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SECTOR ASSESSMENT (SUMMARY): FINANCE 
 

Sector Road Map 
 
 1. Sector Performance, Problems, and Opportunities 

  
1. The Philippine economy and finance sector have outperformed many regional peers since 
the onset of the 2008 global financial crisis. Economic growth has been impressive, strong inflows 
have produced a sustained current account surplus, and public debt has continued to decline. As 
a result, the country’s credit rating has been upgraded to investment grade. However, underlying 
inefficiencies due to structural impediments remain. Despite the recent progress, the financial 
sector remains small and exhibits illiquidity (Figures 1 and 2). Limited intermediation has 
contributed to a chronic lack of long-term finance that, in turn, has contributed to infrastructure 
bottlenecks that restrain economic growth and development.  

 
2. Bank-based intermediation is limited. As of 31 December 2015, the Philippine banking 
sector accounted for 81% of total financial system assets.1 Although the banking sector exhibits 
strong capital and earnings, it provides limited intermediation to the economy. Bank credit to gross 
domestic product (GDP) is 59%, the fifth highest in Southeast Asia, exceeding only that of 
Indonesia, Cambodia, Brunei Darussalam, Myanmar, and the Lao People’s Democratic 
Republic.2 Moreover, the banking sector remains highly concentrated, with banks reportedly at 
or near their single-borrower limits for lending to conglomerates.3 The recent lapse of the single-
borrower exemption for public–private partnerships and the adoption of Basel 3 will further limit 
the scope of bank support to long-term infrastructure finance.   

 
3. The money and debt markets remain undeveloped. Capital markets provide a viable 
and well-suited alternative to finance long-term investment. Despite recent progress, Philippine 
debt markets still lag relative to the region. As of 31 December 2016, the Philippines’ local 
currency debt market represented 33.7% of GDP. Many of its more advanced regional peers have 

                                                 
1 Bangko Sentral ng Pilipinas. Status Report on the Philippine Financial System. First Semester 2016. Manila. 
2 Asian Development Bank (ADB). 2013. Key Indicators for Asia and the Pacific. Manila.   
3 International Monetary Fund (IMF). 2016 Article 4 Consultation. IMF Country Report No. 16/309. Washington, DC.   

Figure 1: Size of the Financial Sector 

 
GDP = gross domestic product. 
Source: Asian Development Bank. 
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Figure 2: Market Liquidity 

 
OTR = on the run. 
Source: Asian Development Bank. 
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local currency debt markets that exceed 70% of GDP, and local currency corporate debt markets 
are 3–8 times that of the Philippines. Liquidity in the government bond market, the fundamental 
foundation on which wider capital market development is built, is far below what would be 
expected in a country with an investment-grade credit rating (Figure 2). While the turnover ratio 
for government bonds is roughly in line with that of the country’s regional peers, the average bid–
ask spread—a proxy for liquidity—for “on-the-run” securities is higher than that of all the country’s 
regional peers except for Viet Nam and Indonesia. Likewise, bid–ask spreads for off-the-run 
securities are the highest in the region, and average transaction sizes are the smallest. 
 
4. To date, the development of the government bond market has been constrained by the 
absence of a short-term money market and a framework to facilitate arbitrage. The bills-to-bonds 
ratio (0.08 in 2016) is consistently one of the lowest in the region. Until recently, the Bangko 
Sentral ng Pilipinas (BSP) charter did not allow the issuance of its own bills. Without a ready 
supply of treasury bills, the sterilization of inflows from unconventional monetary policies in 
advanced economies relied on administrative rates. This inhibited the effective transmission of 
monetary policy and left the economy without a reliable benchmark interest rate at the short end 
of the yield curve. In addition, the Bureau of the Treasury (BTr) does not hold dealers to minimum 
obligations of participation in primary actions and secondary market making, nor do they offer any 
incentives. Primary dealers lack the inventory management tools, such as repurchase 
agreements and interest rate derivatives, necessary to make two-way markets. Reliance on low-
volume bellwether issues produces a low-confidence yield curve that does not align with market-
oriented actual prices. Compounding this problem, the market suffers from a bifurcation between 
taxable and nontaxable investors, and the unique use of yield instead of price as a basis for 
market transactions has rendered trading between the two universes uneconomical. Finally, 
trading costs, which emanate largely from the usual requirement to map over-the-counter trades 
across an exchange, are arguably among the highest in the region. 
 
5. Strengthening the domestic institutional investor base. The Philippine insurance 
sector represents a potential engine of demand for capital market products, including long-tenor 
instruments. Growth trends remain positive, although from a very low base. The estimated life 
coverage or market penetration rate increased from 16.0% of the total population in 2011 to 37.4% 
in 2014 and to 41.3% in 2015. Insurance density, or the amount of average spending per capita 
on insurance for the year, rose from P859 in 2008 to P1,592 in 2012 and P2,218 in 2015. However, 
the sector remains small as insurance premiums represented only 1.75% of GDP in 2015, lagging 
behind that of Thailand (5.5%), Malaysia (4.3%), and Singapore (6.1%). Historically, restrictive 
investment guidelines coupled with narrow distribution channels and financial literacy issues have 
constrained the sector’s expansion. Although the revised Insurance Code has provided a 
measure of relief, the practice of case-by-case approval of investments continues.4 Increased 
minimum capital levels are expected to drive consolidation, especially in the inefficient nonlife 
sector, and produce higher operating standards and efficiencies. More importantly, the Insurance 
Code has implemented risk-based capital. As of the end of 2014, the Philippine insurance sector 
exhibited a relatively wide mismatch between the present value of its asset and liability cash flows. 
Utilizing a 4.5% discount rate, the mismatch was estimated at P65 billion, reflecting the limited 
inventory of long-duration investments. Implementing a risk-based capital regime will apply a 
penalty charge to the mismatch, which will generate increased demand for instruments such as 
zero coupon and bullet maturity project bonds.   
    

                                                 
4 Project bonds represent an especially challenging alternative given the lack of reliable national credit rating agencies 

(required by the Insurance Code) and the limited capacity of the Office of the Insurance Commissioner to review 
these options for suitability. 
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6. Increasing the diversity of market participants. To increase the availability of project 
finance, encourage higher levels of trading, and diversify business models, the finance sector 
needs a greater diversity of participants with opposing outlooks. Over time, restrictions on the 
foreign ownership of domestic financial institutions have led to the development of a “one-way” 
market, wherein participants practice buy-and-hold strategies. As a result, those seeking hedging 
transactions would be unlikely to find speculators willing to serve as a counterparty at reasonable 
cost. In addition, the lack of alternative business models and institutions has limited the 
development of more sophisticated business and trading strategies that are common to more 
developed markets. The revised Insurance Code, and recent regulatory changes by the BSP have 
provided a framework for greater foreign participation in the domestic market.5 To date, the BSP 
has approved the entry of nine foreign banks: the Cathay United Bank (Taipei,China), Yuanta 
Commercial Bank Company Limited (Taipei,China), Hua Nan Commercial Bank Limited 
(Taipei,China), First Commercial Bank (Taipei,China), Industrial Bank of Korea (Republic of 
Korea), Shinhan Bank (Republic of Korea), Woori Bank (Republic of Korea), Sumitomo Mitsui 
Banking Corporation (Japan), and the United Overseas Bank Limited (Singapore).6 
 
7. Recent development initiatives. Recent reforms have achieved tangible results. In mid-
2016, the BSP launched an interest corridor mechanism utilizing auctions of 7- and 28-day term 
deposits.7 After refinements, the corridor mechanism has succeeded in aligning policy rates with 
market rates through market-based monetary operations. This has enabled the market to 
calculate implied forward rates. Combined with yield-curve maintenance by the BTr, the 
Philippines now has a reliable yield curve out to 10 years. In addition, the Asian Development 
Bank (ADB) has been facilitating capital market development forums with the BTr, the Securities 
and Exchange Commission (SEC), and the BSP. Case studies were utilized emphasizing the 
need to anchor market expectations at the short end of the yield curve and ensure that the 
government’s primary issuance program maintains deep and liquid benchmarks at key tenors. 
These workshops have produced a working draft of a development blueprint to ensure that 
reforms are coordinated and properly sequenced over the medium term. The blueprint includes 
initiatives under the Encouraging Investment through capital market reforms program such as the 
creation of a more formal system of primary dealers and efforts to increase liquidity through a 
repurchase market. Additional initiatives include the posting of prices on the BTr’s webpage and 
broadening participation in the repurchase market. The BSP and SEC have also sponsored 
workshops to identify and establish the prerequisites for developing project bonds.  
 
 2. Government’s Sector Strategy 
 
8. The Philippine Development Plan 2017–2022 continues the government’s emphasis on 
inclusive growth. Under the plan, the government has set a strategic target to reach upper-middle-
income status by 2022. GDP growth has been targeted at 7%–8% per year, in real terms, with 
per capita GDP increasing from $3,550 in 2015 to $5,000 by 2022. The government has also 
targeted a decline in the national poverty rate from 21.6% in 2015 to 14.0% in 2022. To 
accomplish these goals, primary emphasis has again been placed on investment. Public spending 
on infrastructure as a share of GDP is expected to increase from 5.1% in 2016 to 7.4% by 2022, 
or approximately $14.5 billion annually. A diversified funding mix will be utilized, including 
government financing, private capital, and official development assistance. 8  

                                                 
5 Republic Act 10641 or an Act Allowing the Full Entry of Foreign Banks in the Philippines. 
6 Japan’s biggest lender, the Bank of Tokyo–Mitsubishi UFJ, Limited, bought a 20% stake in midsized lender Security 

Bank Corporation last year, boosting the local firm’s capital by P36.9 billion. 
7 BSP. 2016. Revised Framework for Monetary Operations under the BSP Interest Rate Corridor (IRC) System.  
8  Under the PDP, the national budget devoted to infrastructure expenditure is expected to increase from 3.5% to 5.7% 

of GDP by 2022, and resulting GDP growth is estimated to be 1.5–7.0 percentage points higher. 
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9. To raise the necessary fiscal resources, the government will reform tax policy and 
administration and increase local sources of revenue for local government units. Complementary 
reforms will also be implemented to manage the debt portfolio and borrowing mix proactively. In 
addition, the domestic capital market will be broadened and deepened to serve as an alternative 
stable funding source for financing infrastructure and other long-term needs. To establish the 
necessary foundation, an annual issuance program(s) will be formulated to maintain benchmark 
securities and a reliable term structure of interest rates (yield curve). A primary dealer program 
will be launched with performance benchmarks and associated privileges to encourage 
participation and the full take-up of government bond auctions. The BTr will work to boost liquidity 
by reducing friction costs and consolidating outstanding issues, and a repurchase agreement 
program for domestic securities will be launched to support active market-making. Finally, the 
government will deploy integrated financial market infrastructure, considered a key component of 
the financial system, to promote efficiency in the trading, settlement, and delivery of securities. 
 
 3. ADB Sector Experience and Assistance Program 

 
10. ADB has supported reforms in the finance sector with five program loans and technical 
assistance since 1992. Initial engagements focused on the equity markets, followed by a sector-
wide emphasis on governance in response to the 1997 financial crisis. Subsequently, ADB 
provided support to strengthen debt management and capital markets, but realigned its focus to 
financial stability after the 2008 global financial crisis. Since then, internal assessments have 
validated the importance of finance sector development,9

 while a recent program completion 
report covering the Financial Market Regulation and Intermediation Program described the 
program’s outcome as successful and provided useful lessons.10

 Building on the lessons learned, 
technical assistance was used to identify development constraints in the corporate debt market, 
strengthen the SEC’s capacity, and build a tax-deferred savings plan. 11  More recently, a 
collaborative effort between ADB, the International Monetary Fund (IMF), and the United States 
Treasury provided a highly focused diagnostic on constraints to developing the government bond 
market. The resultant action plan is being supported by ADB and the United States Treasury 
through its resident advisor program.12 Complementary support is being provided to support 
ASEAN integration, including efforts to strengthen corporate governance and the anti-money-
laundering regime.13 In addition, ADB supported the revision of the Insurance Code and the 
subsequent introduction of risk-based capital to the insurance sector. 14

 To foster financial 
inclusion and increase the resiliency of the poor, ADB has also provided support to foster the 
development of microinsurance.15

 

                                                 
9 ADB. 2008. Philippines Country Assistance Program Evaluation: Increasing Strategic Focus for Better Results. 

Manila.   
10 ADB. 2013. Completion Report—Financial Market Regulation and Intermediation Program. Manila.   
11 ADB. 2011. Technical Assistance to the Republic of the Philippines for Capacity Development of Financial 

Regulators. Manila.   
12 ADB. 2013. Technical Assistance to the Republic of the Philippines for Strengthening Treasury’s Liquidity 

Management. Manila; ADB. 2014. Technical Assistance to the Republic of the Philippines for Strengthening Treasury 
Operations and Capital Market Reform. Manila.   

13 ADB. 2015. Regional Technical Assistance for Enhancing Association of Southeast Asian Nations Capital Market 
Integration. Manila.   

14 ADB. 2013. Technical Assistance for Capacity Development to Support Regulation and Oversight at the Insurance 
Commission. Manila.   

15 ADB. 2012. Technical Assistance to the Philippines for Capacity Building for Microinsurance. Manila.   
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Problem Tree for Finance 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
  

The nonbank financial system is shallow and does not 
encourage long-term savings and investment. 

Current levels of economic activity are 
insufficient to generate full employment and to 

reduce poverty 

Inadequate investment in 
infrastructure reduces 

competitiveness 

Elevated vulnerability of 
the poor to economic 

shocks 
 

Delivery of financial services is 
concentrated in major population areas, 
restricting access to affordable finance  

 

Nonbank intermediation is limited, and the 
pool of short-term savings is insufficient to 

fund long-term investment needs 
 

 

 

Addressed through the 
Bangko Sentral ng Pilipinas 
financial inclusion program 

 

 

 

 

Government bond 
market is under-

developed and illiquid 

Yield curve is poorly developed 
due to subdued transaction levels  
1. Primary dealers do not make  

 two-way markets 
2. Lack of repurchase  

 agreements and hedging  
 instruments 

3. Bifurcation between investor 
 classes 

4. Fragmentation of issues 
 

 

Domestic investor 
pool is small with a 

short-term time 
horizon 

Inadequate domestic savings and 
investment 

1. Large banking sector with developed 
distribution channels 

2. Limited nonbank products and 
distribution channels 

3. Institutional investors are constrained 
by narrow investment guidelines  

4. High-cost infrastructure and 
administrative burdens 

 

Foreign ownership restrictions 
inhibit diversity 
1. Participants employ common 

 business models 
2. Technical capacity has not  

 developed 
3. Lack of competition  

 suppresses innovation 

Lack of investor confidence 
limits cross-border investment 

1. Noncompliance with 
international standards 

2. Lack of reliable domestic 
credit rating agencies 

3. Governance weaknesses 
 

 

Financial literacy is 
low 

 
 

Capital market lacks 
diversity and depth 


