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PROGRAM IMPACT ASSESSMENT 
 

I.       Executive Overview 
 

1. Although the economy of the Philippines is growing steadily, investment remains a 
vulnerability. Capital formation represents a low proportion of overall output, and infrastructure is 
poor. The reforms in this subprogram address that concern by sponsoring reform of the capital 
markets. Building on subprogram 1, subprogram 2 provides additional quantifiable net benefits of 
$437 million by improving bond and money markets, lifting integrity in the securities markets, and 
enabling investment. These net benefits exceed the loan value of $300 million.  

 
Table 1:  Costs and Benefits of Subprogram 2 

Present Values in USD million* 
2.  

 
Output     1 
                 2 
                 3 

Benefits Costs Net Benefits 

379 125 254 

111 83 28 

163 8 155 

Total 653 216 437 
*Totals may not agree due to rounding. 

 
2. The reforms complement a substantial uplift of around $1.2 billion in subprogram 1. Many 
of the reforms in the current subprogram – such as the formal introduction of retirement income 
savings accounts and the further efficiency gains in money and bond markets – flow from a 
continuation of reforms announced previously. 

 
3. Most of the attendant benefits accrue through reform in the government sector. 
Improvements in the structure of financial markets are expected to return better pricing outcomes 
on government securities and a reduced burden on the taxpayer. The reforms also produce 
quantifiable gains to bank customers, and they will ease some costs of compliance over the long 
run. In addition to these gains, there are some less quantifiable improvements to the capital 
markets. The introduction of risk-based capital requirements for insurers will alleviate risks in that 
industry, and there are a number of necessary reforms to prevent corporate corruption.  

 
4. Most of the costs of the reforms are technical or administrative. Improving the financial 
system architecture of the Philippines will require commitment by government, and a number of 
the reforms include significant wage costs as well as licensing costs for new systems. The 
incentives that will be needed to generate better participation of eligible dealers in the primary 
government bond market are another important expense under the program. A better funding 
model for the SEC will also deliver some costs in the short run, but significantly better corporate 
governance over the longer term. 

 
II. Development Problem and Constraints  

 
5. The Philippines grew at a solid annualized rate of 6.8% in the fourth quarter of 2016, and 
the International Monetary Fund (IMF) is predicting growth of 6.7% this year.1 Yet investment 
contributes too little for these results to be sustainable over the long term. Gross capital formation 
represented only 20% of GDP. This is the lowest rate among the nine reporting countries in 

                                                
1   IMF (2016), “Philippines: Staff Report for the 2016 Article IV Consultation” 

http://www.adb.org/Documents/RRPs/?id=48427-002-3
http://www.adb.org/Documents/RRPs/?id=48427-002-3
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ASEAN in 2015.2 The current account –which identifies the excess of domestic savings over 
investment– has been in surplus.  
 
6. The results of under-investment are apparent in the low quality of Philippine infrastructure. 
The Philippines places 47th in the 2015-2016 World Economic Forum’s competitiveness ratings, 
but it scores 90th (of 147 countries) in terms of the quality of its infrastructure. It spends less than 
3% of its gross domestic product (GDP) on infrastructure, and the IMF reports that the ratio of its 
public capital stock to GDP is less than half the ASEAN average (footnote 1). The same IMF 
research suggests that a 2 percentage point increase in infrastructure’s share of GDP would raise 
output by between 4.5% and 6% after fifteen years, even without any improvement in the 
efficiency of that investment. 3 

 
7. Philippine capital markets, and particularly the government’s management of them, are 
partly responsible. In the absence of effective liquidity transfer systems within the money market, 
large pools of reserves in the form of a Bond Sinking Fund (BSF) have developed as a source of 
contingent liquidity. Since the BSF represents around 8% of GDP, the under-utilized funds impose 
a significant macroeconomic cost. The lack of robust trading also implies a high likelihood of 
capital mispricing.  

 
8. Three contributing factors have been particularly influential. First, the government has a 
large number of securities on issue, and this has complicated the management of liquidity. The 
Bureau of the Treasury (BTr) has been consolidating its issuance, but there are still 86 Treasury 
issues outstanding. A second contributing factor has been the weak forecasting capability of the 
central bank. BTr lacks modern technology and expertise for monitoring and projecting liquidity 
risk. Treasury systems are outdated, and under-staffing has been an issue. The preservation of 
large and expensive liquidity pools represents, in part, a form of compensating risk mitigation.  A 
third factor has been the absence of a repurchase (or repo) market. Repo markets are universally 
used in advanced markets to transfer liquidity within the system so that only relatively small buffers 
of central bank liquidity are needed to support the system. The Philippines lacks the operational 
infrastructure for properly functioning repo markets, and so participants in the market need to hold 
more funds than is optimal. This restricts the flow of capital to more productive uses. 

 
9. Predictably, these various weaknesses in the money market are reflected in the condition 
of the bond markets. Local currency bond issuance is small by regional standards. The Bank for 
International Settlements records local currency bonds on issue relative to GDP as being the 
second smallest in a comparator group of eight East Asian bond markets.4  Public sector issuance 
is of particular interest, since it is the major vehicle for debt-based financing of infrastructure. 
Government bond transaction sizes are among the lowest in East Asia, and off-the-run transaction 
sizes are the smallest.5 The efficiency of the primary market has been greatly reduced by the 
overall inactivity of primary dealers in the secondary markets. Moreover, taxation issues have 
also stifled liquidity in the secondary markets and bid-ask spreads are among the widest in the 
East Asian markets as surveyed by the Bank for international Settlements (BIS).6 

 
10. In addition to having weakened government fund-raising capacity, structural flaws in the 
government bond market have hindered the corporate debt market. Measured relative to GDP, 
the Philippine corporate bond market is one of the smallest in ASEAN. Corporate bonds account 

                                                
2 For comparison, the average ratio for these economies was 49%. 
3  T. Komatsuzaki (2016), “Improving Public Infrastructure in the Philippines” IMF Working Paper WP/16/39 
4  BIS papers #85“A spare tire for capital markets: Fostering corporate bond markets in Asia”, p.3. 
5  ADB. AsianBondMonitor, March 2017.  
6  Ibid.p.14. 
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for only 17% of total issuance, and the industry is tightly concentrated. The top 30 companies 
account for 87% of the market, and more than half of that issuance is from entities that can be 
clearly classified as related to either banking or property.7 Only high-quality, locally-rated issuers 
can tap the market. Investors cannot hedge nor can they create synthetic positions in bonds via 
the credit default swap market.  

 
11. The corporate bond market is also being restrained by poor corporate governance. 
Corruption in the Philippines is a major impediment to business, and levels of trust are low. World 
Economic Forum rankings are again illustrative. The Philippines’ ranking of 47 out of 140 
surveyed countries in terms of its overall competitiveness is well above its ranking of 62 in terms 
of confidence and trust in its financial institutions. The inability of the Philippines to cooperate with 
the International Organization of Securities Commissions’ (IOSCO) enforcement activities has 
also prevented it from signing a Multilateral Memorandum of Understanding and acceding to full 
membership. The resulting inability to cooperate in international investigations of securities 
activities has restricted investment inflows and prevented the Philippines from taking up its 
announced commitment to the Asia Region Funds Passport –a regional initiative which facilitates 
multilateral investment flows.  

 
12. Traditional bank intermediated credit markets have failed to compensate for these and 
other shortcomings of the bond market. Credit aggregates, liquidity levels and profitability 
measures all indicate that the banking system is not efficiently converting deposits into loans. 
Broad money, relative to GDP, is very low at 74%, while liquidity is high.8 In 2015, the ratio of 
bank liquid reserves to assets (32%) was the highest of the seven reporting ASEAN countries. 
Historically, the banking sector has been inefficient. Cost to income ratios of around 60% are 
significantly above ASEAN averages, and high net interest margins (of around 320 basis points), 
are needed to maintain profitability.9,10 

 
13. There are also buy-side impediments to better capital market outcomes. Tan (2013) finds 
a role for persistent dependence on consumption-led growth in discouraging credit growth.11 In 
addition, the IMF has more recently identified a need for a much stronger institutional investor 
base (IMF, 2016). Pension fund assets are currently only around 3% of GDP, and life insurance 
premium relative to GDP is only 1.25%. Problems affecting the industry have included a lack of 
risk-based capital adequacy requirements and weak taxation incentives for investment by 
individuals. Poor standards of corporate governance may also have discouraged individuals from 
the long-term investments associated with insurance. According to the World Economic Forum, 
the Philippines places 51st in terms of the quality of governance in its private institutions –slightly 
below its overall competitiveness ranking of 47th.  

 
III. Reform Program 

 
14. The reforms address factors constraining the structure of the capital markets and the 
governance of institutions that rely on them.  
 
15. The first set of reforms in Output 1 directly addresses the deficiencies in the money 
markets. One of its focal points is the reform of the BTr’s operations. The output recognizes that 

                                                
7  ADB. 2017. Asia Bond Monitor. Manila. 
8  World Bank. World Development Indicators. 
9  Global Financial Database, World Bank. 
10 Bangko Sentral ng Pilipinas. “Philippine Banking System: Selected Performance Indicators”. 2016. 
11 M. Tan (2013), “Determinants of Credit Growth and Interest Margins in the Philippines and Asia”, IMF Working Paper   

WP/12/123. 
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the BTr has modernized its procedures to include a formal cash management function, and has 
provided additional resources to support and strengthen liquidity forecasting and risk 
management. BTr has also consolidated the number of government bond issues outstanding. 
Together, these reforms are expected to contribute to reduction in the size of the BSF to a level 
that provides cover for 2 years of debt service.   

 
16. An important complementary reform is BTr’s effort to improve its governance of the 
primary bond market. The primary auction market in the Philippines is structurally weak. While 
participation is currently high, participation is limited to a few active dealers and participation is 
neither guaranteed or consistent –which likely leads to sub-optimal pricing results. Output 1 offers 
these dealers a range of incentives –possibly including green-shoe auctions– to provide 
significant and consistent levels of participation. These reforms will generate the most significant 
of the expenses for the output. Green-shoe auctions, for example, are rights to buy more 
securities in the primary market than the government had originally offered. This would force the 
government to deliver some securities at a price that is not necessarily optimal, but the greater 
participation would improve pricing along the term structure. The incentives to dealers will also 
include access to a securities lending program.12  

 
17. Finally, the money and government bond markets will also be improved under output 1 via 
the development of a Global Master Repurchase Agreement (GMRA). The Securities and 
Exchange Commission (SEC), BTr and BSP have cooperated in the development of the 
necessary enabling environment. GMRAs are used by market participants as the basis for lending 
securities in exchange for cash, and they are important to the pricing of short-term exposures and 
the absorption of liquidity at a system level. They also provide market-markets with the ability to 
go short, thereby facilitating the active provision of firm 2-way prices. 

 
18. Output 2 is concerned heavily with insurance. The Philippines is under-insured, with 
premium revenue in the life sector declining by around 3% in 2016 over 2015.13 Incentives for 
both industry and individuals are needed to improve the situation. The launching of PERA 
addresses these needs. PERA accounts have been in the pipeline since 2008. They are a form 
of tax concessionary retirement income saving and, under the auspices of this output, the 
government has finally launched them with licensed account administrators.14 

 
19. The insurance industry has also suffered from weak capital adequacy. At present, the 
sector has a mismatch between its short-dated asset profile and its longer dated liabilities which 
has been estimated at around $65 billion. Thus, reforms to close this mismatch dovetail with the 
bond market reforms in output 1. The insurance industry’s liabilities are intrinsically long-dated, 
and the shortage of longer dated bonds has contributed to mismatches of assets and liabilities. 
Access to longer dated instruments should alleviate the industry’s chronic over-exposure to 
movement in the term structure. First, this issue has been addressed, indirectly, through the new 
insurance law which applies risk-based capital adequacy standards to insurers. These standards 
will serve to reduce the chronic mismatch. In addition, reforms have been introduced to directly 
address the mismatch by authorizing the sector to invest in infrastructure and infrastructure 
related PPP bonds. 

 
20. Several improvements in output 2 also involve the SEC. Foremost among them is a 
planned change to the regulatory funding model. The SEC’s current funding model depends on 

                                                
12 This has been formally recognized in the valuation as a cost to taxpayers.  
13 Mg Padin (2016), “Insurance Industry Posts Flat Growth in 2016”, PhilStar, 19 February 2017. 
14 The increment to PERA in this subprogram is over and above benefits and costs identified in subprogram 1. 
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disbursements from the government which typically leaves the agency short-funded. Under 
Output 2, the SEC is lobbying for a more autonomous levy-based funding model, which would 
see a considerable increase in its supervisory resources over the medium term. Finally, the output 
marks a transition to a stronger regime in data management. The SEC has launched a project to 
convert the submission of reports into modern XBRL format. This should improve efficiency in 
report delivery and raise the overall quality of data.  

 
21. Output 3 also includes the opening of financial markets to foreign participants. The 
initiative is general in its effect, but it has so far been felt most strongly in banking with nine new 
foreign participants. With net interest margins in the sector relatively high, the new entrants are 
expected to generate competitive pricing improvements for the sector as a whole.  

 
22. The SEC has also designed a corporate governance roadmap and completed the ASEAN 
corporate governance scorecard for 2014-15. The scorecard was jointly developed by the ASEAN 
Capital Markets Forum and the ADB as a diagnostic tool and a means to harmonize corporate 
governance standards across the region. In addition, the SEC promulgated a new Code of 
Corporate Governance for Publicly Listed Companies. This forms an element of the wider 
Corporate Governance Blueprint for the Philippines. The SEC is also preparing itself to sign a 
memorandum of Understanding with IOSCO on the exchange of information, which should, in 
time, lead to greater foreign investment inflows. 

 
23. Not all the corporate governance initiatives in outputs 2 and 3 have readily quantifiable 
benefits, but there is good evidence that better standards of corporate governance lift corporate 
valuations and therefore the attractiveness of the capital markets. Cheung et al (2014) find that 
listed securities in several Asian economies (including the Philippines) have appreciated in 
response to higher standards of corporate governance.15 

 
IV. Benefits and Costs of the Reforms  
 
Methodology 
 

24. The Assessment defines costs and benefits in terms of present values. This facilitates 
comparisons with the notional value of the loan, and it renders flow measures comparable with 
one-off events. For simplicity, benefits and costs are assumed to have immediate effect, and there 
are no phase-in or ramp-up assumptions around them. Both benefits and costs are assumed to 
be ongoing in perpetuity unless otherwise stated.  

 
25. Several of the inputs to the calculations are used repeatedly. On advice from the ADB’s 
Economic Research Department, a social rate of discount of 9% has been assumed. The 
exchange rate has been fixed at 50 PHP to the USD, and the calculations assume a short-term 
official interest rate of 3.5%, a long-term interest rate of 5.2%, and an inflation rate of 3.4%. The 
calculations also assume an annual cost for skilled full-time staff of USD 25,000.  

 
Benefits 
 

26. Total quantifiable benefits in output 1 have been assessed at $379 million. The bulk 
consist of savings derived through improved treasury management and, in particular, reductions 

                                                
15 Cheung, YL et al (2014) “Corporate Governance and Firm Valuation in Asian Emerging Markets”, in Boubaker and 

Nguyen (eds), Corporate Governance in Emerging Markets, Springer-Verlag. 
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in the BSF to cover two years of debt service. This initiative has reduced the cost of carry on the 
BSF to taxpayers and increased the accessibility of capital for more productive uses. The 
government has estimated the reduction in the size of the BSF at $12.2 billion and the cost of 
carry at 0.189% at the end of 2016. The present value of the implied debt service cost saving is 
around $257 million.  

 
27. Output 1 also generates benefits via an uplift in the efficiency of the money and bond 
markets. These measures include better cash management by the BTr, the launch of a repo 
market and the creation of incentives to encourage stronger dealer participation in the primary 
government bond market. These reforms are all difficult to value individually, and for this 
assessment, they have been assumed to collectively deliver to the taxpayer a five-basis point 
saving on new bond issuance. This assumption is approximately equal to the current bid/ask 
spread on government bonds –a figure which provides a natural measure of the costs of operating 
in the market. Assuming that new issuance remains at the level reported over the last four 
quarters, the five-basis point saving would have a present value of around $122 million.   

 
28. Most of the benefits generated in output 2 are hard to measure. There are some gains to 
the introduction of XBRL-based reporting. Better reporting standards will lower compliance across 
all reporting entities over the long run and improve the quality of reporting. The calculations 
conservatively assume savings of 400 full-time staff across reporting entities, with a present-
valued cost reduction of $111 million.   

 
29. Prominent among the non-quantifiable benefits of Output 2 are the benefits of reforming 
of the insurance market. Although these cannot be measured under the methodology used for 
this assessment, panel data research on the ASEAN region identifies statistically significant and 
positive impacts on GDP from stronger insurance markets.16 The application of risk-based capital 
requirements to ensure better matching of asset and liability tenors is clearly of benefit to the 
stability of the industry. It may therefore enable the industry to borrow on better terms and to 
provide an expanded product offering. Further, to the extent that the industry is perceived in the 
market as a potential source of systemic risk and a contingent liability for the government, 
improvements in its risk management lower the cost of publicly issued debt.17 Other benefits in 
output 3 are likely to be valuable, but their quantitative impacts will become clear only over the 
long run. These reforms include meeting necessary pre-conditions for full accession to IOSCO as 
well as lifting corporate governance standards via the ASEAN corporate governance scorecard.  

 
30. Output 2 also features the launch of the PERA scheme. No quantifiable benefits or costs 
have been included for this, because the value of the initiative was registered in subprogram 1, 
and a review of the benefits in that subprogram suggests no need to revise the original estimates. 
Even so, the program has advanced, and the greater certainty of the net benefits significantly 
increases the overall value of recent capital market reforms in the overall program.  

 
31. A major quantifiable benefit in Output 3 flows from the relaxation of restrictions on the 
entry of foreign financial institutions. As previously noted, the Philippine banking system needs 
greater efficiency. If competition achieves this, and if it lowers net interest margins, gains accrue 
to bank customers. For the purpose of calculating the implied gain, a one-basis point change on 
new credit has been assumed. This is effectively the minimum improvement that could be 
assumed, and it delivers a present-valued uplift of $163 million.  

                                                
16  Pradhan, RP et al (2016) “Insurance penetration and economic growth nexus: Cross-country evidence from ASEAN”, 

Research in International Business and Finance, 36, pp.447–58. 
17 These effects are intrinsically difficult to measure. 
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Costs 
 

32. A significant cost of output one will be the provision of incentives for dealers in the 
government bond market to participate more aggressively in auctions. These incentives have 
been valued on the assumption that all new issuance will increase the cost of debt, because the 
government will be supplying to the market on less than optimal terms. The magnitude of the 
increase is difficult to estimate, but an amount that lies within the bid-offer spread seems 
appropriate, and one basis point has been assumed. Applying this cost to the entire stock of new 
government debt returns a conservative estimate of cost. These assumptions, together with a 
projected increase in the incentives have been present-valued at $98 million. This total cost 
moves in proportion to the assumed size of the basis point increment.  

 
33. Other costs in output 1 include the costs of purchasing, licensing and installing new 
systems for the new securities registry (Montran) and the Trasset system for Treasury. In each 
case, purchase and installation costs have been estimated at $2 million with ongoing licensing 
fees of $500,000. Adding the up-front costs to the present value of the licensing fees and summing 
across the two systems returns a present valued cost of $15 million. Output 1 also has costs 
associated with the improvement in Treasury functionality. Costs of $1 million for systems have 
been imputed, and ongoing costs of an extra twenty staff have been assumed. This delivers a 
present-valued cost of approximately $7 million. In addition, the creation of a GMRA is assumed 
to have created administrative costs in government worth $6 million.  

 
34. In output 2, XBRL reporting will carry some initial costs to industry and government. Costs 
of $35 million have been assumed for this initiative, reflecting an assumption of 1,000 people 
working within industry and government to implement the reforms. Other costs in the output 
include compliance with the ASEAN insurance regime. These include initial and ongoing costs 
represented by the present value of wages, and they have been estimated at $16 million. Finally, 
the costs for this output cover increased funding for the SEC. This has been estimated as a 5% 
increase in revenues over 2015 levels, based on the assumptions that expenditure will need to 
keep pace with economic growth and that the SEC would be able to retain a higher proportion of 
its revenues under a more autonomous, industry-based system. It is valued at $32million.  

  
35. Costs in output 3 are small and mainly administrative. Costs associated with the ASEAN 
scorecard and SEC roadmap are assumed to total $4 million based on the assumption that eighty 
staff were required for one year and that there are no other ongoing costs associated with these 
initiatives. In addition, the cost estimates allow for the employment of fifteen specialized staff at a 
present valued cost to taxpayers of $3 million to conduct surveillance of the fixed income market. 
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Summary  
 

These are summary costs and benefits of the major policy initiatives under Subprogram 2, including those which are less readily quantifiable. Full descriptions of the 
initiatives are contained in the policy matrix for the Program. 

 

Channel Policy 
Matrix 

References 

Description Benefit Cost Net Benefit 
(where 

quantifiable) 

Money market 
enhanced 

 

Items 1–6 Measures include 
consolidation of 
government bond 
issues, and a reduction 
in the size of the BSF. 

Collectively, these measures 
deliver a more reliable yield curve 
and better capital pricing across the 
economy. Efficient money markets 
reduce funding costs for banks, and 
the benefits accrue to bank 
customers and shareholders. Some 
benefits may also accrue to 
taxpayers, if sovereign risk declines 
because of a safer banking system. 
Benefits are estimated at  
$257 million. Higher trading 

volumes should produce a further 
benefit of $122 million. 

The main cost of this set of 
reforms is to provide incentives 
for better conduct in the primary 
dealer market. Total costs are 
estimated at $98 million. There 

may also be some minor 
administrative costs. Resource 
costs add a further $13 million. 

$268 million 

Treasury operations 
improved 

Items 7–9 Improvements within 
the BTr itself including 
new scripless IT 
registry systems and 
better risk 
management. 

Better Treasury operations reduce 
liquidity risk premia in the market 
and raise bond values, lowering 
debt service costs to taxpayers.  
These investments are required for 
the success of initiatives 1 - 6 and 
produce no directly quantifiable 
benefits. 

There are modest infrastructure 
costs to improving Treasury 
operations. These are mainly 
incurred by taxpayers and they 
total $16 million. 

$16 million 

Regulatory 
environment enabled 

 

Items 10–13 Consolidation of the 
insurance sector, 
together with improved 
risk management 
regulations.  

 
PERA accounts to be 
supported by vetted 
and licensed 
administrators.  

Initiatives to raise capital standards 
in the insurance industry will deliver 
greater stability for the industry but 
are not readily quantifiable. 

 
 

Better private savings outcomes 
through the PERA savings system 
will provide income security for a 
larger proportion of the population.  
 

Stronger savings outcomes are 
generated via tax incentives, and 
so taxpayers incur some costs.  

N/A 
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Channel Policy 
Matrix 

References 

Description Benefit Cost Net Benefit 
(where 

quantifiable) 

 Reduction in costs of 
financial transactions 
 

Items 14–16 Tax harmonization 
process initiated 
 
 
 
XBRL reporting 
introduced 

Tax harmonization initiatives will 
register a benefit over the long run 
and have not been quantified in this 
assessment. 

 
XBRL reporting will lead to 
efficiency gains estimated at  
$111 million. It will have important, 

non-quantifiable benefits in terms of 
improved speed and quality of 
reporting.  

XBRL reporting is expected to 
have a cost of $35 million. SEC 
reforms will cost $32 million 

$44 million 

 Barriers to entry 
reduced 

Items 17–19 Foreign financial 
institutions given 
greater access to the 
Philippine market. 
 
Legislative basis for an 
MOU with IOSCO 
established.  

Benefits include a more competitive 
financial system, resulting in gains 
for bank customers. Benefits are 
estimated at $163 million. 

 
The IOSCO negotiations will meet 
an important precondition for 
investment liberalization that will 
flow at a later date. 

There are no substantial costs 
associated with this set of 
initiatives 

$163 million 

Corporate governance 
strengthened 

Items 19–21 Completion of the 
ASEAN scorecard 
 
 
Improvements to 
surveillance of the fixed 
income market.  

The ASEAN scorecard will lower 
levels of corruption and thereby 
improve productivity,  
 
The benefits from this initiative are 
not directly quantifiable but are 
integrated with others. Fixed 
income surveillance, in particular, 
will be needed to realize benefits in 
output 1. 

 

The costs of these initiatives are 
essentially administrative and 
have been estimated at a 
combined $24 million.  

$24million 

 

    BTr = Bureau of the Treasury, USD = US Dollars, PHP = Philippine peso. 


