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A. INTRODUCTION 

 
1. This sector assessment (summary) provides the background to the identification of 
issues, constraints, and threats to, as well as the government’s priority reforms in support of 
improving competitiveness to attract investment. It focuses on key cross-cutting strategic issues 
such as competition policy, tax reform, logistics and creating an enabling an efficient market for 
infrastructure through public-private partnerships projects It also touches on the need to 
implement structural policy reforms on a sector-by-sector basis. This assessment draws on the 
sector assessment for Public Sector Management: Investment Climate, 2011–2016, and several 
ADB diagnostic studies, as well as other published reports.1

 

 This assessment is also 
supplemented with three other sector assessments included in the list of linked documents in 
Appendix 2 of the RRP: (i) Public-Private Partnerships in Infrastructure, (ii) Youth School-to-
Work Transition and Gender Assessment, and (iii) Economic Analysis. 

B. SECTOR ASSESSMENT: CONTEXT AND STRATEGIC ISSUES 
 

B. 1 Context 
 
2. Philippines Potential Economic Growth. ADB staff estimate that the Philippines 
potential economic growth rate of about 5.0% is not sufficient enough to create wage jobs for 
more than 1.0 million new labor market entrants each year. Potential economic growth closer to 
6.0% is necessary.2 At the same time the economy is going through structural change that 
provides immense opportunities for lifting the potential growth rate. In recent years, on the 
production side of the national income accounts, the services sector has driven economic 
growth. Within services, communications, information technology and the related business 
process outsourcing (BPOs) industry have become leading sectors. Finance and tourism have 
also exhibited robust growth in recent years. These services sectors are labor intensive, of 
which some are highly skilled intensive, and all exhibit important positive externalities with the 
rest of economy.3

 
  

3. The structural change is reflected in shifts in employment from agriculture and industry 
to services, with services accounting for 51.8% of total employment in 2010 up from 40.3% in 
1995. This structural change is also reflected in changes in the composition of occupations with 
an increased demand for skilled intensive information-related workers, which have expanded by 
4.6% per annum since 2001. A 2007 report prepared by the International Monetary Fund (IMF) 
noted the prospects of service-led growth in the Philippines and pointed to the higher economic 
growth rate achieved between 2000 and 2004 on the strength of total factor productivity growth 
in the services sector.4

 

 Looking ahead, the services sector in the Philippines holds significant 
promise for growth and employment generation, but there are major challenges in climbing up 
the value added ladder including addressing emerging skilled labor shortages. 

                                                 
1 ADB. 2010. Public Sector Assessment (Summary): Investment Climate, Manila. ADB. 
2 ADB staff estimates that a 5.0% increase in GDP will add approximately 620,000 wage jobs to the economy each 

year.   
3 Bird, K. 2012. Are Filipino Youth off to a Good Start?  Youth Labor Market Experience in the Philippines. Manila.  
4 IMF. 2007. Philippines: Selected Issues. Country Report No. 07/131. Washington, DC; and IMF. 2006. Article IV 

Consultations. Staff Report No. 7/062. Washington, DC. 
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4. Low investment rate. The ratio of private and public investment to gross domestic 
product (GDP) was slow to recover from the Asian financial crisis of 1997. The investment rate 
reached 24.0% of GDP in the mid-1990s but declined in the aftermath of the crisis and 
bottomed out at 13.0% in 2005 before recovering in 2010 to 15.0%, still well below the rate in 
much of the rest of Southeast Asia. A combination of factors explain the decline and slow 
recovery: (i) a weak business environment and weak institutions have deterred longer term fixed 
investment; (ii) limited fiscal space for public capital investment; and (iii) structural change in the 
economy, with the rapidly growing service sector requiring less physical investment and more 
investments in skills. 
 
5. Weak competitiveness. There has been an improvement in some global indicators of 
Philippines competitiveness. The Philippines jumped ten places in the 2012 World Economic 
Forum’s Global Competitiveness Survey and 8 places in the 2012 Heritage Foundation For 
Economic Freedom Index. Nevertheless, the Philippines continues to rank low in international 
surveys of competitiveness because of high business compliance costs in the regulatory 
environment, the prevalence of anti-competitive regulation, high transaction costs in trade 
logistics and weak governance.5 ADB diagnostic studies carried out under the Development 
Policy Support Program (DPSP), completed in 2009, and at the Economic Research 
Department (ERD) highlight key areas for improvement. 6 The 2009 ADB Philippines: Reforming 
Investment Incentives reiterated the key constraints to investment attractiveness in the 
Philippines relative to its neighboring economies such as excessive red tape, anti-competitive 
practices in selected industries, and tax policy. At the same time, stable macro-economy, skilled 
labor and competitive labor costs are seen as important location factors for investors 
considering the Philippines (Figure 1). The 2007 Philippines: Critical Development Constraints 
report highlighted inadequate infrastructure, competition policy and inadequate industry-related 
skills as major constraints in private sector investment and growth. Most recently, ADB working 
paper on the Philippines private sector development reiterated these constraints on private 
sector development.7

 

 A common thread of these diagnostic studies is the need for a competition 
policy taking both an economy-wide approach and a sector-by-sector basis.  

B.2  Strategic issues 
 
6. Competition policy. While the Philippines is an open economy with limited state-owned 
enterprise presence in the economy, regulatory restrictions on entry and competition, incumbent 
capture of regulatory boards and anticompetitive practices in the services 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.  
 
7. The government recognizes that enhancing a competition policy framework is critical for 
improving competitiveness in the economy. It is taking both a cross-cutting approach and a 
sector-by-sector approach to competition policy. The cross cutting approach includes a 
competition law and institutionalizing regulatory review processes in government. Most recently, 
Presidential Executive Order was issued mandating the Department of Justice (DOJ) to lead the 

                                                 
5 The Philippines is ranked 136 out of 183 countries in the World Bank and International Finance Corporation. 2011. 

Doing Business 2011. Washington, DC.  
6 ADB. 2009. Philippines: Reforming Investment Incentives. Manila. ADB. 2007. Philippines: Critical Development 

Constraints. Manila. 
7 A. Haydarov. 2011. Philippines: Private Sector Development Challenges and Possible Ways to Go. Manila.  
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implementation of a competition law starting with the establishment of a competition office as a 
precursor to Congress eventually passing a competition law. 
 
8. Institutionalizing regulatory review processes. 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 adopting 
an evidenced-based approach to regulation development such as 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.8

 

 An effective institutional architecture 
for RIA requires an oversight agency to provide advocacy information to regulators and monitor 
compliance with RIA. Good international practice suggests the following sequencing of reforms: 
(i) 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. (ii) Line ministries and agencies 
implement good practice regulation guidelines and carry out RIA on proposed regulations. (iii) 
Once good practice regulation and RIA architecture are established and institutionalized, then 
implement a red tape reduction program. With ADB technical support, the government has 
developed a strategy to institutionalize RIA and a Memorandum of Agreement (MoA) between 
the Departments of Labor and Employment (DOLE) and Tourism (DOT) to pilot RIA in these 
departments. The DOLE will subject a review of the labor code to the RIA and DOT will use the 
RIA to assist with a review of the draft standards for hotels and resorts. 

9. Sector-by-sector competition policy. The third pillar of the government’s competition 
policy approach is sector reforms. The government has been slowing chipping away at 
regulations and other arrangements affecting competition in several sectors, including domestic 
aviation, shipping, oil distribution, electricity, among others. Most recently, the government 
further relaxed entry in domestic aviation. Presidential EO 29 has been issued providing for 
“open Skies” in the domestic aviation sector, whereby Philippine Air Panels may offer and 
promote third, forth and fifth freedom rights to the country’s airports other than Ninoy Aquino 
International Airport (NAIA) without restriction on frequency, capacity, and type of aircraft. 
Presidential EO 28 was also issued restructuring the Philippine Air Panel thereby removing 
airline industry representation in order to reduce industry capture of the Panel. This will bring the 
Philippines aviation sector closer to its regional peers and if implemented effective. Other sector 
reforms include restructuring the National Food Authority to lessen its monopoly import trading 
rights on rice and other agricultural products. 
 
10. The Philippines’ tourism sector is performs poorly in global surveys of competitiveness. 
The WEF Tourism Competitiveness report for 2011 ranked the Philippines 94th out of 139 
countries due to poor regulatory framework, business environment, tourism infrastructure and 
service standards. Restrictions on foreign carriers competing in the domestic aviation market 
(i.e., open skies and unequal tax treatment of foreign airlines), outdated tourism standards and 
poorly implemented quality assurance and accreditation system, and skills mismatch in the 
sector have contributed to Philippines poor standing in the competitiveness report. It has also 
contributed to lower international tourist arrivals and tourism revenues relative to its regional 
peers.9

                                                 
8 ADB. 2008. Options for Establishing an Office of Best Regulatory Practice. Manila. 

 The government is aware of these structural and policy constraints to longer term 
sustained growth in the tourism sector. The Tourism Development Plan 2011–2016 prioritizes 
implementing the ‘open skies’ policy, abolishing the common carrier tax on foreign airline cargo 

9 Sector Assessment (Summary)  Structural and Policy Impediments to Growth and Development of the Philippines 
Tourism Sector  )(accessible as supplementary appendix 2).  
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and passenger revenues, carrying out a regulatory review of the sector, implementing modern 
standards for hotels and a mandatory accreditation system consistent with regional peers, 
establishment of a public-private partnership in industry skills development and promoting PPPs 
in infrastructure. The government and private sector believe that successful implementation of 
these structural reforms in the tourism sector could be a demonstrative model for reforms in 
other sectors.  
 
11. Tax policy. Tax policy remains inefficient in promoting investment and achieving 
economic growth. Tax incentives have proliferated and ADB staff estimates that at least 50% of 
them received by investors could be redundant. At the same time, income tax rates are 
relatively high compared with regional peers. The tax code acts as a disincentive for firms to 
invest in staff training and human capital development. The Philippines gross billing tax and the 
common carrier tax combine to total a tax of up to 5.5% of gross cargo and passenger revenues 
earned foreign carriers has deterred foreign airlines from operating in the Philippines. The value 
added tax refund procedures are also expensive for firms and particularly have hurt exporters of 
manufactured goods. Until 2012, enterprises received tax credit certificates (TCC) for VAT 
rebates, instead of cash refunds commonly used elsewhere in the region. While the TCC could 
be traded, they were often done at a significant discount. With technical assistance from JICA, 
the government reviewed this policy and in 2011 agreed to refund in cash starting with new VAT 
refunds in 2012. The 2012 General Appropriations Act earmarked P9.3 billion for VAT tax 
refunds in 2012. 
 
12. Trade logistics. Studies and surveys on the Philippines indicate that trade logistic costs 
(from factory to port) are relatively high on a regional basis. The World Bank’s 2010 Logistic 
Performance Index (LPI), Philippines is ranked 44 out of 155 surveyed countries, up by 21 
places from the 2007 report. Philippines is the fourth highest in the region, behind Singapore, 
Malaysia, and Thailand. In the components of LPI, the efficiency of the customs clearance 
process is the second lowest rank) after quality of trade and transport-related infrastructure.10 A 
breakdown of the costs shows that costs related to infrastructure (road, rail, air and domestic 
shipping) account for the higher costs. Congestions at the main port of Manila has become a 
major constraint to efficient trade logistics despite the fact that the deep sea ports at Subic Bay 
and Batangas are under utilized. It is critical to improve container traffic and revenue 
performance of the ports. ADB staff estimates that a 1.0% improvement in logistics would add 
0.14% to GDP.11

 
 

13. Creating an efficient market for infrastructure. The Philippines was one of the first 
developing countries with a dedicated PPP legislation and institutional frameworks adopted in 
mid 1990s. However, enabling policy, legal and regulatory frameworks for public-private 
partnerships (PPPs) are not entirely clear or consistently applied.12

                                                 
10 World Bank. 2010. Trade Logistics Performance Index and Its Indicators. Washington, DC.  

 The government recognizes 
these inadequacies in the implementation of the BOT law and has made development of a world 
class PPP framework its priority. Most recently it has established the PPP Center under NEDA 
to effectively promote and help government agencies implement PPP projects in the Philippines. 
The government is also exploring feasible ways to address the need for guarantees and the 
provision of fiscally responsible subsidies for appropriate PPPs. With ADB technical assistance, 
the government is strengthening capacity at the PPP Center to ensure it has the necessary 

11 See Summary Program Impact Assessment (Accessible from the list of documents in appendix 2). 
12 Sector Assessment (Summary): Public-Private Partnerships in Infrastructure (Accessible from the list of documents 

in appendix 2). 
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technical capacity and authority to optimally perform its role as the government’s central PPP 
unit.13

 
  

C. GOVERNMENT’S SECTOR POLICY AND PLANNING FRAMEWORK 
 
14. Philippine Development Plan (PDP), 2011–2016. Improving the competitiveness of 
industry and services is a core component of the PDP. The government seeks to enable the 
industry and service sectors to contribute significantly to economic growth and employment. The 
10-point agenda includes goals such as (i) create 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) improve productivity and efficiency by (a) intensifying the culture of competitiveness; 
(b) focused interventions to increase exports, investments, and tourism; (c) providing firm-level 
support; and (d) foster global and regional integration; and (iii) enhance consumer protection. 
The PDP is supported by sector strategies detailing time-bounded actions and interventions with 
clear ministerial responsibilities.  
 
15. The government has submitted several business climate related legislation to Congress 
including the Investment Incentives Consolidation bill and the Fair Trade/Competition Act to 
Congress, both are expected to be passed in 2012. 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 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, DOT and DOLE have endorsed implementing RIA pilots and much work needs to be 
done to start the process of advocacy and establish an oversight agency.  
 

D. ADB’s Sector Experience and Assistance Program 
 
16. 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 
Development Policy Support Program (DPSP)14

                                                 
13 ADB. 2011. Republic of the Philippines: Strengthening Public-Private Partnerships in Infrastructure.  Manila  

 has operationalized the country strategy by 
providing an umbrella operation that complements and reinforces ADB’s sector program loans 
and projects. It comprised four broad policy reform areas, of which one is the investment 
climate. 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 to 
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. A second TA to strengthen institutions for a better 
investment climate, and financed under the Japan Fund for Poverty Reduction, was approved in 
2011 and currently ongoing. ADB is supporting the PPP environment through TA co-financed by 
the Government of Australia and the Government of Canada (footnote 12). The TA aims at 
increased private sector investments in infrastructure through improved government capacity to 
promote, develop, and implement PPP projects. 

14 ADB. 2011. Republic of Philippines: Program Completion Report of the Development Policy Support Program. 
Manila ADB. 
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Sector Results Framework 
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 

Improved 
investment 
 
Improved 
competitiven
ess of 
selected 
sectors 

Increase in 
wage 
employment of 
youths by at 
least 5% per 
annum (2010 
baseline) 
 
Philippines 
ranking in 
global surveys 
of 
competitivenes
s, doing 
business, 
economic 
freedom, and 
Heritage 
Foundation 
Index of 
Economic 
Freedom 
improved by 15 
places 
(baseline 
2010).  
 
Cost of rules 
and regulations 
for key licenses 
reduced by 
15% (baseline 
2012) 
 
Philippines 
ranking in 
global survey 
of logistics 
improved by 8 
places 
 

Structural policy 
reforms to 
promote 
competitiveness 
implemented 
 
 
 
 
 
 
 
 
 
 
 
 
 
An efficient 
market for 
infrastructure 
through PPP 
projects created 
 
 
Competitive 
labor markets 
promoted.  
 
 
 
 

At least 3 
complaints of anti-
competitive 
practices 
investigated 
 
RIA piloted at 5 
ministries with at 
least 50% of RIA 
focal persons are 
women  
 
At least 50% of 
stakeholders 
consulted through 
the RIA process are 
females. 
 
All VAT refund 
credits eliminated 
and all refunds 
made on cash basis. 
 
At least 5 line 
agencies have PPP 
units in government 
and 100 staff trained 
on PPP 
 
Increased number of 
institutionalized 
Philippines 
Employment 
Services Offices at 
the LGU level to 
200. (baseline 2011 
= 89) 
 
Establishment of 
tourism industry 
skills development 
program 
 
Pilot hospitality 
quality assurance 
and accreditation 
system 

Ongoing projects 
with approved 
amounts 
CDTA: 
Strengthening 
Public-Private 
Partnerships in 
the Philippines 
($9.7 million) 
 
PATA: 
Strengthening 
Institutions for an 
Improved 
Investment 
Climate ($1 
million) in 2011 
 
Pipeline projects 
with estimated 
amounts 
Increasing 
Competitiveness 
for Inclusive 
Growth,  
Subprogram 1 
($350 million) in 
2012 
Subprogram 2 
($350 million) in 
2014 
 
Capacity 
development TA 
for improving 
competitiveness in 
the tourism sector 
($7.0 million grant) 
and TA for 
improving 
employment for 
inclusive growth 
($5.5 million grant) 
financed by CIDA 

Number of persons 
found jobs through 
institutionalized 
PESOs increased by 
10% per annum 
(baseline 2010 = 
1,000 persons per 
PESO) 
 
At least 1,600 
youths placed in 
internships through 
the pre-tested 
JobStart program 
 
At least 5,000 
persons accessed 
skills development 
through the Tourism 
Development Fund, 
with at least 55% 
workers female 
(baseline 2010=0).  
 
At least 500 tourism 
professionals 
achieved mutual; 
recognition under 
the ASEAN 
agreement 
 
100 hostels 
accredited under the 
national quality 
assurance system 
 
At least 15 RIAs 
completed by all 
pilots 
 
6 competitively 
tendered PPP 
projects, of which 2 
are gender-
responsive, are 
implemented. 

ADB = Asian Development Bank, CDTA = capacity development technical assistance, 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. 




