogram 1 (2012: 
$350 million)  
 
CDTA: Strengthening 
Public-Private 
Partnerships in the 
Philippines (2011: $1.5 
million; 2012:  $0.5 
million) 
 
PATA: Strengthening 
Institutions for an 
Improved Investment 
Climate (2011: $1.0 
million)  
 
 
 

Stakeholder workshop on 
competitiveness and 
youth employment 
 
Skills Development Fund 
established with industry 
groups and  Department 
of Tourism 
 
Draft design of minimum 
employment guarantee 
scheme  
 
Memorandum of 
agreement between 
NEDA and selected line 
ministries to pilot RIA. 
 
Red tape reduction action 
plan  drafted 
 
Revised competition law 
drafted 
 
Action plan established to 
manage, record, and 
monitor contingent 
liabilities from PPPs in 
infrastructure 
 
Strengthened PPP 
enabling framework  
 
Strengthened capacity of 
the PPP Center 
 
 Institutionalized PPP best 
practices; established 
long-term financing and 
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Policy framework for 
PPPs in infrastructure 
enhanced. 
 
 
 

registration number 
reduced (baseline 
2010) 
 
Number of documents 
to file income returns 
reduced. 
 
At least 5 
competitively 
tendered PPP 
projects by 2016.  

risk guarantee 
mechanisms; well-
structured bankable PPP 
projects developed.   

ADB = Asian Development Bank, CDTA = capacity development technical assistance, GDP = gross domestic product, LGU = local government unit, NEDA = 
National Economic Development Authority, PATA = policy and advisory technical assistance, PESO = Public Employment Service Office, PFM = public financial 
management, PPP = public-private partnership, RIA = regulatory impact assessment, VAT = value-added tax. 
Source: ADB staff. 

 
 

 




