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ECONOMIC AND FINANCIAL ANALYSIS1 
 
1. Country context. The Philippines has recorded strong economic growth in recent years. 
Its real gross domestic product (GDP) grew at an average annual rate of 6.3% during 2010–2018.  
Nominal GDP per capita rose by 60.8% to $2,976.3 over the same period. The unemployment 
rate fell from 7.5% in 2009 to 5.7% in 2017.2 
 
2. However, economic growth has been less than inclusive. Poverty and inequality remain 
relatively high, although they have declined to in recent years. According to the latest available 
data, 21.6% of the population lived below the national poverty line in 2015 (compared with 11.2% 
in Indonesia in 2015 and 9.8% in Viet Nam in 2016). The World Bank estimated the Gini index, a 
measure of income inequality, for 2015 at 40.1 (against 39.5 for Indonesia for 2013 and 34.8 for 
Viet Nam for 2014).3 The incidence of poverty is significantly higher in rural areas than in urban 
ones, and economic growth and per capita income vary considerably among various regions of 
the country. Hence, a major development challenge facing the Philippines is to sustain the strong 
economic growth and make it more inclusive. 
 
3. Sector context and project rationale. Lack of market competition has been a major 
factor constraining economic growth and its inclusiveness. While the Philippines ranks 56th out 
of 137 countries on national competitiveness in the World Economic Forum’s Global 
Competitiveness Index, 2017–2018, it ranks 95th on domestic competition and 125th on foreign 
competition. Of the determinants of domestic competition, the Philippines ranks particularly low 
on the extent of market dominance (119th).4 
 
4. Markets for many goods and services are highly concentrated. The average four-firm 
concentration ratio for 31 manufacturing subsectors rose from 70.9% in 1988 to 80.6% in 1998, 
with 26 subsectors having a concentration ratio of more than 70% in 1998.5 In 2012, more than 
70% of markets for agricultural products, more than 40% of markets for manufacturers, more than 
95% of markets for transport and storage services, and close to 50% of wholesale and retail 
markets were highly concentrated—with a Herfindahl-Hirschman Index of more than 2,500. 
Manufacturing subsectors are more concentrated in the Philippines than in regional peers, such 
as Indonesia and Malaysia, with a higher proportion of monopoly and oligopoly and a recent 
increase in the number of monopolies and duopolies.6 

 
5. The price-cost margin (PCM), which is another measure of competition, is high in many 
sectors of the Philippine economy.7 The average PCM for 24 manufacturing subsectors rose from 
31% in the 1970s to 34% in the late 1990s. In 2012, more than 70% of markets for agricultural 
products, 60% of markets for manufacturers, 90% of markets for transport and storage services, 

                                                
1  This economic analysis was done in accordance with ADB. 2017. Guidelines for the Economic Analysis of Projects.  

Manila. 
2  This paragraph is based on data from International Monetary Fund. World Economic Outlook Database (April 2018 

Edition). https://www.imf.org/external/pubs/ft/weo/2018/01/weodata/index.aspx.  
3 World Bank. World Development Indicators. https://data.worldbank.org/products/wdi (accessed 10 July 2018). 
4 Global Economic Forum. 2017. Global Competitiveness Report, 2017–2018. Geneva. http://www3.weforum. 

org/docs/GCR2017-2018/05FullReport/TheGlobalCompetitivenessReport2017–2018.pdf.  
5   Aldaba, R. 2008. Assessing Competition in Philippine Markets. Philippine Institute for Development Studies 

Discussion  Paper. No. 2008-23. https://dirp4.pids.gov.ph/ris/dps/pidsdps0823.pdf.  
6 World Bank. 2017. Fostering Competition in the Philippines: The Challenge of Restrictive Regulations. 

Washington, D.C. 
7 The PCM for a product/service is the difference between the price and the marginal cost of the product/service 

expressed as a percentage of the price. It is also known as the Lerner Index. 
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and 80% of wholesale and retail markets had an average PCM of more than 40%. Goods and 
services for which markets have a high PCM include beverages, cement, engine and turbine 
parts, glass and glass products, seaweeds, cassava, papaya, eggs, fertilizer applications, disease 
and pet control services, grain warehouse services, and many types of transport services 
(footnote 6).         

 
6. Regulatory restrictions are a major factor limiting market competition. The Product Market 
Regulation (PMR) indicators developed by the Organisation for Economic Co-operation and 
Development and estimated for the Philippines by the World Bank suggest that the regulatory 
environment in the Philippines is more restrictive than in most of the other 64 countries for which 
the PMR indicators are available.8 The three areas where product market regulation in the 
Philippines seems to create the most significant restrictions to competition are public ownership, 
administrative burden on start-ups, and barriers to trade and investment. An analysis using the 
World Bank’s Market and Competition Policy Assessment Tool shows that 49% of the regulatory 
restrictions belong to the category of rules that discriminate and protect vested interests, 29% are 
related to the rules that are conducive to collusive outcomes or increase costs to compete in the 
market, and 21% belong to the rules that reinforce dominance or limit entry (footnote 6). 

 
7. Until recently, the Philippines did not have a unified competition law. About 30 different 
laws and regulations (including the Philippine Constitution, Revised Penal Code, Civil Code, and 
sector-specific regulations), many of which had outdated provisions and hardly any jurisprudence, 
covered competition-related matters.9 
 
8. Following numerous unsuccessful attempts over more than a decade, the Philippines 
finally enacted a comprehensive competition law, the Philippine Competition Act (PCA), in July 
2015. With the objectives of protecting consumer welfare, advancing domestic and international 
trade, and promoting economic development, the PCA prohibits anticompetitive agreements, 
abuse of dominant positions, and anticompetitive mergers and acquisitions. Its provisions apply 
to all sectors and economic entities, including state-owned enterprises. The PCA also provided 
for the establishment of an enforcing body, the Philippine Competition Commission (PCC). 

 
9. Pursuant to the PCA, the Philippines set up the PCC in 2016. The PCC is an independent 
quasi-judicial body attached to the Office of the President. It has original and primary jurisdiction 
over the enforcement and implementation of the provisions of the PCA and its implementing rules 
and regulations. The functions of the PCC include reviewing proposed mergers and acquisitions 
and prohibiting those that will substantially prevent, restrict, or lessen competition in the relevant 
markets; conducting administrative proceedings; imposing sanctions, fines, or penalties for 
noncompliance or breach of the PCA and its implementing rules and regulations; assisting the 
National Economic and Development Authority in the formulation of a national competition policy; 
and conducting, publishing, and disseminating studies and reports on anticompetitive conduct 
and agreements.10 To perform its functions effectively, the PCC needs substantial capacity 
building. 

 

                                                
8   The PMR indicators assess the extent to which public policies promote or inhibit market forces in product markets 

both economy-wide and in key sectors. The World Bank estimated the PMR indicators for the Philippines, using data 
collected in 2013 as part of the International Finance Corporation advisory services and revised in 2016–2017 for 
estimating the PMR indicators. 

9 Medalla, E. 2017. Understanding the Philippine Competition Act. Philippine Institute for Development Studies 
Discussion Paper. No. 2017-14. https://pidswebs.pids.gov.ph/CDN/PUBLICATIONS/pidsdps1714.pdf.  

10 PCC. 2017. Citizen’s Charter. Manila. 

https://pidswebs.pids.gov.ph/CDN/PUBLICATIONS/pidsdps1714.pdf
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10. Several other government agencies have responsibilities related to market competition. 
The National Economic and Development Authority has the primary responsibility for the 
formulation of a national competition policy. The Office for Competition of the Department of 
Justice is responsible for undertaking the prosecution of all criminal offences arising under the 
PCA and other competition-related laws. In the event of any litigation or court proceedings 
involving competition cases, the Office of the Solicitor General represents the PCC as statutory 
counsel. These agencies also need capacity building to carry out their competition-related 
responsibilities effectively. 
 
11. The Government of the Philippines recognizes the importance of promoting competition 
for sustaining rapid economic growth and making it more inclusive. This is reflected in the 
Philippine Development Plan (PDP), 2017–2022, which lays out the government’s medium-term 
development strategy. The PDP has three pillars: (i) enhancing the social fabric (Malasakit);  
(ii) inequality-reducing transformation (Pagbabago); and (iii) increasing growth potential (Patuloy 
na Pag-unlad). Enhancing market competition is one of the government’s priorities under the 
second and third pillars of the PDP. To foster market competition, the government plans to review 
laws, regulations, and policies that substantially restrict competition; analyze competition issues 
in priority sectors; investigate conduct and agreements that may substantially prevent, restrict, or 
lessen competition; promote competition-related policies and best practices; institutionalize a 
mechanism for implementing the national competition policy; and conduct capacity-building 
activities for the PCC and other government agencies with a competition-related mandate.11 
 
12. Project scope. The proposed project aims to help the government implement the PCA 
and foster the government’s capacity to enforce the competition law. The project will:  
(i) strengthen the institutional capacity of the PCC; (ii) develop a government staff development 
program for competition policy; and (iii) establish an academic center of excellence in competition 
policy and law. 
  
13. Economic cost–benefit analysis. An economic cost–benefit analysis of the project has 
been undertaken to assess its economic viability.   

 
14. Economic costs and benefits of the project are identified by comparing the without-project 
scenario and the with-project scenario and are quantified as much as possible given the data 
constraints. The quantified costs and benefits are expressed in the national currency, the 
Philippine peso (₱), at constant 2017 prices. The calculations use the domestic price numeraire.  

 
15. All estimated financial costs of the project, with the exception of price contingency and 
Asian Development Bank (ADB) financial charges during implementation, are included in the 
cost–benefit analysis. Taxes and duties are subtracted from the financial costs, and then 
converted into economic costs using a shadow wage rate factor of 1.0 for skilled labor and 0.7 for 
unskilled labor, and a shadow exchange rate factor (SERF) of 1.1 for tradable goods. 

 
 The potentially significant economic benefits of the project include 
 

(i) an increase in household welfare because of lower prices, higher quality, and greater 
variety of consumer goods and services; 
 

                                                
11 Government of the Philippines, National Economic and Development Authority. 2017. Philippine Development Plan, 

2017–2022. Manila. 
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(ii) an increase in GDP (including compensation of employees and operating surplus of 
incorporated enterprises) because of more efficient allocation and utilization of 
resources and a resulting one-off rise in total factor productivity (TFP); and 
 

(iii) faster growth of GDP owing to more innovation in the economy and more rapid 
growth of TFP. 

 
 

16. Because of data constraints, only benefits (ii) and (iii) are included in the economic cost–
benefit analysis. To quantify these benefits, GDP is projected to grow at an average annual rate 
of 6.9% in the without-project scenario.12 In the with-project scenario, TFP is forecast to be 
0.001% higher than in the without-project scenario during 2023–2028, and grow 0.001 percentage 
points faster than in the without-project scenario during 2024–2028.13 With these projections and 
only benefits (ii) and (iii), the base-case economic net present value (ENPV) for the project at a 
9.0% discount rate is ₱653.5 million ($13.0 million) and the base-case economic internal rate of 
return (EIRR) is 22.4% (Table 1).  
 
17.    Sensitivity analysis. To assess how adverse changes in the main underlying estimates 
and projections affect the results of the cost–benefit analysis, a sensitivity analysis has been 
undertaken. This analysis shows that a somewhat smaller one-off rise in TFP, smaller 
acceleration of TFP growth, and a greater SERF than in the base case do not separately have a 
significant negative impact on the ENPV and EIRR of the project (Table 2). The ENPV becomes 
equal to zero if the one-off rise in TFP is 74.6% smaller or the SERF is 405.0% greater than in 
the base case, or there is almost no acceleration of TFP growth in the with-project scenario 
relative to the without-project scenario. If the period covered by the cost–benefit analysis is not 
extended accordingly, a delay of 1 or more years in the realization of the project benefits reduces 
the ENPV and the EIRR considerably, with a delay of 3 years or more making the ENPV 
negative.14  
 
 

                                                
12 The projected annual growth rates of GDP during 2019–2023 in the without-project scenario are taken from 

International Monetary Fund. World Economic Outlook Database (April 2018 Edition). 
https://www.imf.org/external/pubs/ft/weo/2018/01/weodata/index.aspx. During 2024–2028, GDP is forecast to grow 
at the same annual rate as in 2023.  

13 The projected increases in the level and growth rate of TFP in the with-project scenario are based on the findings of 
empirical studies on economic benefits of fostering competition in the Philippines and other countries.   

14 If the period covered by the cost–benefit analysis is extended accordingly, a delay in the realization of the project 
benefits does not have a significant negative impact on the project ENPV and EIRR because the analysis captures 
the positive net economic benefits of the project for a longer period.   

https://www.imf.org/external/pubs/ft/weo/2018/01/weodata/index.aspx
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Table 1: Base-Case Estimates of Project Economic Costs and Benefits, 2019–2028 
(₱ million at 2017 prices unless otherwise indicated) 

 

Item 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028   

            

Economic Costs 191.4 261.5 248.3 215.3 195.6 2.8 35.3 35.3 9.6 (27.1) 
 

Investment costs 190.5 260.5 247.3 214.4 194.7 1.8 34.4 34.4 8.6 (28.1) 
 

Equipment and vehicles 37.4 34.4 8.6 4.3 4.3 0.0 34.4 34.4 8.6 (28.1) 
 

Equipment 34.4 34.4 8.6 4.3 4.3 0.0 34.4 34.4 8.6 (27.5) 
 

Vehicles 3.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 (0.6) 
 

Consulting services 41.7 50.6 55.4 54.2 59.3 0.0 0.0 0.0 0.0 0.0 
 

Scholarships, workshops, training, and 
knowledge products 86.6 137.2 141.3 112.3 93.6 0.0 0.0 0.0 0.0 0.0 

 

Research, advocacy, and capacity building 8.7 20.5 24.1 25.6 19.6 0.0 0.0 0.0 0.0 0.0 
 

Administrative costsa 16.1 17.9 17.9 17.9 17.9 1.8 0.0 0.0 0.0 0.0 
 

Recurrent costsb 0.9 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 
 

            

Quantified Economic Benefitsc 0.0 0.0 0.0 0.0 235.3 487.1 521.1 557.4 596.3 637.9 
 

Increase in GDP because of more efficient 
allocation and utilization of resources and a 
one-off rise in TFP 0.0 0.0 0.0 0.0 235.3 251.8 269.3 288.1 308.2 329.7 

 

Increase in GDP because of more innovation 
and faster growth of TFP 0.0 0.0 0.0 0.0 0.0 235.4 251.8 269.3 288.1 308.2 

 
            

Net Economic Benefits (191.4) (261.5) (248.3) (215.3) 39.7 484.4 485.7 522.1 586.7 665.0 
 

ENPV at a 9% discount rate (175.6) (220.1) (191.7) (152.5) 25.8 288.8 265.7 262.0 270.2 280.9 653.5 

EIRR (%) 
          

22.4 

( ) = negative, EIRR = economic internal rate of return, ENPV = economic net present value, GDP = gross domestic product, TFP = total factor productivity.  
a Cost related to the project management unit. 
b Includes the cost of maintaining and operating the equipment and vehicles. 
c The period of realization of the quantified economic benefits is based on the project implementation timetable and existing literature on the effects of enhanced  
   competition in the economy. 
Source: Asian Development Bank estimates. 
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Table 2: Results of Sensitivity Analysis 

Scenario 
ENPV 

($’000) 

EIRR 

(%) 

Sensitivity 
Indicator 

Difference between Switching 
Value and Base-Case Value 

(% of base-case value) 

The one-off rise in TFP because of more 
efficient allocation and utilization of resources 
is 20% less than in the base case 

478.2 19.3 1.3 (74.6) 

The acceleration of TFP growth owing to more 
innovation is 20% less than in the base case 

518.2 20.2 1.0 (96.7) 

The SERF is 20% higher than in the base case 621.2 21.5 (0.2) 405.0 

The realization of the project benefits starts 
1 year later than in the base case 

360.2 16.2 N/A N/A 

( ) = negative, EIRR = economic internal rate of return, ENPV = economic net present value, SERF = shadow exchange 
rate factor, TFP = total factor productivity.   
Source: Asian Development Bank estimates. 

 
18. Distribution of economic benefits. The economic benefits of the project will be shared 
broadly. Official data on the composition of GDP by income suggest that about 35% of benefits 
(ii) and (iii)—that is, ₽542 million or $11 million in present value terms at a 9.0% discount rate—
will accrue to salaried workers in the form of compensation of employees; 58% of the benefits 
(₽895 or $18 million) will accrue to incorporated and non-incorporated enterprises in the form of 
gross operating surplus and mixed income, respectively; and 7% of the benefits (₱116 million or 
$2 million) will accrue to the government in the form of net taxes on production and imports. 
Further, literature suggests that poor households will benefit more than well-off households and 
the rural population will benefit more than the urban population from lower consumer prices; 
owners of labor will benefit more than owners of capital from enhanced market competition; and 
the operating surplus and mixed income of small, medium-sized, and micro-enterprises will 
increase proportionally more than the operating surplus of large enterprises.15  
 

19. Financial sustainability. The project is non-revenue-generating. Its costs will be financed 
from two sources. ADB will provide a project loan of $23.3 million from its ordinary capital 
resources to finance most capital costs and all recurrent costs of the project. The government will 
cover some capital and recurrent costs (totaling $6.0 million) during project implementation. The 
additional revenue that the project will generate for the government in the form of net taxes on 
production and imports will rise from $1.1 million in 2023 to $3.3 million in 2028 and will be more 
than enough to cover all recurrent costs of the project after implementation, pay interest on the 
ADB loan, and repay the loan. Hence, the project is financially sustainable. 

 
20. Overall assessment. There is strong economic rationale for the project. Although the 
Philippines has enjoyed rapid economic growth in recent years, underemployment, poverty, and 
inequality remain relatively high. Lack of market competition has been a major factor constraining 
the creation of good jobs and the inclusiveness of economic growth. With the enactment of the 
PCA and the establishment of the PCC, the government has laid a solid legal and institutional 
foundation for an effective competition policy but lacks the capacity to implement such a law 
effectively. By strengthening the government’s capacity to implement the PCA, the project will 
help the Philippines foster market competition, sustain rapid economic growth, and make it more 
inclusive. 

  

                                                
15 For a review of the literature, see World Bank. 2017. A Step Ahead: Competition Policy for Shared Prosperity and 

Inclusive Growth. Washington, D.C.      
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21. The project is economically viable and financially sustainable (even though not all 
economic benefits of the project are quantified and included in the cost–benefit analysis because 
of data constraints). The economic viability of the project is fairly robust to adverse changes in 
the main assumptions used in the cost–benefit analysis. The incremental budgetary revenue that 
the project will generate for the government will be more than enough to cover all recurrent costs 
of the project after its implementation. 


