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SUMMARY PROGRAM IMPACT ASSESSMENT 

 
I. Introduction 
 
1. This program impact analysis (PIA) documents the formulation of the Financial Market 
Regulation and Intermediation Program, Subprogram 2 (FMRIP-02) and presents estimates of 
the costs and benefits of FMRIP-02 on the Philippine economy. The methodology draws on the 
regulatory impact assessment used by governments in over 50 countries. The cost-benefit 
estimates are used as inputs to the determination of the loan amount of $200 million. Further, 
the PIA also estimates the potential gains to the economy from reforms that shift the Philippine 
finance sector to outcomes similar to the best regional performers (Australia, Hong Kong, 
Korea, Rep, Malaysia, and Singapore). The PIA is divided into five sections. Section II presents 
the summary conclusions of the assessment. Section III contains an assessment of the problem 
and expected developmental impact of the problem.  Section IV estimates the economy wide 
gains expected from FMRIP-02 and Section V discusses the estimated costs to the Philippine 
economy.  The assessment in this document should be read in conjunction with web-linked 
documents supporting FMRIP-02, including the Summary Sector Assessment and Summary 
Poverty Impact Assessment.     
 
II. Summary Conclusions 
 
2. The results of the PIA indicate that FMRIP-02 could produce potential gains to the 
Philippine economy amounting to $1,333 million annually or 1.06% of GDP. These benefits 
consist of a potential increase in per capita GDP, accumulated over time, and the static benefits 
arising from steps to align the financial system with those of the best regional performers in 
terms of reducing net borrowing costs and increasing returns to savers and investors.  However, 
the full impact of these benefits is expected only after an extended phase-in during which a 
number of political and structural barriers must be overcome. In the short to medium term, a 
more conservative estimate of benefits accruing to the economy is estimated, in the aggregate, 
at $134 million or 0.11 percent of GDP.   
 
3.   The estimated costs of the reforms to the Government are expected to total $305 
million with an additional $92 million in costs passed on to the private sector. This estimate 
includes administrative, enforcement and the present value of fiscal costs necessary for the 
respective regulatory agencies to perform under their expanded mandate and to implement new 
regulations, procedures and functions. The estimate also includes compliance costs to the 
industry including the potential for increased assessments to bolster the deposit insurance fund 
in response to the increased level of deposit insurance coverage. The tax revenue effects of 
capital market enabling legislation are expected to be revenue neutral. However, a reliable 
estimate of the costs of FMRIP-02 is complicated by the fact that some of the reforms could 
actually provide benefits in the longer run through the adoption of streamlined and/or less costly 
business processes. For example, reform of the SEC, while likely to increase enforcement 
costs, may actually result in lower general administrative costs over time.   
    
III. Program Impact Assessment - The Developmental Impact of the Program 
 
4. This section summarizes the problem, identifies the intended impact and outcome of the 
proposed FMRIP-02, options reviewed, and estimates of the potential benefits and costs of 
FMRIP-02. 
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 1. The Problem 
 
5. The depth of Philippine financial markets, as measured by the level of financial assets to 
GDP, is low relative to regional peers1. Despite having the oldest stock market in the region, 
growth in financial intermediation has lagged and has been insufficient to support the achievement 
of targets set for economic growth and poverty reduction. Financial assets are about 180% of 
GDP, well below that of neighboring countries (Hong Kong, China at well over 1000% of GDP, 
Singapore at 900%, Malaysia at 360%, Korea at 340% and Thailand at 229%). The Philippine 
financial sector is also less diverse compared to regional economies. The banking sector 
dominates the finance sector and accounts for just short of half of financial sector assets. Yet 
despite this dominance, the banking sector provides very low levels of intermediation to the 
economy as compared to regional peers. Over the last 5 years, bank credit to GDP has measured 
around 30%, a level less than half of its closest peer (Thailand; 78%).   
 
6. While recent progress is noted, the non-bank financial sector, including the bond market is 
not sufficiently developed to offset the limited scope of bank intermediation. The bond market 
represents only 30% of GDP and is dominated by government issues. Corporate bonds 
outstanding amount to $8 billion or 4.6% of GDP. A primary dealer system has been established, 
and benchmark consolidation is occurring. However, primary issuance is still opportunistic as 
opposed to benchmark driven, and secondary trading remains subdued. The insurance sub-sector 
is likewise very small relative to its regional peers and provides limited demand to the bond market. 
Likewise, the stock market remains one of the smallest in Asia with market capitalization at 54% of 
GDP. Interest in new listings remains subdued and the low level of liquidity arising from the small 
portion of free float corporate shares has discouraged broader investor participation.  
 
7. The Philippine financial sector remains shallow for a variety of reasons. Remittance flows 
and a lack of alternative investment products have produced a large pool of relatively cheap 
deposits to fund the banking sector. This low cost funding base, combined with an accommodating 
single borrowers limit, expansive allowances for inter-company exposures, and the limited scope of 
the credit bureau has lead to a bifurcated loan market2. Within this market, a small number of large, 
well-known corporate enterprises enjoy access to funding at costs below that available in the 
capital markets. At the same time, the supply of credit to small businesses and consumers has 
been severely constrained by the lack of reliable credit information and the resulting high cost of 
credit3. This situation has been further exacerbated by the inequitable tax treatment between bank 
deposits and capital markets products, as well as overly restrictive regulatory requirements and 
costly infrastructure associated with public debt issuances. Burdensome fees associated with initial 
public offerings, a lack of adequate corporate disclosure and suspected market manipulation has 
restrained activity in the stock market. High rates of taxation applied to insurance premium 
payments represent a tax on principle and have constrained growth in this market. Further, the 
predominance of the Philippine banking sector has not translated into efficiencies as local banks 
have been slow to embrace operational efficiencies and retain a relatively high operating cost 
structure.    
 
 

                                                 
1 Sector Assessment (Summary): Finance – ((accessible from the list of linked documents in Appendix 2). 
2 Financial System Stability Assessment; Vinals and Singh January 11, 2010, Risk Assessment Matrix 
3 The average consumer pays annual rates of interest exceeding 10% for automobile loans and 30% for credit cards. 
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Figure 1: Finance Sector – Regional Comparison 

(a) Finance Sector Depth as % GDP 
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(b) Financial Sector Credit as % GDP 
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(c) Loan to Deposit Ratio 
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Source: World Bank Financial Structure Dataset, CEIC, Asiabondsonline, and ADB staff estimates 

 
8. Finally, the costs associated with relatively shallow depth of the Philippine financial sector 
have been further exacerbated by the relatively weak regulatory and governance framework. Until 
recently, a strained fiscal position, combined with weakness in the Philippine banking sector served 
to increase the risk perception of investors as evidenced by the credit ratings assigned to 
Philippine sovereign debt and volatility in prices of associated credit default swaps. While investor 
perceptions of risk have declined, significant capacity gaps remain in the regulatory architecture 
which serves to reduce investor participation in local capital markets. For example, CLSA’s 
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Corporate Governance Watch 2010 reports that the Philippines was recently assigned the lowest 
overall score for corporate governance in the Asia-pacific region. This conclusion is due, in large 
part, to weaknesses within the SEC arising from the inter-related lack of operational and fiscal 
autonomy, as well as a lack of capacity. 
 
  2. Impact and Outcome 
 
9. The impact of FMRIP-02 will be improved access to finance and an increased contribution 
of the financial sector to economic growth. By year-end 2011, FMRIP-02 is expected to have 
increased the size, depth, and stability of the Philippine financial system and capital market.  In 
turn, the achievement of these objectives is expected to provide an improved access to finance 
and a reduction in overall financing costs. To meet these objectives, the reformulated FMRIP-02 
comprises three primary outputs: enhanced financial sector stability, strengthened financial sector 
regulatory oversight, and improved financial sector efficiency and liquidity. 
 
  3. Program Focus 
 
10. In formulating FMRIP-02, several approaches were required to address the key 
impediments to capital market development. First, the regulatory and supervisory architecture must 
be strengthened. As its primary focus, FMRIP-02 begins a rehabilitation of the SEC which will 
remove a number of barriers to capital market development as well as check, and eventually 
reverse the decline in investor perceptions of the Philippine capital market. In addition, FMRIP-02 
closes a number of gaps in the supervisory architecture which were highlighted by the global 
financial crisis. Second, FMRIP-02 contains key enabling legislation designed to enhance both the 
supply and demand for capital markets products, as well as the collection and provision of credit 
information through a Credit Bureau. While significant tax disincentives remain, FMRIP-02 does 
attempt to stimulate secondary trading and increase market liquidity by removing an especially 
problematic documentary stamp tax. Third, FMRIP will continue previous efforts to achieve 
benchmark consolidation, and to develop a government bond yield curve as well as transparent 
price discovery for market participants.  
 
 4. Impact Analysis  
 
11. This section examines the cost associated with limited financial sector development and 
then estimates the potential economy-wide benefits and costs of FMRIP-02. First, the static 
benefits of a complete long term reform program are estimated assuming the Philippines achieves 
outcomes similar to regional best performers (Australia, Korea-Rep, Hong Kong, Malaysia and 
Singapore). Then, estimates of the potential benefits of FMRIP-02 are provided assuming a partial 
shift towards the outcomes of the benchmark countries. Finally, the estimated costs of the reforms, 
which consist primarily of the short to medium term costs of administering and enforcing reforms4, 
are detailed and discussed.   
 
IV. Estimating the economy-wide gains from the FMRIP-02 
 
12. This first and most substantial cost of limited financial sector development is the forgone 
economic benefit, in terms of GDP that arises from poorly developed financial markets. Studies5 
have established a clear, positive linkage between financial development, and more specifically 
growth in bank credit relative to GDP and stock market liquidity relative top GDP, and the overall 
                                                 
4 Includes the direct fiscal costs of selected reforms, and the costs to businesses (financial institutions and corporations) 

in complying with reforms. 
5 Stock Markets, Banks, and Economic Growth; Levine and Zervos, The American Economic Review, June 1998, 

Volume 88, Number 3. 
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rate of economic growth. Specifically, growth in bank credit and the traded value of the stock 
market positively predict growth, capital accumulation and productivity improvements even after 
controlling for economic and political factors. Countries which exhibit lagging or below average 
levels of bank intermediation and stock market development, such as the Philippines, experience 
below average levels of GDP growth.   
 
13. While GDP growth is an inclusive measure, it is also useful to consider some of the more 
sector specific effects such as allocative inefficiencies. Costs increase if credit is miss-allocated, 
and/or miss-priced due to structural or informational impediments. Within the Philippine financial 
sector, the higher interest rates applied to many borrowers are most likely due to the lack of 
historical credit information and the related inability of the bank’s to effectively price credit for risk. 
Combined with the low cost deposit base, this pricing has inflated bank interest margins to levels 
well above those found in more developed regional peers and the benchmark group.6 High interest 
rates and borrowing costs serve to reduce personal incomes and constrain economic growth and 
wealth formation.    
 
14.   Allocative inefficiency also arises from operational inefficiencies within an economy to the 
extent key sectors exhibit high cost structures relative to more competitive peers. Despite their 
dominance within the financial sector, Philippine banks have not pursued efficiencies in operations. 
Universal and commercial banks operate extensive brick and mortar branch systems and have not 
embraced automation and web-based banking to the extent of their international peers. These 
costs are more likely passed on to the ultimate consumer in those economies or sectors with high 
barriers of entry. 
 
15. Another sector specific cost arises from the relatively low level of income (e.g. interest and 
dividends) produced by the financial sector. The Philippine banking sector exhibits the highest 
liquidity within the region and among the benchmark group. Healthy remittance flows and a lack of 
alternative investment options are responsible for the large pool of savings concentrated in low 
yielding bank deposits. On one hand, this pool of cheap funding, in combination with 
accommodating regulatory standards, serves as an impediment to capital market development by 
undercutting rates available to corporate borrowers in the bond markets. Over time, the returns 
from these deposits have declined to nominal levels, reducing the incomes of the depositors, who 
have little recourse due to the lack of a developed capital market.   
 
16. Thus, measures within FMRIP-02 designed to increase financial sector intermediation and 
to bring the domestic financial system closer to regional and or international best practices 
(benchmark countries) offer significant potential gains. The estimated gains are presented in Table 
1. Increasing intermediation to the norm (e.g. stock market liquidity and bank intermediation 
relative to GDP) would have added 0.45 percentage points to GDP in 2006 (increase GDP by $348 
million in 2006), although this would have been a cumulative effect over 16 years. With regard to 
sector specific and more immediate reforms, we estimate that increased efficiencies within the 
banking sector could add $400 million annually (0.25% of 2009 GDP) through interest margin 
compression and another $585 million annually (0.36% of GDP) by increasing returns to savers 
and investors. To account for the extended phase in period for these reforms, short term gains to 
be realized within 2 years are loosely estimated at 10% of the total benefit.    

                                                 
6  Unlike some countries within the region, wide margins represent a combination of narrow margins on select borrowers 

and much wider margins on the balance of the bank’s customers.   
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Table 1: Philippines: Potential Economic Gains from Financial Sector Reforms and 

Contribution from FMRIP-02 
 

 Short to medium 
term static 

gains  
a\ 

% of 
GDP 

Long term static 
gains b/ 

% of 
GDP 

1. Improve the level of 
financial intermediation 

 
$35 million 

 
0.05% 

 
$348 million 

 
0.45% 

2. Increase the efficiency of 
bank lending  

 
$40 million 

 
0.03% 

 
$400 million 

 
0.25% 

3. Increase the availability of 
higher yielding  investment 
alternatives 

 
 

$59 million 

 
 

0.04% 

 
 

$585 million 

 
 

0.36% 
Total Gains  $134 million 0.11% $1,333 million 1.06% 
Cost $397 million   $397 million --- 
Net Gains ($263 million)  $1,184-$1,179 

million 
--- 

Notes: 
 a\ This refers to estimates of potential gains from the FMRIP-02 program.. 
 b\ This refers to the complete long term static gains that could be achieved if reforms contemplated by FMRIP-02 

shift the Philippines to the performance levels of benchmark countries. 
Sources: SEC and DBM, PDIC Annual Report 2008, PSE Fact Book 2008, Financial Sector Taxation by Medalla; 
Law Office of Zambrano and Bruba, and ADB staff estimates. 

 
17. Increasing financial sector intermediation to the mean would have increased per 
capita GDP by .45% over the period of review and overall GDP by $348 million in 2006 alone. 
Robert G. King and Levine (1993) reported that the level of financial intermediation is a good 
predictor of long-run rates of economic growth, capital accumulation, and productivity 
improvement. A later study by Ross Levine and Zervos (1998) focused on the effects of stock 
market liquidity and banking development, and found that both positively predict growth. However, 
both studies noted that the impact of stock market liquidity and bank intermediation on growth 
varies from one country to another country.  
 
18. To apply this analysis to the Philippines, we loaded updated financial data from the World 
Bank’s Financial Development and Structure Database7 into a model devised by Levine and 
Zervos (1998) to analyze the impact of the financial system on economic growth. Two interesting 
issues were noted. First, an improved level of stock market liquidity and banking intermediation 
both have a positive impact on annual per capita growth (please see Table 1). This is expected as 
financial system development increases access to capital for the economy and thus enables higher 
growth rates. Second, stock market liquidity has a higher impact on per capita growth as compared 
to banking intermediation. Again, this is expected as credit moves more freely in a capital-market 
based financial system. 

 
19. Specifically, the regression analysis shows that if the average ratio of value of stock traded 
to GDP in 1990 was the average of 12% of GDP instead of the actual 3% of GDP, annual per 
capital growth in the Philippines would have been almost 0.34 percentage points faster over the 
period 1990 to 2006. The effect of bank intermediation is smaller but nevertheless positive. Again, 
if the Philippines had the average ratio of bank deposits to GDP of 42% in 1990 instead of the 
actual 24%, annual per capital growth would have been almost 0.11 percentage points faster over 
the period 1990 to 2006.  This would increase per capital income to $1,147 over the actual level of 

                                                 
7 World Bank Financial Structure Dataset, Revised March 2010  
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$1,143 at the end of 2006.  With a population of 87 million, this equates to an increase in GDP of 
$348 million for 2006.     

 
20. Obviously, this finding relates to the stage of financial market development of each country. 
When we interacted our dependent variables with emerging markets dummy variable, our study 
shows that stock market liquidity and banking intermediation actually have a larger positive impact 
on annual per capita growth for emerging markets. For example, annual per capita growth would 
have been almost 1.88 percentage points faster over the period 1990 to 2006 if the Philippines had 
the average ratio of value of stock traded to GDP over the period 1990 to 2006 instead of the 
actual value of GDP in 1990. As for banking intermediation, annual per capita growth would have 
been 1.85 percentage points faster.   
 
21. Increasing efficiency and lowering costs in the banking sub-sector could save 
borrowers $400 million annually (0.25% of GDP).  The Philippines reports a net interest margin 
averaging approximately 4.5% over the period 2004 to 2009. This margin exceeds the average 
interest margin of 3.1 percent in our benchmark countries (an average of bank spreads in the 
United States, South Korea, Malaysia, and Singapore) and is due to a lack of alternative sources of 
both credit and deposits. However, estimating the net savings arising from margin compression 
toward the benchmark is complicated by the bifurcated borrowing distribution. In the case of the 
Philippines, the savings would consist of the net effect of raising rates of interest paid by select 
large commercial borrowers and the reducing the lending rates paid by smaller businesses and 
consumers. Unfortunately, the granularity of data disclosed by the Philippines is not sufficient to 
support such a precise assessment.  Thus, this assessment assumes a 50% reduction in the 
margin based on the following three assumptions; i) the under-priced commercial loan portfolio is 
currently relatively large as compared to the over-priced portion of the portfolio, ii) large, inter-
related corporate borrowers are likely to resist an increase in lending rates, and iii) sustained 
capital market development will be necessary to fully realize competitive efficiencies within the 
banking sector.  Given total aggregate gross receivables outstanding of $57 billion as of March, 
2010, a 70 basis point reduction in interest margins would represent an annual savings of 
approximately $400 million in interest changes.    
    
22. A second potential source of savings arises from a reduction in the operating expenses of 
the banking sub-sector that would be expected to accompany a transition from a lending to an 
intermediation function.  In other words, the banking sub-sector could rationalize branch networks 
and reduce headcount as operations moved from “lend and hold” to “originate and distribute” on 
both the asset and deposit side of the balance sheet.  While recent improvements are noted, the 
overhead costs of the Philippine banking subsector have averaged a constant 4% of total assets 
over the past 10 years while the regional peer group reported overhead costs at an average of 
approximately 2% of total assets. A reduction in Philippine banking sub-sector overhead to 3% of 
average assets is assumed to account for the prolonged phase-in period of such a transition. This 
reduction produces an annual savings of $1.4 billion which would, in some part, be passed on to 
the sector’s customers.   
 
23. Increasing average yields on investable funds could provide $585 million a year in 
additional income to investors (0.36% of GDP). As described within this assessment, the 
Philippine banking sub-sector benefits from a large, low cost deposit base that provides very low 
returns to savers and investors. The first step in estimating gains to the depositor/investor is to 
determine the level of excess funds in the banking system. In this case, a static assessment will be 
performed as increasing the amount of savings available to be invested at higher rates relative to 
the current stock of savings would affect the estimates of GDP growth discussed above. In the 
Philippine banking sector, loans have represented a relatively constant 50% over the period 2006 
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to 2008. This level is approximately half the level of the regional peer and more developed 
markets.  Holding the level of loans unchanged, and increasing the loan to deposit ratio to 80% 
would imply excess deposits approximating $37 billion.  
 
24. To develop an alternative proxy yield for savers/investors, a review of large Philippine 
corporations was performed to assess issue rates on domestic, Peso denominated debt. During 
2009, Globe telecom issued 3 and 5 year term retail Peso bonds at rates ranging between 7.5% 
and 8.0%. Ayala Land issued 5 year Peso bands in 2008 at a rate of 8.75%. Likewise, SM Prime 
issued 5 year Peso notes in 2008 with a yield of 9.31%. Stock market investments also represent a 
viable alternative to bank deposits. However, this alternative has been discounted for purposes of 
this analysis as high returns are currently being driven by global capital flows and are likely to be 
unsustainable. Thus, an increase in yield available to savers/investors from the current average 
cost of funds in the banking sector (250 basis points) by 150 basis points to 4.0% is considered 
reasonable.  This increase in yield would provide savers and investors $585 million a year in 
additional income on their excess deposits.    
 
V. Estimating the economy-wide costs from the FMRIP-02 
 
25. The Government, its financial sector regulatory agencies, financial institutions and 
corporations are likely to bear most of the costs arising from FMRIP-02. These costs are identified 
as follows:  
 

 Government and statutory agencies will confront increased costs as they address their 
revised roles under FMRIP-02 as follows; (i) drafting new legislation, amending existing 
laws, and developing implementing regulations, ii) supporting programs to enhance 
financial sector stability, iii) providing increased budgets to support the undertaking of 
enhanced mandates and new supervisory activities, iv) purchasing upgrades in IT 
equipment, and v) general expenditures related to outreach and public awareness. In 
addition, the Government’s fiscal position may be impacted through the issuance of 
regulations that rationalize or otherwise reduce transaction taxes on the financial sector.  
Estimates provided by industry participants indicate that this legislation (PERA accounts 
and REIT’s) will be tax neutral.  However, it is more likely that this legislation will reduce 
tax revenue in the short to medium term with a subsequent increase in tax revenue 
dependent on the continuing development of the capital markets.     

 
 Financial institutions and corporations will encounter an initial increase in costs due to a 

variety of factors including possible merger related expenses, increased legal and 
administrative expenses, a possible increase in the frequency and level of fines and 
penalties, higher deposit insurance premiums and an increase in costs associated with 
trading through PDEx.  However, most of these costs are difficult to determine due to 
the discretionary and/or variable nature of the basis of the charges.  In addition, a 
reliable estimate of the costs of FMRIP-02 is complicated by the fact that actual costs 
will be a net of increased costs and cost savings.  For example, a number of activities 
contemplated by FMRIP-02 hold the potential to actually reduce costs to the industry 
over time, such as joint supervision, streamlined and standardized reporting, and 
enhanced information sharing.  Reform of the SEC, while likely to increase enforcement 
costs, may actually result in lower general administrative costs over time.   

 
26. Table 2 highlights the key costs of FMRIP-02 with quantitative estimates where possible. 
We estimate that such reforms will produce costs aggregating $397 million, calculated as a 
combination of one-time disbursements and the lump sum present value of continuing 
expenditures such as permanent increases in agency budgets.   
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Table 2: Philippines: Potential Costs from FMRIP-02 
 

Types of 
Adjustment Costs Government and Statutory Agencies Financial institutions and corporations 

1. Administrative 
costs 

(i) Cost to implement “Strengthening Program for Rural 
Banks” – budgeted total expenditure of $114 million to be 
used to support consolidation in the rural bank sector.  BSP 
and PDIC to contribute equally to the fund – cost estimated 
$84 million (present value of $114 million total expenditure 
spent over 10 years discounted at 6%). 

(ii) 10% increase in SEC budget in each year over the next 
three years – estimated at $1.3 million (present value of 
$500,000 increase per year for 3 years discounted at 6.0%) 
plus the present value of a permanent $1.5 million increase 
in the SEC’s annual budget – estimated at $37 million 
(present value of a permanent $1.5 million total annual 
budget increase discounted at 4%). 

(iii) Upgrade of SEC’s IT infrastructure and surveillance 
systems arising from the adoption and implementation of 
SEC’s action plan – estimated lump sum single expenditure 
at $2.5 million.  

(iv) Additional salary and administrative costs PDIC to perform 
additional authorized duties including participation in the 
Financial Sector Forum – estimated at $45 million (present 
value of a permanent 5% increase in the PDIC’s annual 
budget or $1.8 million discounted at 4%). 

(v) Costs involved various public dissemination and education 
on new regulations and policies under FMRIP-02, including 
costs associated with the Financial Sector Forum, 
production of policy reports, and drafting and issuance of 
implementing regulations – estimated at a one time lump 
sum cost of $2.0 million. 

 
Total administrative costs estimated at $172 million. 
 

(i) Costs to financial institutions will arise 
through un-reimbursed merger related 
expenses.  Costs are discretionary and 
unquantifiable. 

 
 
(ii) Initially, financial institutions will see 

increased legal and administrative 
expenses associated with need to comply 
with new and revised regulations as well as 
increased costs arising from changes to 
business processes and reporting.  

 
However, FMRIP-02 includes a number of 
measures to improve joint supervision, 
streamline and standardize reporting, and 
enhance information sharing.  These 
efforts should, over the medium to longer 
term, reduce friction costs and offset the 
initial increases in compliance costs to 
businesses and financial institutions. 
 
 
   

 
 
 
 
 
Estimated increases in administrative costs for 
financial institutions and businesses have not 
been provided due to potential offsets over time 
and the significant amount of uncertainty in any 



 

 

10

Types of 
Adjustment Costs Government and Statutory Agencies Financial institutions and corporations 

such estimates.     
2. Enforcement 
costs 

(i) Enhancement of SEC’s surveillance and enforcement 
capacities under legislative amendments will increase costs 
related to investigations and enforcement actions. 
Increased costs borne by the SEC are addressed through 
increase in SEC budget discussed above.   

(i) Financial institutions well encounter 
increased compliance and legal costs 
arising out of SEC’s strengthened capacity 
and surveillance, as well as more frequent 
and expensive enforcement actions.  Costs 
are dependent on the level of non-
compliance and cannot be accurately 
estimated. 

 
3. Fiscal costs (i) Increase in fiscal support to the PDIC to cover deposit pay-

outs arising out of the P250,000 increase in deposit 
insurance coverage over the next three years – 
Unquantifiable as amounts are contingent liabilities and will 
depend on overall economic and banking conditions.   

(ii) Permanent budgetary costs for operating the public debt 
management office – estimated as a present value lump 
sum cost of $7.5 million based on an annual budget of 
$300,000 discounted at 4%. 

(iii) Lost tax revenue from permanent exemption of 
documentary stamp tax on secondary trading of listed 
companies (P75 for every P200 in par value traded) – 
estimated at $125 or a permanent $5 million per year in 
foregone tax revenue discounted at 4%  

(iv) Lost tax revenue from implementation of the PERA Act. 
Estimated to be tax neutral due to the simultaneous 
elimination of a 5% tax credit.     

(v) Lost tax revenue from implementation of the REIT Act. 
Estimated to be tax neutral as REIT’s will be subject to 
ordinary corporate income taxes but will qualify for BOI 
incentives.  Rental income will be subject to VAT.  

 
Total permanent budgetary costs estimated at $133 million. 

(i) Eventually, higher deposit insurance costs 
will be passed on to the banking sector.  
Total assessment in 2008 aggregated $165 
million.  A 50% increase in assessments 
would total about $82 million.  However, 
the extent of any increase in assessments 
would ultimately depend on a risk adjusted 
analysis and cannot be determined with 
any degree of certainty. 

(iii) Financial institutions will see increased 
legal and administrative expenses 
associated with issuance of implementing 
regulations for the new legislation.  Costs 
are unquantifiable. 

 
 
 
 
 
 
 
 
Total permanent fiscal costs estimated at a one 
time assessment increase of $82 million. 
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Types of 
Adjustment Costs Government and Statutory Agencies Financial institutions and corporations 

4. Business 
compliance costs 

 (i) Transparent price discovery has been 
achieved through mandatory membership in 
the fixed income exchange. However, the 
cost structure of this exchange is 
approximately 2x that of Thailand’s Bond 
Market Association.  Costs are ultimately 
dependent on activity and cannot be 
estimated wilt a degree of certainty. 

   
(ii) Increased general compliance and business 

costs not previously captured – estimated at 
$10 million.  

 
Total business compliance costs estimated at 
$92 million. 

Total estimates $305 million $92 million 
Sources: SEC and DBM, PDIC Annual Report 2008, PSE Fact Book 2008, Financial Sector Taxation by Medalla; Law Office of Zambrano and Bruba, and 
ADB staff estimates. 
 


