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PRIVATE SECTOR ASSESSMENT (SUMMARY)1 
 
A. Overview and Key Issues 
 
1. Private sector performance. Despite its significant role in the economy, the private 
sector's potential as a driver of economic growth remains largely unutilized. The Philippine 
economy suffers from underinvestment.2 Total domestic investment fell from 21.2% of GDP in 
2000 to 14.6% in 2009—below the levels in Indonesia, Malaysia, Thailand, and Viet Nam—while 
private investments fell from 14% in 2000 to just 10.5% of GDP in 2009. In 2010, due to 
improved investor confidence, total domestic investment increased to 15.6% and private 
investment to 11.7% of GDP.3 These investment levels remain low by regional standards, 
however. Similarly, foreign direct investment (FDI) was lower than in the neighboring countries: 
during 2000–2009, the Philippines' FDI level averaged 1.5% of GDP; FDI levels averaged 2.9% 
in Malaysia, 3.6% in Thailand, and 5.7% in Viet Nam during the same period. 
 
2. Business process outsourcing industry. Since 2004, the revenues of the business 
process outsourcing (BPO) industry grew so strongly that in 2009 the Philippines was ranked 
third globally as a BPO destination, led only by the People’s Republic of China and India.4 In 
2004–2009 the industry’s employment and revenues grew on average by 34.5% and 37% 
annually, respectively. BPO’s estimated employment and revenue growth in 2010 was 26%. 
Currently, the BPO industry employs about 544,000 people, of whom 344,000 work at call 
centers. It is estimated that BPO is a source of indirect employment for some 1.3 million people, 
and its share in the country’s GDP is 4.8%. There are signs that the industry is gradually shifting 
from voice-based services (e.g., call centers) toward knowledge-based business (e.g., software 
development, accounting). 
 
3. Promising public–private partnerships (PPPs). The country introduced far-reaching 
PPP reforms in the 1990s. However, following the Asian financial crisis that began in 1997, the 
prevalence of PPPs dropped dramatically and has never fully recovered: from a peak of 15.5% of 
GDP in 1997, private infrastructure commitments declined to an average of 2.1% in 2000–2009. 
Most of the successful experiences with PPPs have occurred in the power sector, while 
successful private investments in other infrastructure sectors have been rather limited due to a 
weak governance environment. 5  There have been high-profile failures, most notably the 
build–operate–transfer (BOT) contract for the third terminal of the Ninoy Aquino International 
Airport. However, there are well-known successful PPPs, such as the 
rehabilitate–operate–transfer arrangements for the North Luzon Expressway Project and the 
BOT contract for the Manila Water Company.  
 
4. Weak business and investment climate. The Philippines is characterized by a weak 
business and investment climate, although the 2011–2012 Global Competitiveness Report of the 
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World Economic Forum reports significant improvements in the country’s competitiveness in 
some areas compared to the previous survey.6 Overall, competitiveness rankings and other 
investment climate diagnostics show that the major constraints to private sector growth continue 
to be inadequate infrastructure, corruption, cumbersome business procedures, poor tax and 
customs administration, barriers to market entry and competition, insufficient access of small and 
medium-sized enterprises (SMEs) to finance, weak property rights, high energy costs, and lack 
of equitable and effective regulation and enforcement.7  On the basis of discussions with 
stakeholders, various private sector development (PSD) constraints have been grouped under (i) 
inefficient state processes, and (ii) inadequate business environment. The first group covers 
issues related to poor governance (including an insufficient institutional and legal framework), 
which increases the risk of corruption. In the second group, inadequate infrastructure and 
insufficient SME access to finance are the most prominent factors affecting the environment in 
which businesses operate. 
 
5. Addressing inefficient state processes. To address inefficient state processes, the 
following measures are suggested: (i) adopt a freedom of information act; (ii) intensify 
implementation of anti-red-tape legislation; (iii) institutionalize and capacitate the function of 
regulatory impact analysis; (iv) improve coordination with local government units during 
preparation of investment projects, and streamline national legislation and the Local Government 
Code; (v) update labor legislation and improve the minimum wage determination system; (vi) 
adopt and institutionalize an antimonopoly framework; (vii) institutionalize the link between the 
judiciary and business and streamline the mechanism for implementation of arbitration awards; 
(viii) reduce the number of business registration procedures and fully operationalize the 
Philippines Business Registry; (ix) simplify taxation of small businesses (including giving 
consideration to exempting small businesses from income taxes in their first three years of 
operation); (x) operationalize financial rehabilitation and insolvency legislation; (xi) complete 
cadastral titling of land and establish a central registry for land titles; and (xii) strengthen the 
National Competitiveness Council to become the main public–private mechanism in PSD policy 
coordination and consultation. 
 
6. Addressing constraints in the business environment. To address constraints in the 
business environment, the following measures are suggested: (i) gradually increasing public 
investments in infrastructure to at least 5% of GDP; (ii) facilitating private investment 
commitment in infrastructure through PPPs and supporting their gradual increase to 4% of GDP 
by (a) improving the PPP policy, legal, and regulatory frameworks; (b) streamlining the 
government’s institutional setup and capacity to effectively promote and implement PPP 
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projects; (c) strengthening systems and capacity to prepare bankable PPP projects; and 
(d) making long-term financing and risk-guarantee mechanisms for the PPP projects available; 
(iii) developing long-term integrated transport infrastructure master plans for Luzon, Visayas, and 
Mindanao; (iv) further strengthening roll-on/roll-off infrastructure; (v) considering gradually easing 
the country’s cabotage restrictions; (vi) enhancing SME access to finance by (a) operationalizing 
the Central Credit Information Corporation, and (b) enhancing the provision of guarantees for 
SME loans; (vii) considering establishment of an agribusiness investment facility to facilitate 
synergy between small and large firms; (viii) developing a sustainable mechanism for providing 
the private sector, including SMEs, with research and development support to foster innovation 
and technology development; and (ix) considering the setting up, with government funding, of a 
venture capital fund to foster growth of innovation-oriented SMEs. 
 
B. Government Support 

 
7. There are three broad areas of government support for private sector development. First, 
microbusinesses and small and medium-sized enterprises (MSMEs) have been supported 
through a range of dedicated programs included in national development plans. Supporting 
MSMEs is one of the 10 strategic support areas under the competitive industry and services 
sector theme of the Philippine Development Plan (PDP), 2011–2016, which has the objective of 
generating 2 million additional jobs through MSME expansion by 2016, and increasing the 
MSME share in gross value added to 40% from the current level of 35.7%.8 Second, the 
Philippines is one of the first developing countries with a BOT law and a dedicated BOT center.9 
The government considers PPPs as the means to overcome the scarcity of government funds 
and finance the country’s immense infrastructure investment needs. According to the PDP, 
promotion of PPPs is a major component of government efforts to create a better business 
environment and improve productivity and efficiency. Third, investments (generally) and FDI (in 
particular) were facilitated by the government, with a focus on large projects, for which there was 
lack of domestic financial resources or expertise. Improvement of investment promotion areas is 
also one of the 10 strategic support areas under the PDP, with the objective of having, by 2016, 
some P3,800 billion in cumulative investments approved by government agencies that deal with 
investment facilitation and economic zones.10 
 
C. ADB Support 
 
8. Past support for private sector development. ADB has supported PSD through public 
sector projects in the areas of public sector management, finance, energy, and transport. The 
2008 country assistance program evaluation (CAPE) assessed ADB’s support in the public 
sector management, finance, and energy sectors successful.11 In 2007–2010, ADB’s major 
support to investment climate-related reforms was through the Development Policy Support 
Program cluster, which helped lower transaction costs for business startups by supporting, on a 
programmatic basis, the government’s efforts to simplify regulations, establish the enterprise 
registration system, and develop a handbook on good practices in enterprise registration by 
LGUs.12 While the CAPE rated ADB’s public sector support in the public sector management, 
finance, and energy sectors successful, performance of the transport sector operations was 
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assessed partly successful. The major cause for this poor performance was slow progress in 
procurement and problems with land acquisition and resettlement. In 2006–2009, dedicated 
support to PSD was provided by the SME Development Support Project, which has been 
successful in improving SME access to finance.13 
 
9. Past support for private sector operations. In 1995–2009, 14 private sector operations 
(PSOs) were approved for a total of $1,143 million. The number and amount of approved private 
sector transactions declined in 2001–2007, with a total of four projects. The finance (26%) and 
energy (46%) sectors had the largest shares among the approved 2001–2007 operations. 
However, $655 million or 57% of these operations were cancelled due to financial problems of 
the companies, and implementation and operational disputes between the project sponsors and 
the government. Support through PSOs has been relevant. Despite being small in amount and 
number, the CAPE indicates that PSOs in local government units and housing finance 
complemented the overall PSD-related work of ADB and were in line with government and ADB 
strategies. PSOs also supported privatization and rehabilitation of generation plants under the 
2001 Electric Power Industry Reform Act, which contributed to the enhanced efficiency of the 
power sector.14 Meanwhile, the financing of the North Luzon Expressway helped to significantly 
reduce transportation costs and time, as well as traffic congestion, in the northern provinces of 
Luzon. 
 
10. Proposed support for private sector development. Facilitation of PSD will be 
mainstreamed throughout the CPS with a strong emphasis on policy reforms and catalyzing 
public and private investments by scaling up transport and energy investments and providing 
opportunities for PPPs in the social and other sectors. Policy reforms will be supported to 
(i) improve the quality of competition and regulation, including for PPPs; (ii) enhance fiscal policy 
and expenditure management; and (iii) strengthen the judiciary.15  
 
11. Proposed support for private sector operations. The Private Sector Operations 
Department (PSOD) will continue to be responsive to the needs of the private sector, and 
oriented by the priorities of the government, with a focus on catalytic initiatives, thereby 
stimulating PSD. PSOD and the Southeast Asia Department (SERD) will collaborate and, if 
needed, suitably augment each other’s operations to magnify the development impact of their 
support to the private and public sectors, respectively. 16  In infrastructure, there will be 
operational emphasis on the development of critical national and local infrastructure projects in 
(i) energy; (ii) water and sanitation; (iii) transport (including toll roads, ports, and mass transit 
systems); and (iv) education; as well as (v) infrastructure finance; and (vi) well-targeted, 
innovatively designed, and market-driven financing for MSMEs. PSOD will also support clean 
energy projects through its investments in private equity funds operating in the Philippines. 
Special attention will be paid to supporting PPP opportunities across all operations in the 
Philippines, and through joint project and knowledge work with SERD. 
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