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Foreword

We are experiencing a technological revolution that is altering the way we 
live. While it presents opportunities for growth, the true extent to which 
the benefits of today’s revolution can be reaped depends largely on our 
ability to adapt to the global disruptions. This cannot be done overnight 

obviously, as it requires careful consideration of the multifaceted reality of the Fourth 
Industrial Revolution (FIRe). 

This has inspired the Philippine Institute for Development Studies to make FIRe the 
theme of its 2017–2018 Economic Policy Monitor (EPM). In this issue, we gathered the 
insights of PIDS senior researchers and outside experts on matters relating to FIRe, such as 
its potential socioeconomic impacts and the transformations it brings, covering the entire 
systems of production, management, and governance.

Moreover, serving as a background is a chapter that analyzes the country’s macroeconomic 
scenario in the past year and the economy’s outlook in the coming year. Another chapter 
also reviews the policies adopted by the government during the period and assesses their 
merits and limitations. 

We hope this EPM issue will contribute to a better understanding not only of the emerging 
technologies of FIRe and the opportunities and challenges that arise from their adoption in 
the country, but also of the macroeconomic performance of the Philippine economy and the 
effects of public policies. 

 CELIA M. REYES
 President





ix

Acknowledgment

The Economic Policy Monitor (EPM) is an annual publication of the Philippine 
Institute for Development Studies. The 2017–2018 issue highlights the 
complexity of the fourth industrial revolution (FIRe) and its impact on the 
country’s economic development. This issue is made possible through the joint 

effort of several people.
Chapter 1 was written by Josef T. Yap, Nicoli Arthur B. Borromeo, and Gabriel 

Iñigo M. Hernandez. It assesses the country’s economic progress in 2017 vis-à-vis the 
implementation of the Tax Reform for Acceleration and Inclusion Law and looks at 
prospects for 2018–2019 at a macroeconomic perspective.

Chapter 2 provides policy updates on key sectors of the economy. It contains 
contributions from Aubrey D. Tabuga on poverty reduction; Jose Ramon Albert on 
social protection for the elderly; Connie B. Dacuycuy on women and energy; Marife M. 
Ballesteros on housing; Michael R.M. Abrigo and Danica Aisa P. Ortiz on health; Aniceto 
C. Orbeta Jr. on education; Sonny N. Domingo on environment and natural resources; 
Francis Mark A. Quimba on industry; Ramonette B. Serafica on trade; and Charlotte 
Justine D. Sicat on fiscal policy.

Chapter 3, the theme chapter of this issue, on “Preparing the Philippines for the Fourth 
Industrial Revolution: A Scoping Study” was written by Elmer P. Dadios, Alvin B. Culaba, 
Jose Ramon G. Albert, Aniceto C. Orbeta Jr., Vicente B. Paqueo, Ramonette B. Serafica, 
Argel A. Bandala, and Jose Carlos Alexis C. Bairan. It focuses on emerging technologies 
associated with FIRe and the opportunities and possible threats in the adoption of said 
technologies, specifically their impacts on the labor market, education and human capital, 
social protection, trade and investment, and sustainable development.

Acknowledgments go to the Research Information Department, particularly Sheila V. 
Siar for editing this volume and Maria Judith L. Sablan, Jane C. Alcantara, Carla P. San 
Diego, and Rejinel G. Valencia for coordination and editorial support.





xi

Executive Summary

The world is once again experiencing another industrial revolution. However, 
while the three earlier revolutions have generally revolved around physical 
production and its advancement, the Fourth Industrial Revolution (FIRe) has 
blurred the lines among the physical, digital, and biological spheres. It has 

disrupted almost all industries across the globe, covering the entire systems of production, 
management, and governance.

The pace at which the technologies are emerging, however, has already made the 
existing regulatory models antiquated in the face of innovation. Despite this scenario, many 
governments, including that of the Philippines, are still using these models in crafting their 
governance approaches with respect to FIRe. The problem resulting from this is the possible 
slowdown, if not the killing, of innovation. 

The Philippine Institute for Development Studies (PIDS) has long recognized this 
gap between technology and regulation. To this end, it held the Fourth Annual Public 
Policy Conference in September 2018 with the theme, “Harnessing the Fourth Industrial 
Revolution: Creating Our Future Today”. During the said event, experts advised the 
Philippine government to adopt an innovation principle, not a precautionary principle. This 
principle shifts the burden to the government and regulators to show that a new technology 
or new business model will cause potential harm to society or consumer. The adoption of 
the innovation principle is seen to promote the growth and emergence of FIRe technologies. 

To have a better grasp of FIRe and its impacts, the 2017–2018 PIDS Economic Policy 
Monitor (EPM) looks at the emerging FIRe technologies, alongside their latest trends and 
commercial applications in the Philippines. Its Chapter III specifically covers internet of 
things (IoT), artificial intelligence (AI), blockchain, big data, robotics, neurotechnology, 
nanomaterials, additive manufacturing, cloud computing, energy storage, and synthetic 
biology. Most of these FIRe technologies are already present in the Philippines, such as 
AI, blockchain, big data, and synthetic biology. Some of them, however, are considered 
to be in the preliminary adoption stage, as in the case of energy storage, additive 
manufacturing, and IoT. 

The chapter also assesses the possible impacts of these FIRe technologies on labor 
market, education and human capital, social protection, trade and investment, and 
sustainable development. 

In terms of the labor market, it notes that 56 percent of all employment within the 
Association of Southeast Asian Nations (ASEAN) is at high risk of displacement due to 
technology. The high-risk occupations include sewing machine operators (Cambodia 
and Viet Nam), shop and sales persons and demonstrators (the Philippines), office clerks 
(Indonesia), and food service counter attendants (Thailand). In each of the countries 
comprising the ASEAN-5, women are also more likely than men to be employed in an 
occupation at high risk of automation. Moreover, less educated workers and employees 
earning lower wages face higher automation risk.
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Given that production systems are evolving with technologies, a key characteristic of 
education and human capital development in the future is continuous learning. With this, 
this EPM advances the idea that the system should produce students who embrace lifelong 
learning, continuous training, and retraining. 

On trade and investments, the application of new technologies to production and 
distribution has resulted in selective reshoring, nearshoring, and other structural changes to 
global value chains. For example, rapid improvements in automation in developed economies 
has led to a reversal in offshoring practices. There has been an increase in reshoring or the 
transfer of production activities back to the home country in labor-intensive manufacturing, 
such as garment and footwear, electronics, and automotive production.

Meanwhile, the emergence of these technologies is seen as an opportunity to advance 
sustainable development. New technologies are developing at an exponential pace. By 2030, 
the current nascent or immature technologies will reach the commercialization stage that 
could help achieve some of the sustainable development goals, especially in the Philippines. 

Nonetheless, it is clear that the Philippines first needs to embrace several measures 
relating to technology adoption and innovation to fully reap the fruits of FIRe. According 
to Readiness for the Future of Production Report 2018 of the World Economic Forum, the 
Philippines is the archetype of a legacy country. This means that the country has a strong 
production base today, but at risk for the future due to weak performance across drivers 
of production, which include technology and innovation, human capital, global trade and 
investment, institutional framework, sustainable resources, and the demand environment. 
This weak performance, per findings of this EPM, can be address through the adoption 
of policies on science and technology, information and communications technology, and 
industry, among other complementary measures. 

Aside from policy recommendations related to FIRe, the 2017–2018 EPM also revisits 
the country’s policy on poverty reduction, education, social protection for elderly, women, 
housing, agriculture, environment and natural resources, health, energy, industry, trade in 
services, and fiscal policy. In Chapter II of this EPM, for instance, the Institute recognizes 
the continuing effort of the government to reduce poverty through several antipoverty and 
other related initiatives, such as the Pantawid Pamilyang Pilipino Program and subsidized 
crop insurance. The government has likewise been able to start the implementation of new 
antipoverty initiatives, which include the social mitigation programs of the Tax Reform for 
Acceleration and Inclusion Act, the Free Irrigation Service to Small Farmers Act, initiatives 
toward rice tarrification, and policy against contractualization. 

In the education sector, PIDS researchers raised concerns regarding the possible 
unintended consequences of the untargeted free tuition policy in state universities and colleges 
(SUCs). First, they argued that the policy was based on hypothesis not supported by data. 
Given that roughly 88 percent of the student population in SUCs in 2014 may be considered 
as nonpoor, any untargeted subsidy will mostly benefit students from richer households. 
Second, instead of encouraging more private investments in human capital development, the 
legislation proposes to replace with general taxes the tuition and other fees that households 
have already willingly decided to contribute for the education of their children.  
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In terms of health, the Philippines has made great strides in improving health outcomes 
in the past half century. The country’s infant mortality rate, for instance, has been slashed 
significantly from about 67 deaths per 1,000 live births in 1960s to only 22 deaths per 1,000 
live births in 2016. Over the same period, life expectancy at birth has increased from 58 years 
in the 1960s to about 69 years in 2015. Nonetheless, challenges and threats in improving 
the country’s health outcomes persist, such as the growing burden of noncommunicable 
diseases including injuries and the continuing inequities in health, that call for concerted 
response measures.

Aside from these successes, this EPM also identifies several policy gaps, such as in the 
case of women and electric cooperatives. These issues will be illustrated in the following 
pages of this publication. 

Completing this EPM is a macroeconomic outlook for 2018–2019. Among others, PIDS 
expects that the higher inflation experienced in 2018 will dampen consumer spending during 
the said period. Meanwhile, monetary policy will tighten and put a crimp on investment 
expenditure. An accommodative fiscal policy, however, will put a floor to the adverse impact 
of inflation. It likewise predicts that the growth of the gross domestic product in 2018 will 
average just slightly above the first half growth of 6.3 percent. 

Meanwhile, large public infrastructure projects initiated by the government are 
scheduled to come on stream leading to significant crowding-in effects. These projects 
include national and provincial roads, railways, airports, and the Philippines’ first mass 
transit subway. Elections will also be held in 2019 and this will provide the usual economic 
stimulus. The Philippine economy should finally breach the 7.0-percent threshold in 2019, 
which is the lower boundary of the National Economic and Development Authority’s target.
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Introduction

Economic growth in the Philippines 
continued its robust pace with gross 
domestic product (GDP) increasing by  
6.7 percent in 2017. This was slightly lower 
than the 6.9-percent growth in the previous 
year owing mainly to the election boost 
in 2016. Sources of growth continued to 
be diversified giving rise to optimism that 
the upward trajectory will be maintained. 
Challenges to sustainable development, 
however, remain. The government was 
able to enact the first segment of the tax 
reform law (TRAIN1 or Tax Reform for 
Acceleration and Inclusion) in December 
2017. Whether this will give the “Build, 
Build, Build” program of the Duterte 
administration a much-needed lift remains 
to be seen. Meanwhile, the increase in the 
excise tax on fuel accompanied by the 
rise in international fuel prices has stoked 
inflationary pressure. The weakness of the 
peso and rising food costs have contributed 
to the upturn in prices. Preventing an 
inflationary spiral will be important for 
macroeconomic stability. These emerging 
concerns have added to the structural 
issues, such as poverty, that policymakers 
need to address. 

Global environment

The Philippines has benefited from a 
favorable global economic environment. 
Economic growth in the major industrial 
economies—United States (US), Japan, and 
the Euro area—was a robust 2.3 percent 
in 2017, increasing from an aggregate 
of 1.5 percent in 2016 (Table 1.1). The 
low unemployment rate in the US in 

2017, which was the lowest since 2000, 
contributed to faster growth in personal 
consumption expenditure. Investment 
picked up in the last quarter of 2017 partly 
in response to incentives under the Tax 
and Jobs Act of 2017. Core inflation has 
been steady for the past two years, but it 
has been surpassed by headline inflation 
in 2017. The US Fed has been normalizing 
monetary policy since December 2015 and 
this process may be accelerated depending 
on the behavior of key macroeconomic 
variables. The normalization of monetary 
policy has strengthened the US dollar and 
caused a reversal of capital flows from 
many emerging markets.

Meanwhile, the Euro area has so 
far withstood the fallout from Brexit, 
growing by 2.5 percent in 2017, the highest 
rate since the 2008 global financial and 
economic crisis. The biggest contributor 
was net exports as the dollar-euro exchange 
rate hovered between 1.1 and 1.2 in 2017, 
well below the peak of 1.6 in 2008. Global 
demand was also strong in 2017. Internal 
demand was buoyed by positive economic 
sentiment in the Euro area, spurred by 
strong job creation, expectations of higher 
savings, and increasing business confidence. 
Unemployment fell to 8.7 percent in 
December, its lowest rate since January 
2009. Euro area full-year inflation stood 
at 1.5 percent in 2017, significantly above  
0.2 percent in 2016 but short of the 
European Central Bank target of  
2.0 percent. However, recent strengthening 
of the euro against the US dollar has 
dampened inflationary pressure.

Japan’s economy expanded for an 
eighth consecutive quarter in Q4 of 
2017. Monetary policy continued to be 
accommodative, and combined with 
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strong global demand, GDP grew by  
1.7 percent compared with 0.9 percent in 
2016. Similar to the US and the Euro area, 
unemployment declined in 2017 leading 
to higher consumer spending. However, 
core inflation has been near zero and even 
negative since August 2017. One reason has 
been sluggish wage growth. This does not 
augur well for sustained domestic demand. 
Japan will, therefore, continue to rely 
heavily on net exports. The export sector, 
which had been the main driver since 2016, 
continued to grow strongly in 2017 driven 
by demand for machinery and transport 
equipment, in particular, motor vehicles 
and semiconductors. Much of the growth in 
demand for these items came from China. 

China and India contributed to  
50 percent of global economic growth 
in 2017. India’s expansion moderated 
to 6.6 percent in 2017 compared with  
7.1 percent in 2016. Two disruptive policies 
pulled down economic growth in 2017. 
Prime Minister Narendra Modi abruptly 
banned its two largest currency notes in 
November 2016, leading to a sharp slump 
in many sectors of India’s cash economy. 
A landmark overhaul of the tax system 
in July 2017 also disrupted business, as 
many companies struggled to adapt to the 
new regime. Meanwhile, China’s economy 
benefited from strong global demand and 
grew by 6.9 percent in 2017, higher than the 
6.7 percent in the previous year.

Table 1.1. 
Baseline assumptions on the international economy

GDP = gross domestic product; ADB = Asian Development Bank; ECB = European Central Bank
Source: ADB (2018)

2016 2017 2018 2019
Actual ADB (2018) Projection

GDP growth (%)  
Major industrial economies 1.5 2.3 2.3 2.0

United States (US) 1.5 2.3 2.7 2.3
Euro area 1.8 2.5 2.2 1.9
Japan 0.9 1.7 1.4 1.0

Newly industrialized economies   
China 6.7 6.9 6.6 6.4
India 7.1 6.6 7.3 7.6

Prices and inflation  
Brent crude spot prices 44.0 54.3 65.0 62.0
Food index 1.5 0.7 1.2 1.2
Consumer price index inflation 0.7 1.7 1.8 1.7

Interest rates  
US fed funds rate 0.4 1.0 1.8 2.7
ECB refinancing rate 0.0 0.0 0.0 0.0
Bank of Japan overnight call rate 0.0 0.0 0.0 0.0
$ Libor 0.5 1.1 1.8 2.7
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Both economies have seen services 
become important contributors to growth. 
In China, the services sector remained the 
main driver of growth in 2017 from the 
supply side, accelerating to 8.0 percent 
from 7.7 percent in 2016 and contributing 
4.0-percentage points to growth. 
Nonetheless, services comprise just over 
51 percent of GDP in China, which is 
low by international standards. In India, 
services also grew by a healthy 8.3 percent, 
notably, passenger and cargo transport 
services. Services, particularly business 
service exports, remain a mainstay of the 
Indian economy.

Regional trends

Aggregate GDP growth in Southeast Asia 
(Figure 1.1) rose slightly to 5.2 percent 
in 2017 from 4.7 percent in 2016 (IMF 
2017a). The improvement was underpinned 
by strong global economic growth, and in 
some cases, the rebound in international 
fuel prices. The latter was the reason 
Brunei Darussalam had the highest growth 
acceleration in the region. The CLM 
countries—Cambodia, Lao PDR, and 
Myanmar— grew between 6.8 percent and 
7.0 percent in 2017 on the back of new 
investment opportunities, steady gains in 
poverty reduction, and spillovers from 
the tourism surge in the region. Viet Nam 
continued to benefit from foreign direct 
investment, strong exports, and a robust 
agriculture sector, growing by 6.8 percent 
in 2017. Meanwhile, Thailand enjoyed 
its highest economic growth in five years 
at 3.9 percent owing largely to stronger 
consumption. Indonesia and Singapore 
both grew by less than 5.2 percent in 2017 

and, together with Thailand, pulled down 
the regional average. Public infrastructure 
spending has been a key factor in 
maintaining steady growth in Indonesia for 
the past five years. Malaysia and Singapore 
followed Brunei Darussalam in terms of 
growth acceleration. Both economies relied 
heavily on export growth in 2017.

Economic performance in 2017 

Production
Services continued to be the main driver 
of economic growth in the Philippines, 
contributing the largest share of GDP 
(57.5%) and posting a relatively high 
growth rate (6.8%) (Table 1.2). However, 
the services sector slowed down in 2017—
from 7.5 percent in 2016—particularly 
in real estate, renting, and business 
activities, which comprised 11.5 percent 
of output, and decelerated from 8.5 percent 
in the previous year to 7.5 percent. The 
deceleration in the real estate sector is 
a cause for concern given its history of 
bubble formation and overheating. This 
makes the sector vulnerable to asset 
price revaluations. The Bangko Sentral 
ng Pilipinas (BSP) is closely monitoring 
the market and is actively trying to limit 
the exposure of financial institutions to 
the real estate market. Nevertheless, the 
rise of shadow banking activities through 
subsidiaries makes the task of monitoring 
more difficult (IMF 2017a). In line with 
the slowdown in real estate and related 
activities, construction also weakened, 
posting a growth of 5.3 percent in 2017 as 
against 12.1 percent in 2016.

Meanwhile, for the first time in more 
than two decades, the manufacturing sector 
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Figure 1.1
GDP growth rates of ASEAN countries, 2008–2017

GDP = gross domestic product; ASEAN = Association of Southeast Asian Nations
Source: International Monetary Fund (2017a)

had the highest growth rate at 8.4 percent 
compared with 7.1 percent in 2016. The 
manufacturing subsector with a relatively 
high growth rate and high share was 
“radio, television, and communication 
equipment and apparatus” at 13 percent 
and 16.9 percent, respectively. This is an 
indication that the Philippine economy 
is benefiting not only from strong global 
demand but also from the rebalancing 
in the Chinese economy. The latter has 
shifted the center of gravity of regional 
production networks. Rapid growth in 
manufacturing underpinned the 7.2-percent 
expansion in the industry sector. But this 
was lower than the 8.0 percent in 2016 
owing to the aforementioned deceleration 
in construction activity and a fall in the 
growth of value added in electricity, gas, 
and water.

The brightest spot in 2017 was 
the agriculture sector, which grew by  
4.0 percent, the highest rate in a decade. 
The crop subsector posted an output growth 
rate of 8.3 percent, which can be attributed 
to the recovery from the El Niño-induced 
drought in 2016 and the government’s free 
irrigation program for farmers enacted 
into law with the Free Irrigation Act. 
However, uncertainty remains with regard 
to the proposal to eliminate quantitative 
restrictions on rice imports and impose 
tariffs instead. The “tarrification” of rice 
importation will certainly cause disruptions 
but many agree that this is the better policy 
in the medium to long term.

Expenditure
The investment-GDP ratio continued its 
upward trajectory that began in 2012 with 



Table 1.2
Selected macroeconomic indicators, Philippines, 2010–2017

Source: Bangko Sentral ng Pilipinas (BSP) (2017a); Philippine Statistics Authority (PSA) (2017a)

2010 2011 2012 2013 2014 2015 2016 2017
Gross national product 7.0 3.0 7.1 7.8 6.0 5.8 6.7 6.6
Gross domestic product (GDP) 7.6 3.7 6.7 7.1 6.1 6.1 6.9 6.7

Agriculture, fishery, and forestry -0.2 2.6 2.8 1.1 1.7 0.1 -1.2 4.0
Percent share to GDP 11.6 11.5 11.1 10.5 10.0 9.5 8.8 8.5

Industry sector 11.6 1.9 7.3 9.2 7.8 6.4 8.0 7.2
Percent share to GDP 32.6 32.0 32.2 32.9 33.4 33.5 33.9 34.0

Mining and quarrying 11.4 7.0 2.2 1.2 12.1 -1.5 3.2 3.7
Percent share to GDP 1.2 1.2 1.0 0.8 0.9 0.7 0.7 0.7

Manufacturing 11.2 4.7 5.4 10.3 8.3 5.7 7.1 8.4
Percent share to GDP 17.8 17.6 17.1 16.8 17.0 16.6 16.3 16.2

Construction 14.3 -9.6 18.2 9.6 7.2 11.6 12.1 5.3
Percent share to GDP 5.1 4.5 5.0 5.2 5.2 5.6 5.9 5.9

Electricity, gas, and water 9.9 0.6 5.3 4.7 3.7 5.7 9.0 3.4
Percent share to GDP 3.0 2.8 2.9 2.8 2.8 2.7 2.6 2.6

Service sector 7.2 4.9 7.1 7.0 6.0 6.9 7.5 6.8
Percent share to GDP 55.8 56.5 56.7 56.7 56.6 57.0 57.4 57.5

Transport, storage, and communication 1.0 4.3 6.9 6.0 6.5 8.0 5.3 4.0
Percent share to GDP 5.4 5.4 5.3 5.2 5.1 5.3 5.2 5.1

Trade 8.4 3.4 7.6 6.2 5.8 7.1 7.6 7.3
Percent share to GDP 14.4 14.6 14.7 14.8 14.7 15.0 15.2 15.4

Finance and real estate 8.5 7.2 7.1 10.3 7.7 6.7 8.5 7.5
Percent share to GDP 14.7 15.4 15.6 16.1 16.6 17.1 17.6 17.8

Personal consumption expenditure 3.4 5.6 6.6 5.6 5.6 6.3 7.1 5.9
Percent share to GDP 69.2 70.5 70.5 69.5 69.1 69.3 69.5 68.9

Government consumption 4.0 2.1 15.5 5.0 3.3 7.6 9.0 7.0
Percent share to GDP 10.0 9.8 10.7 10.5 10.2 10.3 10.5 10.5

Capital formation 31.6 2.8 -4.3 27.9 4.2 18.4 24.5 9.4
Percent share to GDP 20.8 20.6 18.5 22.1 21.7 24.2 28.2 28.9

Exports 21.0 -2.5 8.6 -1.0 12.6 8.5 11.6 11.6
Percent share to GDP 42.1 40.6 40.1 38.8 40.2 43.6 49.1 54.4

Imports 22.5 -0.6 5.6 4.4 9.9 14.6 20.2 18.1
Percent share to GDP 16.8 16.3 16.6 17.2 17.1 16.9 16.7 16.6

Inflation 3.8 4.6 3.2 3.0 4.1 1.4 1.8 3.2
91-day Treasury bill rate (%) 3.73 1.37 1.58 0.32 1.24 1.77 1.50 2.15
Nominal exchange rate (period average) 45.11 43.31 42.23 42.45 44.40 45.50 47.50 50.40
Investment-GDP ratio 20.54 20.47 18.20 20.02 20.55 21.21 24.41 25.13



Yap, Borromeo, and Hernandez 7

an upward inflection in 2015 (Figure 1.2). 
At 28.7 percent in 2017, the ratio is at 
its closest to the 30-percent threshold in 
the years when data are available. A high 
investment-to-GDP ratio is an important 
ingredient for sustaining rapid economic 
growth for a relatively long period. 
However, investment growth fell to 
only 9.5 percent in 2017 after increasing 
by a hefty 26.1 percent in 2016. The 
deceleration can be attributed to a high 
base resulting from the election spending 
in 2016 and constraints to government 
infrastructure spending.

Meanwhile, growth in personal 
consumption expenditure moderated to 
5.9 percent from 7.1 percent in 2016 due 
to the base effect of the election (Table 
1.2). Consistent with the rising share of 
investment is the decline in the share of 
personal consumption expenditure to 
GDP, which stood at 68.9 percent in 2017. 
The most recent peak was 74.4 percent in 
2003. Personal consumption expenditure 
continues to be driven largely by overseas 
remittances. The recent improvement in the 

Figure 1.2
Investment-to-GDP ratio (percentage terms)

GDP = gross domestic product
Source: Authors’ own computation based on BSP Online Statistical Database (BSP, n.d.)

employment rate has also contributed to 
growth in consumption.

Trade and balance of payments
Both exports and imports measured in 
constant pesos have been rising fast since 
2014. This reflects strong global demand 
and the import requirements of investment. 
Higher international fuel prices added to 
the import bill (Figure 1.3). In terms of 
USD, merchandise exports increased by 
12.8 percent compared with 14.2 percent 
for merchandise imports. The result was 
a trade deficit of USD 41.2 billion, equal 
to 13.1 percent of GDP, widening from  
11.7 percent in 2016. This has contributed 
to the recent depreciation of the peso vis-à-
vis the US dollar (Figure 1.4).

The trade deficit was partially offset 
by remittances from overseas Filipinos, 
revenue from the information technology–
business process outsourcing industry, and 
tourism receipts. The current account deficit 
in 2017 was USD 2.5 billion equivalent 
to 0.8 percent of GDP, higher than the  
0.4 percent in the previous year. Foreign 
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Figure 1.3
Oil prices (USD per barrel)

Source: IMF (2017b)

Figure 1.4
Average exchange rate

Source: BSP (2017b)

Figure 1.5
Net foreign investments (BPM6 format), in USD million, 2008–2017

Source: BSP (2017c)
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direct investment inflows reached  
USD 10.0 billion in 2017, a 21.4-percent 
increase over 2016 (Figure 1.5). But this was 
offset by higher portfolio capital outflows 
yielding a balance-of-payments deficit of  
0.3 percent of GDP, up from 0.1 percent 
in 2016. Gross international reserves rose 
to USD 81.6 billion in 2017, providing 
8.0 months of cover for imports of goods 
and services.

Inflation and unemployment
Stronger domestic demand, higher fuel 
prices, and the depreciation of the peso 
led to an inflation rate of 3.2 percent in 
2017 from 1.8 percent in the previous year 
(Figure 1.6). This was within the BSP target 
of 2–4 percent. Core inflation also rose from 
1.9 percent to 2.9 percent during the same 
period owing mainly to faster increases 
in the cost of food. Inflationary pressure 
increased sharply in the first half of 2018 
following the implementation of TRAIN 
and the increase in global crude oil prices.

Economic growth during the period 
2012–2017 averaged 6.6 percent compared 
with 4.9 percent in the preceding decade, 
2002–2011. The faster growth led to a fall 

Figure 1.6
Inflation

Source: BSP (2017d)

in the unemployment rate from 7.0 percent 
in 2012 to 5.7 percent in 2017 (Figure 1.7). 
This is equivalent to 2.7 million jobs created 
in five years as against the 2.4 million 
increase in the labor force. However, the 
underemployment rate was recorded at  
16.1 percent in 2017. While the figure is 
lower than the 20 percent in October 2012, 
this indicates that the economy is performing 
below potential. The Philippines is no 
exception to the emerging phenomenon of 
relatively few high-skill workers and not 
enough low-skill jobs.

Macroeconomic policy 

Monetary policy

The relatively high GDP growth and 
rising inflation have raised concerns that 
the economy is overheating. Data show 
that there has been an uptick in borrowing 
activity (Figure 1.8). The report of the 
ASEAN+3 Macroeconomic Research 
Office or AMRO (2018) shows that bank 
lending further gained pace in 2017, 
especially in the first three quarters. 
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Figure 1.7
Employment statistics

Source: PSA (2017b)

Bank credit growth declined in the fourth 
quarter, but the rate was still more than 
two times the expansion of GDP. Loans 
were channeled to productive sectors such 
as manufacturing but other sectors like 
household consumption, particularly motor 
vehicle purchases, and real estate received 
significant amounts (Figure 1.9). Credit 

Figure 1.8
Banking indicators (PHP billion)

Source: BSP (2017e)

expansion and the robust growth of the 
real estate sector since 2010 may signal the 
formation of an asset bubble.

The amount of credit, however, has to 
be put in proper context. The amount of 
borrowing and bank loans is expected to rise 
with increased economic activity. The ratio 
of domestic credit to GDP indicates a more 
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Figure 1.9
Bank loans

Source: BSP (2017e)

modest expansion (Figure 1.10). Moreover, 
a cross-country comparison reveals a 
relatively underdeveloped financial sector 
(Figure 1.11). Nomura Research Institute, 
in its Asian Economic Outlook, identifies 
being underleveraged as one of the strengths 
of the Philippine economy.

Moreover, despite this rapid credit 
expansion, AMRO (2018) reports 

Figure 1.10
Ratio of credit to gross domestic product

Source: Authors’ own calculations; BSP (2017e); PSA (2017a)

that asset quality has remained stable. 
Nevertheless, rapid credit growth should 
be subject to close monitoring especially 
in certain segments. For example, while 
they have eased in more recent periods, 
nonperforming loan ratios in the real estate 
and auto loan segments remain relatively 
elevated, a warning sign given their 
continued rapid pace of credit expansion 
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Figure 1.11
Domestic credit as percent of gross domestic product

Source: Guinigundo (2017)

despite having eased over the preceding 
one to two years. This may be indicative 
of risk pockets. 

The main consideration of monetary 
policy is the transmission between BSP’s 
instruments and the target, which is usually 
the level of interest rate, money supply, or 
amount of credit, and between the target and 
the objective, which is usually inflation. The 
AMRO report concludes that the BSP has 
made progress in improving the monetary 
policy transmission since the adoption of 
the interest rate corridor framework for the 
setting of monetary policy (Box 1.1).

Fiscal policy
To support higher output expansion, the 
Duterte administration adopted a higher 
budget deficit ceiling, consistent with 
a more expansionary fiscal policy. As a 
result, from an average of 1.0 percent of 

GDP in 2013–2015, the budget deficit rose 
to 2.4 percent in 2016 and 2.2 percent in 
2017 as expenditures, particularly capital 
outlays, grew faster than revenues (Figure 
1.12). However, there are still concerns 
about implementation capacity. It has 
been observed that the fiscal disbursement 
rate in 2017 is about the same as the 
previous year and could remain well below  
100 percent for another year (AMRO 2018). 
Weak implementation capacity among line 
agencies is one of the downside risks that is 
discussed in a later section.

Fiscal revenue collection gained pace 
in 2017 resulting in a revenue-to-GDP 
ratio of 15.7 percent, which exceeded 
the government target and is higher than 
the 15.2 percent in the previous year. Tax 
collection, providing 91 percent of revenue, 
rose by 13.6 percent to equal 14.2 percent 
of GDP, improving from 13.7 percent in 
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Box 1.1
The interest rate corridor framework

The interest rate corridor (IRC) system consists of the following instruments: standing liquidity facilities, namely, 

overnight lending facility (OLF) and overnight deposit facility (ODF); overnight reverse repurchase (RRP) facility; 

and term deposit auction facility. The interest rates for the standing liquidity facilities form the upper and lower 

bound of the corridor while the overnight RRP rate is set at the middle of the corridor. The repurchase (RP) and 

Special Deposit Account (SDA) windows were replaced by standing OLF and ODF, respectively. Meanwhile, the 

RRP facility was modified to a purely overnight RRP. In addition, the term deposit facility (TDF) will serve as the 

main tool for absorbing liquidity.

The interest rates for these facilities were set, starting June 3, 2016, as follows:

• 3.5 percent in the OLF (a reduction of the interest rate for the upper bound of the corridor from the 

current overnight RP rate of 6.0%)

• 3.0 percent in the overnight RRP rate (an adjustment from the current 4.0%)

• 2.5 percent in the ODF (no change from the current SDA rate)

The shift to the IRC system does not represent a change in the Bangko Sentral ng Pilipinas’ (BSP) stance 

of monetary policy. The IRC reforms are primarily operational in nature and will not materially affect prevailing 

monetary policy settings upon implementation. In particular, the new Term Deposit Auction Facility is expected to 

have a rate between that of the RRP and the ODF such that the weighted rate for monetary operations will remain 

broadly the same. Moreover, the interest rate at the floor of the corridor, where the bulk of the BSP’s liquidity 

absorption with the market currently takes place, is being kept steady at the launch of the IRC system. At the 

same time, short-term liquidity conditions are expected to remain broadly unchanged as funds will continue to be 

absorbed through monetary operations under the new IRC system. In conducting monetary operations, the BSP 

will calibrate carefully the volume of the TDF offerings to achieve a smooth transition to the new system.

Meanwhile the AMRO (2018, pp. 18–19) report states: “The BSP shifted its monetary operations to an IRC 

system in June 2016 in an effort to improve the transmission of monetary policy amid excess liquidity in the 

financial system. Since the IRC adoption, the transaction volumes of the term deposit auction facility (TDF) have 

increased with TDF rates moving towards the upper end of the corridor. Short-term rates such as the 3-month 

Treasury bill yields have crept up closer to the lower bound of the corridor, although the upward moves were also 

likely facilitated by capital outflows resulting from policy rate hikes by the United States (US) Federal Reserve and 

the spike in long-term yields following the US elections. Since the introduction of the IRC, the yield curve has seen 

an upward shift across bond tenors. Meanwhile, interbank call loan rates had been settling at the low end of the 

corridor until they inched higher in the final quarter of 2017 through January 2018.”

Source: BSP (2016)

2016. The other components of the TRAIN 
are expected to be enacted into law in 
2018. While the revenue impact will not 
be immediate, the fiscal deficit is expected 
to remain below 3 percent. The Budget 
Reform Bill is also expected to be enacted 
into law in the latter part of 2018. This will 

improve the government’s budget process 
by facilitating a more efficient budget and 
more effective project (Box 1.2).

Exchange rate policy
The recent peso depreciation (Figure 1.4) 
has raised concerns about an inflation 
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spiral. However, the analysis of BSP and 
other experts should assuage these fears 
(e.g., Habito 2018). The peso depreciation 
is driven by foreign exchange outflows. 
But the latter actually are largely related to 
positive trends. First, the faster economic 
growth has been fueled by higher imports 
of raw materials, equipment, and capital 
goods. Second, there has been an increase 
in foreign investment abroad, e.g., Jollibee 
franchises in Singapore and Viet Nam. 
And third, the Philippine government 
has been prepaying international debt to 
take advantage of the current low level of 
interest rates.

Meanwhile, adopting a longer-term 
time frame shows that the peso depreciation 
is in tandem with the movement of other 
regional currencies. The real effective 
exchange rate, which adjusts the peso’s 
movement relative to a basket of currencies 
of the most important trading partners of 
the Philippines and adjusted for inflation 
differentials, has also been broadly stable. 
This means that the competitiveness of 
local firms has been maintained.

Figure 1.12
Budget deficit as percent of gross domestic product

GDP = gross domestic product
Source: BSP (2017f)

In terms of inflationary effects, the 
implementation of the inflation-targeting 
framework has reduced the pass-through 
from exchange rate movements to 
domestic prices. Hence, the benefits of a 
peso depreciation to exporters, families 
dependent on overseas remittances, 
and domestic manufacturers will not be 
overcome by the costs to importers, those 
with foreign currency denominated debt, 
and consumers in general.

The BSP has continued to adopt 
measures to liberalize the foreign exchange 
market. The AMRO report states that “the 
latest reforms, issued in December 2017, 
focus primarily on the following objectives, 
namely, (a) further ease of access to the 
banking system’s FX resources for legitimate 
transactions to help sustain the economy’s 
growth trajectory; (b) encourage the shift 
of more FX transactions from the informal 
market to the banking system; and (c) 
maintain the BSP’s ability to capture current, 
reliable, and important data or information 
for policy review and formulation, analysis 
and monitoring” (AMRO 2018, p. 24).
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In line with the government’s thrust for more efficient, transparent, and accountable delivery of 

public services, the Department of Budget and Management is pushing for the passage of the 

Budget Reform Bill, a measure that seeks to modernize budgetary practices in the Philippines. It is an 

encompassing reform initiative covering the entire budget process—from budget planning, to budget 

execution, tracking, and so forth.

The said bill will change the budgeting process as it will address age-old problems like 

underspending and the usurpation of Congress’ power of the purse. This is especially important in view 

of the government’s expansionary fiscal policy, where spending for infrastructure and social services is 

projected to increase significantly.

Among the pertinent features of the reform bill is the shift from a multiyear obligation budget to an 

annual cash-based budget. The common budgetary practice in the Philippines is to allow appropriations 

and obligations until the next fiscal year, extending the validity of funds to two years. This has led to slow 

budget utilization on the part of line agencies.

A reform that will be institutionalized by the Budget Reform Bill is the comprehensive release of 

funds to line agencies with the passage of the General Appropriations Act (previously called WYSIWYG—

What You See Is What You Get – and later on, GAARD—General Appropriations Act as Release 

Document). Early procurement activities short of award, meaning preprocurement conference until 

postqualification, will also be authorized to speed up project implementation for line agencies.

As for technology, an integrated financial management information system will be adopted by the 

bureaucracy. It will serve as a single portal for all financial transactions of the government which will 

provide real-time information on the budget and the country’s finances.

Beyond efficiency measures, the Budget Reform Bill will also ensure that future national budgets 

will be fully compliant with the laws governing public finance, especially the landmark Supreme Court 

decisions on the Disbursement Acceleration Program and the Priority Development Assistance Fund.

The bill has been approved in the House of Representatives on March 28, 2018.

At the Senate, Senate Bill (SB) 1450 was filed by Senator Loren Legarda, the chairman of the 

Senate Committee on Finance, on May 11, 2017. A committee hearing was also conducted under the 

Committee on Finance last August 7, 2017. A technical working group meeting was tentatively set on 

September 25, 2017 to iron out the provisions of SB 1450.

Box 1.2
The Budget Reform Bill

Source: Department of Budget and Management (2017)

Global risks

As economic growth regains momentum 
in the US and other advanced economies, 
their central banks will eventually start 
normalizing their monetary policy stance. 
The US Fed is at the forefront of this 
process and is currently unwinding the 
quantitative easing policy it implemented 

in the aftermath of the 2008 global 
financial crisis. Since December 2015, 
it has raised policy rates seven times, 
bringing the rate up to between 1.75 and 
2.0 percent from the near-zero level since 
the breakout of the global financial crisis. 
In September 2017, the Fed announced 
that it will start with its process of balance 
sheet normalization. 
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Balance sheet normalization would 
lead to a reduction of the Fed’s portfolio 
holdings and this, along with policy rate 
hikes, would have a positive impact on 
interest rates in the US. This implies a 
stronger US dollar—which has mixed 
effects—and a potential drain of capital 
flows to emerging markets. Net portfolio 
flows in the Philippines have already turned 
negative in 2015 (Figure 1.5).

The speed of monetary policy 
normalization largely depends on the 
country’s economic performance. In the 
case of the US, economic growth is robust 
and unemployment rate is the lowest since 
2000. Inflation has also been picking 
up and there are signs that the economy 
may be overheating. This may spur the 
US Fed to accelerate its monetary policy 
normalization through faster-than-expected 
interest rate hikes and a faster pace of its 
balance sheet normalization.

Meanwhile, the possibility of a global 
trade situation similar to the one in the 
aftermath of the Asian financial crisis 
(AFC) is quite remote. The recent growth in 
the global trade volume is much lower than 
the post-AFC period. This is not to mention 
the emerging protectionist sentiments 
across the world that has introduced a new 
dimension of uncertainty.

Domestic risks

Based on earlier discussion, the downside 
risks center on inflation and possible 
overheating. Monetary policy has already 
been tightening as evidenced by the 
behavior of interest rates (Figure 1.13). 
However, the higher US interest rates 
could spill over into emerging Asia by 

further raising interest rates in the region, 
thereby posing a challenge to financial 
stability. Consequently, the countries like 
the Philippines would face higher financing 
costs of investment and higher effective 
discount rates, which would lower asset 
valuation and weaken the corporate balance 
sheets of firms in the country.  

Meanwhile, the AMRO (2018) report 
and the most recent Asian Development 
Outlook (ADB 2018) both highlighted the 
urgent need to augment technical capacity 
within government agencies. It has been 
observed that they “lack sufficient skilled 
manpower and have poor institutional 
memory to effectively implement the 
growing number of complex projects 
such as urban subways, complicated road 
networks, and flood control and urban water 
systems, which would require international 
expertise. Similarly, not enough domestic 
private contractors have the technical 
competence, experience, and financial 
capacity to handle large-scale projects” 
(AMRO 2018, p. 21). Capacity building 
takes time but is essential. As many 
infrastructure projects are already being 
prepared and implemented, the government 
may facilitate on-the-job training and 
transfer of knowledge and best practices 
from experts. Public-private partnership 
arrangements are definitely a viable option.

Despite the Philippines’ abundant 
labor supply and high unemployment 
rate, the Project JobsFit DOLE 2020 
Vision: Summary of Findings and 
Recommendations, sponsored by the 
Department of Labor and Employment 
(DOLE) and published in 2010, had 
already indicated labor shortages in specific 
occupations and industries (AMRO 2018). 
The deficiency is a result of both quantity 
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Figure 1.13
Selected interest rates

Source: BSP (2017e)

and quality of the labor supply, in part from a 
skills drain to overseas companies which are 
able to offer higher wages, as well as because 
the school curricula are not responsive to 
industry needs. In 2013, DOLE identified 
275 in-demand occupations and 102 hard-
to-fill occupations in the country. When 
combined, it forms a list of 43 in-demand 
and hard-to-fill occupations per industry. A 
pressing concern would be the insufficient 
supply of construction-related skilled 
workers that may delay the implementation 
of the government’s infrastructure program 
(AMRO 2018).

Prospects

Inflation climbed in the first half of 
2018 and this had a moderating effect 
on GDP growth. Higher inflation will 
dampen consumer spending. Meanwhile, 
monetary policy will tighten and put a 
crimp on investment expenditure. An 
accommodative fiscal policy, however, 
will put a floor to the adverse impact of 
inflation. GDP growth in 2018 should 
average just slightly above the first half 
growth of 6.3 percent (Table 1.3).

Table 1.3
Forecasts of Philippine gross domestic product growth rate

2018 2019

National Economic and Development Authority (NEDA) 7–8 7–8

Asian Development Bank (ADB) 6.8 6.9

International Monetary Fund (IMF) 6.7 6.7

Philippine Institute for Development Studies (PIDS) 6.4 7.0

Notes:   1) The figures attributed to NEDA are targets not forecasts.
              2) The ADB forecast is reported in the Asian Development Outlook published in April 2018 (ADB 2018).
              3)  The IMF forecast is as of July 2018.
              4)  The PIDS forecast incorporates the GDP growth rate in the first half of 2018.
Source: Authors’ compilation
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Meanwhile, large public infrastructure 
projects initiated by the government are 
scheduled to come onstream leading to 
significant crowding-in effects. These 
projects include national and provincial 
roads, railways, airports, and the Philippines’ 
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first mass transit subway. Elections will also 
be held in 2019 and this will provide the 
usual economic stimulus. The Philippine 
economy should finally breach the 
7.0-percent threshold in 2019, which is the 
lower boundary of NEDA’s target.
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Poverty reduction

In a continuing effort to reduce poverty, 
the Philippine government has rolled 
out several antipoverty and other related 
initiatives and is currently developing or 
pushing for new programs to be implemented 
possibly before the year ends. These are in 
addition to the continuing programs like 
the Pantawid Pamilyang Pilipino Program 
(4Ps) and subsidized crop insurance. New 
antipoverty initiatives include the social 
mitigation programs of the Tax Reform for 
Acceleration and Inclusion (TRAIN) Act, 
the Free Irrigation Service to Small Farmers 
Act, initiatives toward rice tarrification, and 
policy against contractualization.

The 4Ps, currently on its ninth year of 
implementation, is the country’s primary 
social development program aimed at 
reducing intergenerational poverty through 
long-term human capital investment. As 
of December 31, 2017, the 4Ps served 
4,394,813 active households covering 
41,519 barangays in all 144 cities and 
1,483 municipalities in 80 provinces 
nationwide (DSWD 2017). Recent 

antipoverty initiatives were developed 
primarily in response to rising fuel prices 
and mitigate inflationary impact of the 
newly implemented TRAIN law. The 
TRAIN itself is a program intended to 
address poverty and income inequality 
since workers with taxable annual income 
of PHP 250,000 and below are exempted 
from paying income tax. Over six million 
compensation earners or 86 percent of 
workers were covered, which include office 
clerks, public school teachers with lower 
rank up to Teacher III, and call center 
agents, among others. Likewise, personal 
income tax rate of workers with annual 
income above PHP 250,000 but lower 
than PHP 2 million was reduced from  
30–32 percent to 20–30 percent. Further, 
the number of commodities with 
exemptions from the value-added tax (VAT 
was reduced under the TRAIN and tax rates 
were adjusted for fuel, automobiles, coal, 
minerals, tobacco, documentary stamps, 
foreign currency deposit units, capital 
gains for stocks not included in the stock 
exchange, and stock transactions. The law 
also imposed new taxes for sugar-sweetened 

https://www.flickr.com/photos/fmsc/6190145802/in/album-72157627486635853/
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beverages (SSB) and nonessential cosmetic 
procedures as well as reduced the estate and 
donor’s taxes (DOF 2018).

Given the tax rate adjustments, the 
TRAIN is expected to have a slightly 
inflationary effect on the economy, thus, 
the government allocated 30 percent of 
the additional revenues from TRAIN to 
mitigate its adverse effects. In particular, 
the government initiated a three-year 
unconditional cash transfer (UCT) 
program beginning 2018 where 10 million 
poorest families are granted PHP 200 
monthly or a total of PHP 2,400 for 2018 to 
help them cope with the effects of TRAIN. 
This amount of grant will be increased to 
PHP 300 per month in 2019 and 2020. 
The initial 7.4 million beneficiaries 
scheduled to receive the grant in the first 
quarter of 2018 comprise of 4.4 million 
families under the 4Ps and 3 million 
indigent senior citizens who are already 
receiving social pensions. The remaining 
2.6 million beneficiaries have undergone 
some registration process and will get the 
full amount of the grant upon registration. 
Beneficiary families were selected from  
the Listahanan or the National Household 
Targeting System for Poverty Reduction 
(NHTS-PR) by the Department of Social 
Welfare and Development (DSWD), which 
is said to undergo validation according to 
a DSWD report (DSWD 2018). The UCT 
program’s budget for 2018 amounting to  
PHP 25.67 billion is obtained from the 
General Appropriations Act (GAA) and 
will be distributed to the beneficiaries 
across the country through the Land 
Bank of the Philippines. The remaining  
PHP 1.18 billion represents the 
administrative cost of the program. A new 
project management office is being set up for 

UCT program implementation according 
to a DSWD report (DSWD 2018). 

The jeepney modernization program, 
which is designed to extend loans to 
jeepney drivers and operators, is another 
government initiative derived from 
the 30 percent TRAIN revenues. It is 
allocated a total of PHP 3.11 billion for its 
implementation. Both the UCT program 
and support for the jeepney modernization 
program are social mitigation components 
of the TRAIN. On the other hand, 70 percent 
of the incremental revenues from TRAIN 
will support the Philippine government’s 
infrastructure program dubbed as “Build, 
Build, Build”, which aims to serve as a 
catalyst for economic growth and to benefit 
the poor and marginalized sectors. 

Meanwhile, the Department of 
Transportation (DOTr) is developing 
a fuel subsidy program that seeks to 
provide financial support to jeepney 
drivers. The estimated number of jeepney 
drivers nationwide is around 180,000 
(CNN Philippines 2017). The program 
is intended to help augment the income 
of jeepney drivers amid the rising cost of 
fuel. Under the TRAIN, diesel, which used 
to be untaxed, is now taxed at PHP 2.50 
per liter. This rate will further increase to  
PHP 4.50 in 2019 and PHP 6 in 2020. For 
the fuel subsidy program, which is expected 
to be rolled out at the end of the year, the 
DOTr is said to allocate PHP 1 billion as 
initial funding (Rey 2018). However, the 
DOTr needs to consolidate its database of 
public utility vehicles first prior to program 
implementation (Tadeo 2017). It is claimed 
that this program will be different from 
the Pantawid Pasada or Public Transport 
Assistance Program implemented during 
the previous administration, which was 
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reported to be marred by irregularities 
(Rey 2018).

The government is also pushing for the 
approval of a bill that seeks to impose tariffs 
on rice imports instead of quantitative 
restrictions (QRs). This will help the poor 
weather the effects of higher commodity 
prices, including rice, which is a staple food 
for Filipinos. The increase in commodity 
prices was partly an effect of the TRAIN, 
the increasing fuel prices in the world 
market, and the rising cost of imports due 
to the recent increase in the interest rates 
by the United States (US) Federal Reserve 
System, making the US dollar stronger 
against the Philippine peso. Easing the QR 
could cut the wholesale price of rice by 
PHP 4.31 per kilogram, per estimates from 
the National Economic and Development 
Authority (NEDA), allowing a family of 
five members to save as much as PHP 2,362 
per year—an amount equivalent to roughly 
13 percent of the average rice expenditure 
of a household based on the 2015 Family 
Income and Expenditure Survey (FIES) 
(PSA 2015). Moreover, NEDA noted that 
“headline inflation rate would be reduced 
by 1-percentage point if the domestic 
wholesale rice market is reduced to the level 
of imported rice. Even with just a PHP 1.00 
per kilo reduction in the wholesale price of 
rice, headline inflation rate would also be 
reduced by 0.3-percentage point” (NEDA 
2018a). Briones (2012) has earlier noted 
that there is a sound argument for lifting 
the Philippines’ QR on rice upon weighing 
the pros and cons of tariffication.

In the area of labor and employment, 
House Bill (HB) 6908, or An Act 
Strengthening the Security of Tenure 
of Workers, Amending for the Purpose 
Presidential Decree 442, as amended, 

otherwise known as the Labor Code of 
the Philippines which seeks to promote 
workers’ security of tenure, was approved 
by the House of Representatives (HOR) last 
January 29, 2018 and has been transmitted 
to and received by the Senate on January 
31, 2018. To date, the Senate is yet to give 
its own seal of approval on this proposed 
legislation. In the meantime, on May 1, 
2018, President Rodrigo Duterte signed 
Executive Order (EO) 51, a reiteration to 
implement Article 106 of the Labor Code 
for the protection of the right to security 
of tenure of all workers and prevent illegal 
contractualization. He likewise urged 
the Congress to amend the Labor Code. 
Meanwhile, in light of rising food and 
fuel prices, the Department of Labor and 
Employment has implemented a PHP 25 
increase in the minimum wage of workers 
in Metro Manila effective November 22, 
2018 (Crisostomo 2018).

In the agriculture sector, the free 
irrigation program is one significant 
government initiative aimed at improving 
farmers’ productivity. Under Republic 
Act  (RA) 10969 signed by the president 
last February 2, 2018, farmers with 
landholdings of 8 hectares (ha) and below 
are entitled to free irrigation. As such, the 
free irrigation program will contribute 
to the lowering of production cost and 
further relieve the farmers and irrigators’ 
associations from the burden and 
consequence of unpaid irrigation service 
fees, which is in line with the government’s 
policy to promote comprehensive rural 
development. It should be noted that the 
poverty incidence among agricultural 
households in 2015 is 41.1 percent, way 
above the national poverty incidence of 
16.5 percent based on estimates from the 
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https://pia.gov.ph/news/articles/1001735

2015 FIES (PSA 2015). Poor agricultural 
households comprise 43 percent of the 
country’s total poor.

Other proposed legislations aimed at 
improving the well-being of the poor are 
still pending approval. The Magna Carta for 
the Poor (HB 5811) approved by the Lower 
House in August 2017, is still pending at the 
Senate committee level (Senate Bill [SB] 
2010). The proposed legislation provides for 
the prioritization of programs for the poor 
including recognition of their fundamental 
rights—food, employment and livelihood, 
free relevant quality education, shelter, 
and basic health services and medicines. It 
also mandates for the creation of a National 
Poverty Reduction Plan. Former President 
Benigno Aquino III rejected a similar 
measure due to funding requirements. 

Meanwhile, HB 7773 known as the 
4Ps Act that was submitted to the HOR 
by the Committee on Poverty Alleviation 
and the Committee on Appropriations last 
May 23, 2018 was approved on August 29, 
2018. The bill sets the 4Ps as the “national 
poverty reduction strategy that provides 
cash transfer amounting to PHP 26,400 to 
each of the poor households per year for 
a maximum period of five years” for the 
improvement of their health, nutrition, 
and education. The proposal provides that 
DSWD shall select beneficiaries using 
a standardized targeting system where 
revalidation is conducted every three years 
and with the help of a local verification 
committee. This bill also stipulates that all 
4Ps beneficiaries shall be covered under the 
National Health Insurance Program, funding 
of which shall come from the proceeds of 
the Sin Tax Law. As of publication date, 
however, the latest Senate version of the 
proposed legislation remains pending with 

the Committee on Social Justice, Welfare, 
and Rural Development. 

Social protection for the elderly

In 2017, the government further expanded 
the coverage and budget for the Social 
Pension (SocPen) program through 
Administrative Order (AO) 15 issued 
in 2010 by the DSWD. SocPen is a cash 
transfer program for indigent elderly that 
seeks to improve the living conditions of 
eligible indigent senior citizens to  support 
the fulfillment of RA 9994, also known as 
the Expanded Senior Citizens Act of 2010. 
Under RA 9994, indigent senior citizens 
are entitled to receive extra government 
assistance amounting to PHP 500 given as 
a monthly stipend to augment their daily 
subsistence and medical needs.

The DSWD’s NHTS-PR, also called 
Listahanan, identified over a million 
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Year Physical Target Age Coverage Actual Served Budget Allocation 
(in PHP million)

Actual Budget Stipend 
(in PHP million)

2011 138,960 77 years and above 138,960 871 843.47
2012 185,194 77 years and above 211,657 1,227.46 1,231.70
2013 232,868 77 years and above 255,763 1,532.95 1,553.65
2014 479,080 77 years and above 481,603 3,108.91 2,934.42
2015 939,609 65 years and above 930,222 5,962.63 5,946.97
2016 1,368,944 60 years and above 1,343,943 8,711.20 8,593.53
2017 2,809,542 60 years and above 2,559,20 17,940.26 14,978.25
2018* 3,000,000 60 years and above Not yet available 19,282.86 Not yet available

* Based on the 2018 approved General Appropriations Act
Source: Department of Social Welfare and Development (DSWD), email message to author in 2017

Table 2.1
Annual physical target, actual served, budget allocation, and actual budget stipend 

for Social Pension program: 2011–2018

senior citizens from poor households in 
2011. However, only about 150,000 senior 
citizens aged 77 years and above were 
targeted for SocPen during its first year 
of implementation in 2011 due to budget 
limitations. Funding for SocPen is derived 
from the government’s GAA as part of the 
social protection programs implemented by 
the DSWD.

Thus, the DSWD then was expected 
to serve the remaining indigent seniors 
the following year. The age coverage of 
77 years and above continued until 2014 
(though the target number of beneficiaries 
nearly doubled in 2014 compared to the 
previous year). In 2015, the minimum age of 
target beneficiaries was reduced to 65 years 
and since 2016, it was further reduced to  
60 years with a corresponding increase in 
program budget and coverage (Table 2.1).

From 2011 to 2013, the actual number 
of beneficiaries served under the program 
surpassed the target number; however, this 
number slightly declined starting 2014. The 
DSWD develops the physical targets for 
the succeeding year based on the number 
of existing social pensioners for the current 

year and likewise considers the latest 
available data on the number of wait-listed 
applicants from the 17 DSWD field offices 
(typically every October). To be included as 
a wait-listed applicant, the local government 
unit (LGU) and DSWD conduct a series of 
evaluation activities to validate whether 
the senior citizen is indeed eligible to be a 
recipient of government assistance or not. 
Since 2014, the listing of senior citizens in 
Listahanan is no longer used for targeting 
social pensioners because LGUs have 
taken full responsibility for identifying 
beneficiaries of the SocPen program. 

Independent estimates of the number of 
senior citizens from poor households suggest 
that the current program coverage, which is 
supposed to target elderly indigents, appears 
to be more than sufficient. From 2011 to 2013, 
the number of physical targets of the SocPen 
program (based on Listahanan data) has been 
within the number of estimated persons aged  
77 years and above of the bottom 20 or 
bottom 30 percent of income distribution, 
which means that physical target is within 
the bounds of the first two and three income 
deciles (Table 2.2). The latter estimates were 
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Table 2.2
DSWD number of target beneficiaries for Social Pension (SocPen) program and estimated number 

of senior citizens within age coverage of SocPen across bottom deciles of income distribution

Year DSWD SocPen APIS Estimates of Number of Seniors (in thousand)
 within Age Coverage of SocPen Program in

 Age Coverage Physical Target 
(in thousand)

Actual Targets 
Served 

(in thousand)

First 
Income 
Decile

First Two 
Income 
Deciles

First 
Three 

Income 
Deciles

First Four 
Income 
Deciles

First Five 
Income 
Deciles

2011 77 years and above 139 123 66 132 219 312 417
2012 77 years and above 185 181      
2013 77 years and above 233 256 97 183 281 375 478
2014 77 yrs. old and above 479 482 64 163 273 366 477
2015 65 yrs. old and above 940 877      
2016 60 yrs. old and above 1,369 1,274 388 886 1,533 2,190 2,925
2017 60 yrs. old and above 2,810       

DSWD = Department of Social Welfare and Development; APIS = Annual Poverty Indicators Survey
Source: DSWD, email message to author in 2017; Author’s estimates from microdata of APIS (PSA 2011, 2013, 2014, 2016)

sourced from the results of waves of the 
Annual Poverty Indicators Survey (APIS) 
conducted by the Philippine Statistics 
Authority (PSA).

During the first year when Listahanan 
was no longer used as basis for beneficiary 
identification in 2014, the physical target 
for SocPen was 75 percent more than the 
independent estimates of the number of 
senior citizens (aged 77 and above) from the 
bottom 30 percent of income distribution. 
The much bigger physical target for SocPen 
in 2014 may have allowed assistance to 
be given to those outside the age cutoff 
of 77 years but who belong to the bottom 
20 percent of the income distribution. 
However, the huge targets could have also 
been due to other inaccuracies in targeting 
beneficiaries, especially with the lack of 
clear guidelines followed by LGUs in 
determining exactly the elderly indigents 
from among all senior citizens within the 
area. A similar observation can be made 
about the 2017 physical target that was 
based on the population growth projections 

of the elderly generated from the results of 
the 2016 APIS. It is very much likely that 
as early  as 2014, the maximum physical 
targets for elderly indigents have actually 
been reached. 

SocPen evaluation reports (DSWD 
2012; COSE/HelpAge International 2016) 
revealed that beneficiaries spend their cash 
assistance on food (including milk), health 
(such as medicine, checkups), or repayment 
of debts. Further, reports likewise 
mentioned that while social pensioners 
find the cash assistance helpful, as much as  
4 out of 5 SocPen beneficiaries also consider 
the amount to be inadequate. With the recent 
passage of TRAIN law, social pensioners as 
well as beneficiaries of the 4Ps and other 
low-income families identified through 
Listahanan are expected to be provided 
with PHP 200 monthly assistance for 2018 
as part of the government’s cash assistance 
to cushion the effects of indirect taxes to 
poor families as a result of the TRAIN. The 
cash assistance is expected to be increased 
to PHP 300 per month in 2019 and 2020.  
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The extra cash assistance in 2018 provides 
a 40-percent increase from their regular 
stipend. In 2019 and 2020, the TRAIN 
subsidies will increase (from PHP 2,400) 
to PHP 3,600 annually, bringing the total 
assistance to PHP 9,600 for each of the  
3 million senior beneficiaries in 2019 and 
2020. In total, the subsidies from the tax 
reform law will effectively bring the total 
SocPen program budget to PHP 25.2 billion 
in 2018 and PHP 28.8 billion annually 
in 2019 and 2020. The increase in cash 
assistance for poor seniors is welcome to 
beneficiaries, especially since it cushions 
the impact of higher prices on seniors’ daily 
cost of living. But this rapid increase in cash 
assistance needs proper safeguarding. 

The DSWD, nonetheless, needs to 
evaluate the possibility of adjusting the 
current amount of benefits provided to 
pensioners, which is getting less adequate 
due to rising prices as a result of the TRAIN 
implementation. Over time, the SocPen 
program may turn out being less impactful 
in reducing poverty rates. Rather than 
continuously expand program coverage, 
the government should consider providing 
bigger pensions to some of the current 
beneficiaries based on their increased needs 
to further reduce the poverty gap of those 
below the poverty line.  

Harmonization of social protection 
programs within DSWD and across the 
entire government is important to ensure 
greater coherence in building risk resiliency 
among the poor and vulnerable sectors 
including the elderly indigents. Currently, 
the information systems of SocPen 
are not systematically linked to other 
DSWD information systems, particularly 
Listahanan, which is being used as basis in 
identifying beneficiaries of other DSWD 

programs (conditional cash transfer and the 
sustainable livelihood program) as well as 
selected social protection programs outside 
of DSWD (e.g., provision of PhilHealth 
cards to indigents). DSWD implements a 
convergence strategy (Albert and Dacuycuy 
2017) focused on harmonizing three social 
protection programs of the department such 
as the conditional cash transfer, a livelihood 
support, and a community support program. 
Under the DSWD convergence strategy, 
there is an opportunity to include SocPen 
especially with reference to targeting 
systems, information systems, payment 
systems, and monitoring and evaluation 
processes. Attention is needed to ensure 
SocPen’s poverty focus and to maintain its 
social protection objectives.

Women

The Philippine Development Plan (PDP) 
2017–2022 outlines the socioeconomic 
agenda toward AmBisyon Natin 2040  
(EO 5, series of 2016) and takes into 

https://www.tesda.gov.ph/Uploads/File/
Resources/2017%20TESDA%20Annual%20Report.pdf
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account the country’s commitment to the 
Sustainable Development Goals (SDGs). 
To achieve these development plans, 
commitments, and aspirations, the country 
has to harness the productive capacity of its 
widely available resource—labor. 

Women have an equal role as men in 
steering the country toward sustainable 
growth not only because they comprise 
50 percent of the country’s population 
but also because women significantly 
contribute in achieving development 
outcomes. Studies showed that women’s 
education positively affects food security 
(Smith and Haddad 2000) and children’s 
health, nutrition status, and educational 
attainment (Duflo 2005).

In the Philippines, substantial progress 
has been achieved toward women 
empowerment and gender equality. Efforts 
to make governance gender responsive 
are promoted through legislation, such as 
the Magna Carta of Women (MCW). MCW 
mandates nondiscriminatory and progender 
equality and equity measures to enable 
women’s participation in the formulation, 
implementation, and evaluation of policies, 
plans, and programs for national, regional, 
and local development. In line with this, all 
government agencies are mandated to allot 
a minimum of 5 percent of their budget to 
gender and development. Further, based on 
PSA (2016), the Millennium Development 
Goals (MDG) target ratios of girls to boys in 
primary, secondary, and tertiary education 
have been achieved. Male and female’s 
basic literacy rate is similar although 
female’s functional literacy rate is higher.

Despite these advancements, much 
remains to be hurdled. Based on the World 
Bank’s World Development Indicators 
(n.d.), the following observations are noted. 

One, the female labor force participation 
rate (LFPR) percentage of population ages  
15–64 is at 51 percent in 2017, which is just 
a 2-percentage point improvement from the 
1990 female’s LFPR. Labor market returns 
are lower for female than male (ADB 2013; 
UNDP 2015). Two, 4 out of 10 females 
are own-account workers and contributing 
family workers. Among member-countries 
of the Association of Southeast Asian 
Nations (ASEAN), the Philippines, together 
with Viet Nam and Laos, has one of the 
highest vulnerable employments. Three, 
the share of women in wage employment in 
the nonagricultural sector barely improved 
(from 40% in 1990 to 41% in 2017). 

In addition, women are still 
underrepresented in national parliaments.  
In 1990, the percentage of women 
holding a seat in national parliament is 
around 10 percent. While this improved 
in 2017 at around 30 percent, this is still 
21-percentage points lower than the MDG 
target. Women in the Philippines, however, 
have a higher proportion of representation 
in the national parliament compared to 
its ASEAN neighbors. While the law on 
violence against women and children 
(VAWC) is in place, the incidence of 
VAWC reporting did not improve. Around 
20.1 percent of women aged 15–49 years 
have reported having experienced violence 
in 2008 and around 19.6 percent in 2013 
(David et al. 2017).

Based on data from the World Health 
Organization (2015), maternal mortality 
rate (MMR), or maternal deaths per 
100,000 live births, is declining, from 152 
in 1990 to 114 in 2015. However, these 
rates, alongside with that of Indonesia’s, are 
one of the highest in the region and are still 
below the SDG target of 70/100,000 MMR.



28  Policy Updates

Policies proposed and/or passed in 2017
Gender issues are incorporated in the 
PDP 2017–2022, which acknowledges the 
lackluster improvement of women’s LFPR. 
The PDP has outlined several strategies to 
encourage the labor force participation of 
women, some of which have already been 
translated into policies. EO 12 was signed 
in early 2017, which aims to intensify and 
accelerate the implementation of programs 
to attain zero unmet need for modern family 
planning by 2018. The Expanded Maternity 
Law of 2017 (SB 1305) has also been filed. 
It aims to increase the maternity leave 
period to 120 days for female workers in 
the government and private sector. 

With the MCW and the Convention 
on the Elimination of Discrimination 
Against Women as legal frameworks, a 
landmark policy initiative concerning 
women and health, the Responsible 
Parenthood and Reproductive Health Act 
(RH Law or RA 10354), was enacted in 
2012. However, it has been hampered 
by several discriminatory and legal 
barriers, such as the fragmented support 
of LGUs (CHR 2016) and the voiding of 
the Supreme Court of the law’s eight key 
provisions. In addition, the implementation 
of the law has been stalled by the 2014 
Supreme Court temporary restraining 
order on Implanon and Implanon NXT, 
two types of contraceptives, on the ground 
that these are abortifacient.  However, the 
Philippines’ Food and Drug Administration 
resolutions, issued on November 10, 
2017, declared Implanon and Implanon 
NXT as nonabortifacient. This means 
that these contraceptives will be publicly 
provided once again, an outcome that will 
substantially benefit women in the urban 
and rural poor. 

In addition, the Healthy Nanay 
and Bulilit Act (SB 1537), a proposed 
measure that aims to scale up nutrition 
during the first 1,000 days of life through 
a strengthened integrated strategy for 
maternal, neonatal, and child health 
nutrition, was approved by the Senate on 
its third and final reading in early 2018. 
It aims to provide for a comprehensive, 
sustainable, and multisectoral approach 
to address health and nutrition problems 
of newborns, infants and young children, 
lactating women, and adolescent females. 
It also aims to institutionalize and scale 
up nutrition packages developed by the 
National Nutrition Council, PDP, and 
the National Plan of Action for Children. 
Several researches have established the 
adverse impacts of health and nutrition 
stress during gestation on adult’s life 
outcomes (Bozzoli et al. 2009). Based on 
these researches, inequality in various 
outcomes in later life starts in the uterus. 
To the extent that intelligence quotient 
(IQ) is already set at the age of eight 
years old (Heckman et al. 2006) and that 
IQ partly determines the accumulation of 
human capital needed in the labor market, 
correct intervention should start in the early 
years of the human life cycle. To this end,  
SB 1537 appears to be on the right track. 

Policy gaps
Women and girls disproportionately bear 
the burden of the care economy, which can 
result in time poverty. In turn, this leads to 
low development outcomes that prevent 
them from realizing their full potential. 
Possibly due to care economy, many 
women are engaged in entrepreneurial 
endeavors. Data from the 2016 Global 
Entrepreneurship Monitor indicate that 
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that there are 30 percent more females than 
males engaged in running an enterprise 
(GERA 2017). There is, therefore, a 
need to strengthen (1) micro, small, and 
medium enterprises (MSMEs) as well as 
access to credit and technical skills, and 
sustaining and upscaling of enterprises and 
(2) provision of infrastructure support like 
fast and affordable access to information 
technology that will aid the entrepreneur’s 
visibility in the local and global markets.

While policies are already in place 
to support women’s participation in 
economically productive endeavors, much 
remains to be done. Bayudan-Dacuycuy 
and Dacuycuy (2017) identified two 
areas where policies can be improved: (1) 
provision of strong child-care systems and 
(2) strengthening of social protection of 
workers in the informal sector.

In the VAWC sphere, David et al. 
(2017) recommend some measures, such as 
(1) review of implementation experiences 
to analyze needs for procedural changes and 
additional information that can facilitate 
the effective enforcement of existing laws, 
(2) assessment of available resources to 
inform budgeting decisions at all levels 
of government to ensure that enforcement 
and support obligations spelled out in the 
laws are funded, and (3) improvement of 
programs aimed at VAWC prevention. 

Housing

In support of President Duterte’s Build, 
Build, Build program, the government 
launched on October 18, 2017, the BALAI 
Filipino (Building Adequate, Livable, 
Affordable, and Inclusive Filipino 
Communities) program, a 10-year national 

housing strategy intended to accelerate 
housing production especially for families 
displaced by the government’s infrastructure 
program as well as other households living 
in unacceptable housing conditions. Unlike 
the Oplan Likas program implemented 
during the previous administration which 
specifically targeted informal settlers in 
Metro Manila and in danger areas, the 
BALAI program is nationwide in scope.

The BALAI program has a total 
funding of PHP 1.15 trillion from 2017 
to 2022 (Table 2.3). This budget is 
estimated to result in the production of 
1.45 million socialized and low-income 
housing units. About PHP 170 billion 
will come from government-appropriated 
budget while end-user financing generated 
from loanable funds of the Socialized 
Housing Finance Corporation (SHFC) 
and the Home Development Mutual 
Fund (HDMF) amounts to a total of  
PHP 976.7 billion. The total government 
appropriated budget is earmarked as 
National Housing Authority (NHA) 
budget for the period in review. In 2017, 
the NHA approved budget amount to  
PHP 40.9 billion or 1.64 percent of the total 
national government expenditure program 
for the year.

The BALAI program follows the 
traditional strategy of direct housing 
provision through the NHA resettlement 
program and the end-user financing program 
through government-controlled corporations 
such as SHFC and HDMF. However, the 
program expanded the activities to increase 
private sector participation in housing 
development for low-income families 
through joint projects with the private sector, 
streamlined processes, financing incentives, 
and regulation.  
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First, the HDMF is partnering with 
employers through the Countryside 
Housing Initiative program that offers 
quality housing units at prices below the 
market prices to “underserved and unserved 
areas” all over the country. Unserved 
and underserved areas refer to areas in 
the countryside, usually those outside 
metropolitan areas.

Second, the securitization and guaranty 
programs of the National Home Mortgage 
Finance Corporation (NHMFC) and the 
Home Guaranty Corporation (HGC) are 
being scaled up to encourage developers to 
produce more by boosting their confidence 
in the housing market.   

Third, community partnership under 
SHFC Community Mortgage Finance 
is strengthened through SHFC’s active 
facilitation on the loan documentation 
required by community associations. SHFC 
will assist the community associations to 
obtain documentation requirements from 
other government agencies and provide 
subsidy on some documentary fees.  

Fourth, stricter compliance of private 
developers to the balanced housing 
requirement will be ensured such that 
subdivision and condominium developers 
will allocate 15 percent and 5 percent, 
respectively, of the total land or cost of 
their projects to building socialized housing 
projects to add to the affordable housing 
stock for low-income families.  

Fifth, housing processes were 
streamlined as follows: (1) a special lane 
at the Land Registration Authority was 
set up for the processing of the certificate 
of tax exemption for the transfer of land 
intended for socialized housing; (2) HDMF 
shortened the processing time for housing 
loan applications from 27 to 20 days through 

increased number of HDMF branches, 
online filing of housing loan application, 
and reduction in the number of requirements 
from 14 to 7 documents; (3) the Bureau 
of Internal Revenue (BIR) reduced the 
processing time on the issuance of tax 
exemption and certificate of registration for 
transfers of raw land for socialized housing 
projects (BIR Memorandum 65-2016; BIR 
Memorandum 12-2017); and (4) an online 
housing portal was created where all the 
required transactions across housing-related 
agencies can be done to speed up the process, 
reduce cost, and minimize personal contact 
that  usually induces corruption. Moreover, 
a central repository of data on lands and 
informal settler families is being established 
to easily identify lands and beneficiaries.

Sixth, HDMF lowered the interest 
rate for housing loans of minimum-waged 
earners from 4.5 to 3 percent (the lowest 
in the market) to lessen the burden of loan 
amortization among target beneficiaries. In 
particular, HDMF in recent years has been 
finding ways to provide access to financing 
for the housing needs of those in the lower-
income brackets.

The current administration has also 
revived the legislative bills for the creation 
of a Department of Housing and Urban 
Development (DHUD), which is one of 
the recommendations during the National 
Housing Summit Conference in 2016. 
HB 6775, titled “An Act Creating the 
Department of Housing, Planning and Urban 
Development”, was crafted to consolidate 
the previous five proposals on the same issue 
and is now being deliberated in Congress.  
The creation of a new department is being 
pushed to empower the current Housing 
and Urban Development Coordinating 
Council (HUDCC) to better manage the 
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implementation of all government housing 
programs. Under the proposed new 
department, the HUDCC and the Housing 
and Land Use Regulatory Board (HLURB) 
will be merged while the NHA, HGC, 
NHMFC, HDMF, and SHFC will be attached 
to the DHUD for easier coordination but 
they will continue to function according 
to their respective charters. Through the 
merger, HB 6775 envisions to harmonize 
and provide a holistic approach to dealing 
with problems in housing, human settlement, 
and urban development.

Over the years, the governance of the 
housing sector has been highly politicized. 
Efforts to reform the sector are confined to 
program policies. The creation of a housing 
department could provide the needed holistic 
approach. However, this requires more than 
just a merger of HUDCC and HLURB. The 
roles of the national and local government 
units in housing and urban development 
must be redefined clearly.

Health 

The Philippines has made great strides in 
improving health outcomes in the past half 
century. The country’s infant mortality rate, 
for instance, has been slashed significantly 
from about 67 deaths per 1,000 live births 
in 1960s to only 22 deaths per 1,000 live 
births in 2016. Over the same period, life 
expectancy at birth has increased from  
58 years in the 1960s to about 69 years in 
2015, although this is still below the global 
average of 71 years (WB 2017a). Challenges 
and threats in improving the country’s 
health outcomes persist, however, such as 
the growing burden of noncommunicable 
diseases including injuries, and the 

continuing inequities in health that call for 
concerted response measures.

Government spending on health has 
significantly increased over the second half 
of the last decade. In 2016, it is estimated 
that the government spent PHP 233 billion 
on health care (PSA 2017) compared to only 
PHP 64 billion in 2005 (NSCB 2013). Part 
of this rise in government health spending 
may be attributed to the expanded programs 
by the Department of Health (DOH), which 
include the Health Facilities Enhancement 
Program, the Medical Assistance Program, 
and the Human Resource for Health 
Deployment Program. The Sin Tax Law 
enacted in 2012, to a larger extent, resulted 
in greater tax collections and subsequent 
increase in the share of health services. 
The law paved way for the increase in 
public sector’s involvement in raising 
and in financing the country’s total health 
expenditures (Table 2.4). Still, it cannot 
be overemphasized that more than half of 
health-care spending remains to be paid 
out of pocket by households, exposing 
families to potentially great risks of falling 
into poverty.

https://www.flickr.com/photos/dfid/11352296333
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Table 2.4
Sin tax incremental revenue to 2016 DOH budget (in PHP billion)

Particulars FY 2013 DOH Budget 
(baseline budget 
without sin tax)

FY 2016 DOH Budget

Total DOH Budget Of which from 
incremental revenues 

from Sin Taxes
PhilHealth* 12.63 43.89 31.26

Millennium Development Goals and others 24.16 41.10 16.94

Health Facilities Enhancement Program 13.56 21.01 7.45

Deployment of Human Resources 2.88 7.04 4.16

Medical Assistance Program 0 9.59 9.59

Total 53.23 122.63 69.40

* Premium subsidies for health insurance of indigents
DOH = Department of Health; FY = fiscal year
Source: Department of Health (2017)

More recent reforms are expected to 
improve the government’s engagement 
concerning health. In 2016, the DOH issued 
AO 2016-0038 introducing the Philippines 
Health Agenda 2016–2022 (PHA) anchored 
on three goals: financial protection, better 
health outcomes, and responsiveness of 
health services. The PHA sets the direction 
of government interventions related to 
health and provides specific and general 
guidelines to achieve its goals.  

Also in 2016, the government enacted 
landmark legislations related to health such 
as the Rare Disease Act of the Philippines 
(RA 10747) and the Comprehensive 
Tuberculosis Elimination Plan Act (RA 
10767). RA 10747 provides a mechanism to 
increase the health-care access of persons 
afflicted with rare diseases, including 
providing them with the same benefits as 
persons with disabilities under the Magna 
Carta for Disabled Persons (RA 7277). 
The law also mandates the creation of a 
Rare Disease Registry that shall include 
information on the covered diseases, 
list of persons with such diagnosis, and 

medicines and other products that are used 
to treat these rare diseases. RA 10767, 
on the other hand, mandates increased 
government investments for tuberculosis 
(TB) prevention, treatment and control, 
including the strengthening of the National 
TB Control Program, and the creation of 
a review and monitoring system that will 
aid in tracking the country’s progress in 
eliminating TB. Also under this law, the 
Philippine Health Insurance Corporation 
(PhilHealth) is mandated to expand its 
benefit packages for TB patients such that 
new, relapse, and return-after-default cases 
are now covered, as well as the extension 
of treatment.

In 2017, Congress amended the 
country’s Anti-Hospital Deposit Law 
(RA 10932) by increasing the sanctioned 
penalties for the refusal of health facilities 
to administer initial medical treatment and 
support in emergency or serious cases. 
Similar to the law’s predecessor, Batas 
Pambansa 702, the amendment prohibits 
medical facilities from demanding deposits 
or any advance payment from patients 
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as a prerequisite for administering basic 
emergency care. Unlike the original law, 
however, RA 10932 identifies the financing 
source of the emergency health care, at 
least for the poor, by mandating PhilHealth 
to reimburse health facilities for the cost of 
basic emergency care and transportation 
services provided to indigent patients. 

The year 2018 marks the beginning of 
the implementation of the TRAIN Law (RA 
10963). Part of this tax reform package is 
the introduction of a new tax on SSB where  
PHP 6.00 per liter is imposed on drinks 
with caloric or noncaloric sweetener and 
PHP 12.00/liter on drinks containing high 
fructose corn syrup. Though the SSB tax 
has been promoted mainly as a government 
revenue measure, it is expected to positively 
impact the worsening cases of diabetes 
and obesity in the country, specifically by 
reducing the consumption of SSB. While 
the measure is laudable, it must be noted, 
however, that complementary measures 
should be pursued to ensure that poor 
households have continuous access to 
alternate cheap but quality food sources 
to prevent them from falling into chronic 
energy deficiency.

Mental health care also takes center 
stage with the signing of the Mental 
Health Act (RA 11036). The new law 
provides a national policy framework on 
mental health including the promotion of 
mental health awareness in educational 
institutions, in the workplace, and in 
communities, and defines the rights of 
mental health service users, their family 
members and legal representatives, and 
of mental health professionals. It also 
mandates the development and integration 
of various mental health services into the 
general health delivery system. 

Aside from these recently passed 
laws, larger reforms are guaranteed with 
bills currently reviewed in Congress. The 
Universal Health Coverage (UHC) Act 
(HB 5784 and SB 1896), a priority bill 
in both houses, seeks to guarantee every 
Filipino their right to health by providing 
financially accessible, responsive, and 
comprehensive health services. Some of the 
salient features of the proposed UHC Act 
include the institutionalization of Health 
Impact Assessment to guide health policies, 
income retention mechanism for health 
facilities to allow them to utilize their 
income for improvement and upgrading 
of their services, and the simplification of 
PhilHealth membership categories.

The DOH also recognizes the need 
to take advantage of the developments 
in information and communications 
technology (ICT) to strengthen the 
national health system and to improve 
access, safety, and quality of health care. 
While there have been many attempts at 
incorporating eHealth in traditional health 
services, the country still lacks the policy 
and technical infrastructure to be able to 
fully harness the benefits of ICT in health. 
The proposed Philippine eHealth Systems 
and Services Act (SB 1618 and HB 4630) 
aims to address some of these deficiencies 
by institutionalizing a National eHealth 
System that will guide and regulate eHealth 
practices in the Philippines. This includes 
defining the scope of eHealth services and 
solutions, setting interoperability standards, 
and regulating related infrastructure and 
human resources, among others. 

Much of the above-cited policies 
seek to address problems on the quality, 
accessibility, and affordability of health 
care. However, there may be policy 
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implications that demand further probing. 
For instance, how will the new and the 
proposed mandates be funded? Currently, 
financing requirements for health are 
mainly supported and financed by the 
working-age population. This setup may 
be working for now, but eventually, the 
country’s population will inevitably age and 
more people are expected to avail of health 
services. As such, there will be greater 
users of health services than those financing 
them. Funding health services through 
intergenerational transfers may thus pose a 
heavy burden on future generations. In light 
of improving elderly health, some policy 
considerations may be looked at, such 
as increasing or removing the statutory 
retirement age to allow the elderly to work 
and self-finance their health consumption, 
or finding alternative sources of financing, 
such as incentivizing savings options for 
health, rather than fully passing the burden 
of financing to younger generations. 

Education 

As of July 1, 2017, a proposed legislation 
promising to achieve greater access to 
tertiary education for all socioeconomic 
classes through untargeted free tuition in 
public tertiary education institutions is 
awaiting signature of the president. 

In March 2017, the Senate passed 
SB 1304. This was followed by the HOR 
passing its own version, HB 5633, in May 
2017. In the same month, both houses of 
Congress approved the bicameral conference 
committee report consolidating the Senate 
and HOR versions. This legislation has five 
objectives, namely, “(a) provide adequate 
funding and such other mechanisms to 

increase the participation rate among all 
socioeconomic classes in tertiary education; 
(b) provide equal opportunity to quality 
tertiary education in both private and 
public educational institutions; (c) give 
priority to students who are academically 
able and who come from poor families; (d) 
ensure optimized utilization of government 
resources in education; (e) provide guidance 
and incentives in career choices; and (f) 
recognize the complementary roles of public 
and private institutions in tertiary education”.1

To achieve these objectives, the proposed 
legislation identified three instruments: 
(1) free tuition and school fees in state 
universities and colleges (SUCs), local 
universities and colleges (LUCs), and state-

1 This legislation was later ratified on July 25, 2017 as  
RA 10931 or An Act Promoting Universal Access to 
Quality Tertiary Education by Providing for Free Tuition 
and Other School Fees in State Universities and Colleges, 
Local Universities and Colleges, and State-run Technical-
Vocational Institutions, Establishing the Tertiary Education 
Subsidy and Student Loan Program, Strengthening the 
Unified Student Financial Assistance System for Tertiary 
Education, and Appropriating Funds Therefor. 

http://www.taguig.gov.ph/our-city/education/
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run technical-vocational institutions (TVIs); 
(2) tertiary education subsidy (TES) in 
private higher education institutions (HEIs) 
and private-run TVIs; and (3) a student loan 
program. Will these instruments deliver the 
legislation’s stated objectives?

Before analyzing the proposed 
measure, it is worth mentioning that RA 
10687 or the Unified Student Financial 
Assistance System for Tertiary Education 
(UniFAST) was signed in October 2015. 
This law rationalizes the Student Financial 
Assistance Programs (StuFAPs). 

While well-intentioned, the untargeted 
free tuition in SUCs, LUCs, and state-
run TVIs will likely lead to unintended 
consequences for at least three reasons. 
First, it is based on a hypothesis that 
appears to be not supported by data. The 
often-used justification for this proposal 
is that most students in SUCs, LUCs, and 
state-run TVIs are poor, hence, public 
tertiary education institutions need even 
greater government subsidy.  

However, an examination of the 
composition of students attending public 
HEIs in 2014 shows that only 12 percent of 
the student population may be considered 
poor, i.e., those from the bottom 20 percent 
of the income classes (Orbeta and Paqueo 
2017). With this enrollment structure, any 
untargeted subsidy will mostly benefit 
students from richer households. The 
proposed legislation is like asking a farmer 
whose child did not qualify to attend a public 
tertiary education institution to contribute 
to the education of a car-driving child of 
a doctor who qualified primarily because 
of better basic education preparation. In 
the competition for free spaces in public 
tertiary education institutions, those who 
have poorer basic education background, 

the majority of which come from poorer 
households, will expectedly lose. This 
is clearly demonstrated by data from 
an existing targeted program called the 
Students Grants-in-Aid Program for 
Poverty Alleviation (SGP-PA) that directly 
targets 4Ps families with college-ready 
high school graduates. Based on entrance 
examination scores, the SGP-PA grantees 
have inferior academic preparation 
compared with other students and thus will 
lose in open competition (Silfverberg and 
Orbeta 2016). Only by explicit targeting 
of the poor like what is done in the SGP-
PA will assure them of places in public 
tertiary institutions. Hence, it is doubtful 
that the proposed legislation will help 
achieve the objective of increasing access 
for all socioeconomic classes. Instead, it 
will promote an even greater proportion 
of students from higher socioeconomic 
classes in public tertiary institutions than 
what already prevails.

Second, instead of encouraging more 
private investments in human capital 
development, the legislation proposes to 
replace with general taxes the tuition and 
other fees that households have willingly 
decided to contribute for the education of 
their children. These private investments 
are motivated by the well-accepted 
hypothesis that, unlike basic education 
where most of the returns accrue to society, 
returns to tertiary education mostly benefit 
the students. In addition, providing free 
tuition and other fees is not a one-time 
budget allocation but a recurring one. How 
long and how capable is the government 
in replacing this lost private contribution 
to tertiary education remains to be seen. If 
this cannot be sustained or is replaced only 
partially moving forward, a deterioration 
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of the quality of publicly funded tertiary 
education can be expected. The economic 
managers in their memorandum to 
the president are justified in being 
apprehensive that financing this substantial 
recurring allocation may not be sustainable 
(NEDA 2017b). These arguments show that 
providing free tuition and other fees does 
not contribute to fulfilling the objective of 
optimizing the use of government resources 
in education.

Third, the other hypothesis underlying 
the move to provide free tuition and other 
fees in SUCs, LUCs, and state-run TVIs 
is the expectation that this will encourage 
attendance in tertiary education, in 
general, and the attendance of the poor, 
in particular. The latter is desirable from 
the equity objective. Unfortunately, there 
appears to be no real empirical basis for 
this hypothesis. Again, as shown in Orbeta 

and Paqueo (2017), simple analysis of 
the relationship between the presence of 
SUCs in the locality and enrollment shows 
this hypothesis is not supported by data 
in general and much less among the poor. 
This is easy to explain by pointing out that 
tuition is not the biggest component of the 
total cost of tertiary education but living 
allowance. In addition, there is no real 
urgency of aiming for higher attendance in 
tertiary education given that the Philippines 
has still many tertiary education graduates 
compared with other countries in a similar 
level of development (Figure 2.1). The 
figure shows that the Philippines has a 
higher proportion of people 25 years and 
above who have tertiary degrees relative to 
an average country of similar development 
status. Moreover, poorly educated workers 
are the second to the last obstacle among 
the biggest challenges mentioned by firms 

Figure 2.1
Proportion of population 25 years and over with tertiary degree and real gross domestic 

product per capita, 2010

Sources of basic data: Barro and Lee (2013); World Bank (n.d.)
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in the 2015 round of the Enterprise Surveys 
of the World Bank (2017b).

The legislation stipulates that students 
with financial capacity can volunteer to 
not receive the subsidy or contribute to the 
school. One wonders how many will be civic-
minded enough to volunteer to contribute 
when one can get tertiary education for 
free. It is important to recall that public 
finance textbooks point to the “free 
riding” issue as the primary reason for the 
underprovision of public goods if financed 
by voluntary individual contribution. There 
is no compelling encouragement for those 
with financial capacity to contribute the 
appropriate amount commensurate to the 
benefits they receive.

Nevertheless, it is notable that the 
proposed legislation attempted to level the 
playing field between private and public 
tertiary institutions recognizing their 
complementary rule in tertiary education. 
This is done by providing for a TES program 
for students in private HEIs and private-
run TVIs to be managed by the UniFAST 
Board. Furthermore, unlike the program for 
students in public tertiary institutions, this 
explicitly provides for prioritization based on 
income using either the NHTS-PR or other 
proof of income. In addition, the TES may 
cover room and board allowance, additional 
allowance for disability, and cost of getting 
professional license or certification. No 
such similar explicit provision is proposed 
for students in public tertiary institutions. 
Covering the other costs, particularly 
room and board, besides tuition and other 
fees, is critical if participation of students 
from lower socioeconomic classes is being 
encouraged. While this is somewhat inferior 
to an identical program for both public and 
private tertiary institutions proposed in 

the UniFAST, this is clearly a step in the 
right direction. The remaining issue is how 
the prioritization of students in the lower 
socioeconomic classes will be implemented.  

Finally, the features of the student 
loan program introduced in the proposed 
legislation address the problem of poor 
repayment rates faced by existing loan 
programs such as the Study-Now-Pay-Later, 
earning for it the moniker “Study-Now-Pay-
Never”. The last known study that looked 
at the program (Kitaev et al. 2003) puts the 
repayment rate at 2 percent. The legislation 
proposes to incorporate repayment into the 
collection system of the Social Security 
System and the Government Service 
Insurance System rather than through 
the Commission on Higher Education 
(CHED), which is not equipped to collect 
loan repayments. In addition, the legislation 
mentions a laudable provision that requires 
beneficiaries to pay their student loans only 
when their income is above the compulsory 
repayment threshold (CRT), making 
their loans income contingent. Income-
contingent loans eliminate the beneficiaries’ 
ordeal of paying their loan when their 
income is below the CRT, which may be 
due not to their fault alone but partly to 
the quality of education they got. To lower 
the likelihood that beneficiaries will earn 
below the CRT, the UniFAST law stipulates 
that authorization from CHED is required 
in the determination of tertiary institutions 
and programs eligible for publicly funded 
StuFAPs. The results of professional 
board examinations showing the average 
passing rate at around 40 percent and the 
small proportion of faculty members with 
graduate degrees indicate that many of the 
tertiary education institutions and programs 
in the country are not performing well 
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(Manasan and Parel 2015). This should 
justify the hesitation of making all tertiary 
education institutions eligible to provide 
educational services that are funded by 
general taxes if the objective is to ensure 
optimized utilization of government 
resources in education. 

The proposed legislation, except for the 
income-contingent repayment provision 
in the student loan program, is clearly not 
superior to the existing policy on StuFAPs 
such as the UniFAST law in encouraging 
equitable access to tertiary education. It 
may even have the unintended consequence 
of using general taxes to reduce total 
investments in tertiary education and 
promote the perverse outcome of greater 
access to tertiary education for students 
who are not from poorer households but 
from richer ones.

Agriculture

The output performance of agriculture has 
rebounded from years of meager growth. In 
2017, the growth rate of gross value added 
(GVA) of agriculture, fishery, and forestry 
hit 3.9 percent, coming off a contraction 
(and low base) of -1.3 percent in 2016, and 
in contrast to the 0.9-percent average in 
2011–2016.

This growth was led by the rebound of 
the crops sector, with the highest growth 
contributed by sugarcane (14.4%) and 
rubber (8.9%). Above-average growth was 
also observed for most of the largest crops, 
namely, palay (4.37%), coconut (3.5%), 
and banana (3.15%) (PSA 2018b). Supply 
recovery was boosted by strong demand 
for agricultural exports from both the local 
and foreign markets. This demand grew by  

19.5 percent over the first three quarters 
of 2017, compared to only 0.1 percent 
over the same period in 2016. The biggest 
increase in exports was seen in rubber at 
160 percent, but large increases were also 
observed in coconut, tuna, tobacco, and raw 
sugar (NEDA 2018b).

In 2017, the average annual inflation 
was 2.9 percent. Farmers have benefited 
from the price escalation since farm 
gate prices grew by much more than the 
inflation rate. Farm gate prices grew fastest 
in livestock (12.3%), poultry (10.0%), and 
fisheries (9.1%). This growth was also 
observed in crops, averaging 4.3 percent, 
with palay registering the fastest increase 
at 6.1 percent. The rise in farm gate prices 
led to a surge in food and nonalcoholic 
beverage prices to 3.0 percent, which was 

Curt Carnemark/World Bank
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slightly above the overall growth of the 
consumer price index.

Tax policy
In December 2017, the TRAIN was signed 
and enacted into law. Although the TRAIN 
had overall little impact on agriculture, 
increases in petroleum prices will tend 
to impact on the agricultural sector, 
particularly capture fisheries, where fuel 
can account for as much as 60 percent of 
the production cost (DA-PCAF 2017).

Expenditure policy
For 2018, the budget allocation for the 
Department of Agriculture (DA) was  
PHP 43.9 billion, an increase of 23 percent 
from the previous year’s budget. However, 
as a ratio to agricultural GVA for 2017, 
the DA budget was only 0.023 percent, far 
lower than the ratio in the Organisation for 
Economic Co-operation and Development 
(OECD) countries, which averaged  
0.23 percent in 2012–2014 and comparable 
to Indonesia’s 0.03 percent (OECD 2017). 

The DA budget reflected the continuing 
high priority for basic rural infrastructure. 
As much as PHP 9.9 billion was allocated 
for farm-to-market roads in 2017. Irrigation 
alone was allotted PHP 41.7 billion through 
the National Irrigation Administration 
(NIA), an 8.5-percent increase compared to 
its PHP 38.4 billion budget in 2017. 

Further, the national government 
provided PHP 2 billion in 2018 for irrigation 
operations and maintenance. Under the 
Free Irrigation Act of 2017 (RA 10969), 
which covers both national and communal 
irrigation systems, irrigation service is 
now free for farmers with landholdings 
of 8 ha and below. NIA is responsible for 
the operations and maintenance of national 

systems while irrigators’ associations are in 
charge of communal systems.

Nonetheless, the OECD (2017) 
assessment that the DA budget remains 
strongly oriented toward production 
support in the form of input subsidies 
remains valid. While emphasis is given 
on fertilizers and seeds in the early 2000s, 
agricultural mechanization is now strongly 
being pushed.

Research and development is a 
productivity-oriented strategy with  
PHP 2.8 billion in the DA budget. This 
amount, however, remains a dismal  
0.002 ratio to the 2017 agricultural GVA. 
DA is not the only source of the agricultural 
research and development budget. There are 
also sizable allocations to the Department 
of Science and Technology (DOST) as well 
as to SUCs. However, the country remains 
far from achieving the 0.01 ratio-to-GVA 
mandated by the Agriculture and Fisheries 
Modernization Act (AFMA) of 1997.

Agricultural finance

Subsidized credit thrust of DA
The sector outcome (under the Ensuring 
Sound Macroeconomic Policy chapter) 
of the PDP 2017–2022 is resilient and 
inclusive monetary and financial sectors. 
Financial inclusion is consistent with 
the market orientation of agricultural 
credit policy as set forth in the AFMA. 
To expand financial inclusion, the DA has 
launched the Production Loan Easy Access 
(PLEA) under the Agricultural Credit 
Policy Council. PLEA aims to provide 
affordable and noncollateral loans to small 
farmers and fisherfolk through cooperative 
banks, cooperatives, and nongovernment 
organizations. Interest rates are at 6 percent 



Tabuga et al. 41

per annum. In contrast, the Land Bank of 
the Philippines commercial rates are at  
8 percent. This program, which received a 
budget of about PHP 1 billion in 2018, should 
be closely monitored before upscaling to 
ensure that it is financially sustainable and 
reaching its target beneficiaries.

Abolition of QUEDANCOR
In 2017, based on the recommendation of the 
Governance Commission for Government-
owned and Controlled Corporations, 
the president ordered the abolition of 
the Quedan and Rural Credit Guarantee 
Corporation (QUEDANCOR) through 
Memorandum Order 13. QUEDANCOR 
was created in  1978 to accelerate growth 
and development, particularly in the 
rural areas, through credit resources and 
sustainable guarantee system in agriculture. 
The Governance Commission cited the 
following reasons in its recommendation 
for the abolition of QUEDANCOR:
• It is nonfunctional, as it has exceeded its 

charter limit for extending guarantees. 
• It performs functions or purposes 

that duplicate functions, programs, 
activities, or projects already 
provided by the Philippine Export-
Import Agency, the Small Business 
Corporation, and the Agricultural 
Guarantee Fund Pool.  

• It is not achieving the objectives and 
purposes for which it was originally 
designed. 

The order opened the possibility 
for other government agencies, such 
as the DA, to perform the unfulfilled 
mandate of QUEDANCOR, which is 
the institutionalization of the quedan or 
warehouse receipt, and other negotiable 

instruments, as the more convenient 
collateral for obtaining credit financing 
(Briones and Tolin 2016). 

Trade policy

Sugar
In February 2017, the government issued 
Sugar Order 3 putting the importation of 
high fructose corn syrup (HFCS) under 
the ambit of the classification scheme 
of the Sugar Regulatory Administration. 
Importers of HFCS are now required to 
obtain a classification of their product prior 
to clearance from the Bureau of Customs. 
The classification follows the standard sugar 
categories, namely, B for domestic market, 
C for reserved, and D for world market. 

The Sugar Order was primarily issued 
to protect the domestic sugar industry 
from the threat of entry of HFCS, a 
cheaper substitute for sugar. However, the 
order prevented the food and beverage 
industry (the primary users of HFCS) 
from realizing lower costs, ultimately 
raising the prices of food and beverage 
products paid by consumers. Rather than 
extending the scope of the antiquated and 
highly distortionary regulatory regime in 
sugar and related products, it is high time 
to adopt reforms toward a more market-
oriented system. 

Rice and related trade measures
On June 30, 2017, the waiver of the 
Philippine government to continue 
exempting rice from treaty obligations 
under the World Trade Organization (WTO) 
had lapsed. Previously, the Philippines 
was granted special privilege by the WTO 
to apply QRs on rice, as mandated by the 
Agricultural Tariffication Act of 1996  
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(RA 8178). QR limits the amount of 
imported commodity, such as rice, into the 
country. Prior to its termination, this special 
privilege had been extended three times 
since 1995. 

Currently, the Philippine legislature 
is in the process of amending RA 8178 to 
ensure consistency with international law, 
after proper notification to the WTO. As 
of March 2018, versions of the amended 
bills in both houses of Congress are in 
the process of being consolidated toward 
presentation to the plenary. Meanwhile, 
the president, in April 2017, issued EO 23 
retaining the minimum access volume to 
805,200 metric tons and extending lower 
tariff rates on some commodities for three 
years or until RA 8178 is amended.

Supposing the amendment also 
applies reasonable tariffs (i.e., about 
35%, consistent with the rate used by the 
ASEAN) to continue protecting farmers 
while opening up the rice market, the 
impact on domestic rice prices could be 
profound. Domestic prices will eventually 
converge with world prices plus tariff 
(under the status quo, the difference is a 
whopping 66% at the wholesale level). 
Given that rice is the country’s dominant 
crop, millions of farmers will be affected. 
All amended versions of the bills therefore 
provide for funds earmarked for enhancing 
the competitiveness of the rice industry, to 
be financed by rice tariff collections. 

Once the rice market is opened, the 
remaining concern is the continuing 
relevance of the National Food Authority 
(NFA). The NFA, established in 1981, is 
the government agency responsible for 
ensuring food security, particularly the 
stability of supply and price of rice. Its 
mission should evolve, in line with the 

changing market conditions, to one that is 
focused on managing the country’s food 
security rice stocks. It must be divested of 
its regulatory function  and, instead, focus 
entirely on buffer stocking to ensure food 
security both at the local and national levels. 

Environment and natural 
resources

Forestry, sustainability, and greening 
programs
In line with the country’s initiatives 
toward climate change adaptation 
and sustainability, the Department of 
Environment and Natural Resources 
(DENR) released AO 2017-08, specifying 
the guidelines in implementing the 
transition of the department’s programs 
and projects into green economy models 
(GEMs). The order is in pursuit of inclusive 
development in accordance with the PDP 
2017–2022 (RA 10771), which is anchored 
on Ambisyon Natin 2040: Matatag, 
Maginhawa, at Panatag na Buhay, and 
the United Nations’ SDGs. GEMs will 
cover all development and rehabilitation 
programs in forest, mining, and coastal 
areas. At the same time, it will provide 
employment in the agriculture, industry, 
and services sectors and contribute to 
environmental preservation, protection, 
and production of an environmental 
product or service that will serve as a 
cornerstone for a community enterprise. 

A relevant policy is DENR AO 2017-02  
which contains the guidelines in 
implementing the Sustainable Integrated 
Area Development (SIAD) strategy where 
watersheds are identified as platforms for 
planning appropriate actions pertaining 
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to greening programs, integrated 
island development, and vulnerability 
management particularly of marginalized 
sectors. 

SIAD is aligned with the Philippine 
Master Plan for Forestry Development 
2016–2028. Under AO 2017-03, 
unproductive, denuded, and degraded 
forestlands are rehabilitated and reforested, 
and new plantations and existing forests 
are protected and sustainably managed. 
The implementation of SIAD is expected 
to broaden the coverage of the National 
Greening Program, a priority initiative 
under the Aquino administration, which 
aims to plant 1.5 billion seedlings in  
1.5 million ha of land from 2011 to 2016 
(Israel 2016). The program aims to 
contribute to the government’s efforts to 
reduce poverty, promote food security, 
attain environmental stability and conserve 
biodiversity, and enhance climate change 
mitigation and adaptation.

Complementing the aforementioned 
orders is AO 2017-05 or the Biochar 

Program, which calls for the utilization of 
agricultural waste into marketable products 
for green energy, soil enhancement, mine 
rehabilitation, and poverty alleviation. 
The updating of the national list of 
threatened Philippine plants and their 
categories through DENR AO 2017-11 
is also considered an important initiative 
to conserve and protect the country’s 
biodiversity. Further, DENR AO 2017-
15 encourages increased participation of 
communities in environmental programs. 
It urges the people to exercise their right 
to a healthy environment and likewise 
promotes transparency through facilitated 
engagements in information and education 
campaigns, focus group discussions, public 
scoping, and stakeholder involvement in 
environmental impact assessment. 

Mining
The mining industry experienced a 
turbulent year in terms of policy and 
administrative changes. Former DENR 
Secretary Regina Lopez has made 

https://e360.yale.edu/features/how-an-activist-minister-in-the-philippines-took-on-the-mining-barons-gina-lopez
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headlines following her issuance of AO 
2017-10 in April 2017 banning open-pit 
mining for copper, gold, silver, and other 
complex ores in the country. As a result, 
more than half of the mining operations 
in the country received suspension and/or 
closure orders. It was claimed that open-pit 
mines cause perpetual liabilities and drastic 
impacts on the environment. The order 
also enjoined the participation of mining 
companies in the Philippine Extractive 
Industries Transparency Initiative, which 
calls for transparency, accountability, and 
responsible mining. A number of House 
and Senate bills seeking an inquiry for 
several mining operations were filed while 
President Rodrigo Duterte supported 
stricter mining standards (Jamasmie 2017). 
Secretary Lopez was succeeded by former 
Armed Forces of the Philippines Chief Roy 
Cimatu upon her nonconfirmation by the 
Commission on Appointments. 

Acknowledging the low contribution 
of mining to the economy, several bills filed 
in the Philippine Senate sought to augment 
government revenues from mining 
operations. The DENR likewise hinted at 
the imposition of higher taxes in view of the 
industry’s low contribution (around 0.7%) 
to the country’s gross domestic product 
(GDP) (Corrales 2017; Miraflor 2017).  
SB 1541 proposed to increase the excise 
tax on nonmetallic and metallic minerals, 
mineral products, and quarry resources from  
2 percent in 1994 to 7 percent. Fifty percent 
of the revenue will be given to LGUs 
for use in community development. The 
proposed tax increase was reflected under 
the amendments on the TRAIN law that 
increased mining tax from 2 to 4 percent. 
Further, attempts to gain more economic 
benefits from mining are being sought 

with SB 1634, which proposes domestic 
processing of all mineral resources before 
export and requiring a certification of the 
presence or absence of rare earth elements. 
The bill was filed primarily to ensure that 
the country would not be shortchanged 
in the exportation of its mineral ores. 
Raw minerals, which are currently being 
exported by the country, sometimes 
contain rare earth metals worth more than 
gold. As such, these are also unknowingly 
exported in the process (Fernandez 2018).  

Disaster risk reduction and management 
and climate change
The year 2017 was notable for milestone 
rulings and initiatives in aid of climate 
change adaptation and disaster risk 
reduction and management (DRRM).

The Philippine Senate ratified the Paris 
Agreement in March 2017, formalizing the 
government’s commitment to revisit and 
reconstruct the agreement submitted during 
the 21st Conference of the Parties (COP21) of 
the United Nations Framework Convention 
on Climate Change in 2015. During the 
COP21, representatives from 196 countries 
negotiated an agreement in response to the 
global climate change threat by keeping 
global temperature rise below 2 degrees 
Celsius above preindustrial levels. There 
was a growing concern about the effects of 
global warming to the increased frequency 
and intensity of natural calamities. The 
ratification seeks to come up with nationally 
determined contributions (NDC) that are 
reflective of adaptation and mitigation 
actions and synergies across different sectors 
consistent with the COP21 agreement.  

It was affirmed that adaptation toward 
resiliency is a priority, and financial 
resources, technology transfer, and 
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capacity-building support are needed for 
downscaling climate change models and 
enhancing climate-scenario building and 
climate monitoring and observation. The 
government agreed to conditionally pursue 
greenhouse gas emission reduction of 
about 70 percent relative to the business-
as-usual scenario by 2030 with mitigation 
actions coming from the energy, transport, 
waste, forestry, and industry sectors. The 
NDC implementation is conditional on 
the support to be received, which includes 
among others, financing, technology, and 
capacity-building support from developed 
countries. The first NDC status report will 
be submitted in 2020. 

Stakeholder consultations done by 
the National Disaster Risk Reduction 
and Management Council (NDRRMC) 
and Office of Civil Defense in lieu of the 
mandated sunset review of RA 10121 or 
the Philippine Disaster Risk Reduction 
and Management Act pointed out the 
weakness of the incumbent law in terms of 
grounding and implementation. There was 
recognition that what the nation has with 
the current law is substantive, yet issues 
exist in its implementation and institutional 
grounding. Amendatory recommendations 
to the bill mentioned the lack of high-level 
institutional leadership that can rigorously 
pursue and direct DRRM initiatives at all 
levels of the government bureaucracy, 
even possibly transcending the limitations 
of political subdivisions, and mobilizing 
the resources and strengths of the private 
sector and civil society (OCD 2017). This 
view is consistent with the constant clamor 
over the years to come up with a stronger 
and more organic bureaucratic platform 
that can handle the demands of all facets 
of DRRM.

In an apparent response to the 
abovementioned concerns, several 
legislative bills, including a draft unified 
amendatory bill, had been filed in the 
HOR. Common among the submitted 
legislative proposals is the recognition that 
there is a need to strengthen the leadership 
and institutional platform for DRRM. 
There was consensus that the ad hoc 
arrangement under the incumbent policy 
weakens the implementation and favorable 
features of the law. This, and the premise 
that the Philippines is disaster prone and 
among the most exposed and vulnerable 
to natural hazards, give urgency to DRRM 
(Domingo 2017).

A point of debate was whether to adopt 
an independent agency or create a new 
department as institutional platform for 
an expanded DRRM policy. Among the 
proposed legislations in the HOR, five bills 
proposed the creation of a new department, 
two bills recommended an independent 
authority or agency, and one bill desired the 
creation of a commission.2 

Various initiatives within the executive 
department were also substantial. The 
NDRRMC opened its doors to include 
new members from civil society and the 
private sector for a two-year term. The 
DOST also transferred to the University 

2 HB 344 by Yedda Marie Romualdez proposed the 
creation of the Department of Disaster Preparedness 
and Emergency Management, HB 108 by Gary Alejano 
proposed the creation of the Emergency Management 
Agency, HB 596 by Prospero Pichay proposed the 
creation of the Philippine Emergency and Disaster 
Management Authority, HB 2638 by Wes Gatchalian 
proposed the creation of the Philippine Disaster 
Rehabilitation Commission, HB 3093 by Winston 
Castelo proposed the creation of the Department of 
Disaster Management, HB 4203 by Bernadette Herrera 
Dy proposed the creation of the Emergency Response 
Department, HB 4648 by Doy Leachon proposed the 
creation of the Public Emergency Response and Safety 
Department, and the Draft Amendatory Bill by Joey 
Salceda and the other proponents above proposed 
the creation of the Department of Disaster Resilience 
(Domingo 2017).
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of the Philippines the stewardship of the 
Nationwide Operational Assessment of 
Hazards, its flagship program that provided 
real-time satellite data to empower 
communities and manage disaster risks. 
The Department of Education, in the 
same year, issued Department Order 65 
strengthening the Comprehensive DRRM 
in Basic Education Framework under 
Department Order 37 issued in 2015 
and ensuring the continued provision of 
quality education through the conduct of 
postdisaster needs assessment. Further, the 
Climate Change Commission held the First 
National Convention on Climate Change 
and Disaster Risk Reduction in December 
2017. This convention discussed, among 
other topics, the science, resiliency, and 
preparations for the ‘Big One’, a term used to 
refer to an earthquake with strong intensity 
that could hit Metro Manila. It was attended 
by provincial, municipal, and city officials, 
health officers, NDRRMC and Local DRRM 
Council members, scientists, academics, 
and other stakeholders. Lastly, the Master 
of Crisis and Disaster Risk Management 
program offered by the Department of the 
Interior and Local Government through the 
Philippine Public Safety College had its 
first batch of graduates in 2017. 

Energy
 

Although energy agenda is not included in 
the MDGs, it is relevant to the achievement 
of the major targets like poverty, education, 
and global partnership and development. 
To achieve the Philippines’ long-term 
vision (AmBisyon Natin 2040) of being 
a globally competitive economy, the 
Department of Energy (DOE) has crafted 

the Philippine Energy Plan (PEP) 
2017–2040, a comprehensive roadmap 
or programs and projects of the energy 
sector to ensure sustainable, stable, secure, 
sufficient, accessible, and reasonably 
priced energy (DOE 2016). 

In 2001, RA 9136, otherwise known 
as the Electric Power Industry Reform 
Act (EPIRA), was enacted to promote 
competition in the electric power industry. 
EPIRA aims to dismantle monopolies 
through the privatization of the National 
Power Corporation (NAPOCOR) and to 
foster competition in the industry to effect the 
lowering of electricity prices. Sixteen years 
after its legislation, however, the country 
still has the highest electricity tariff among 
Southeast Asian countries. This heavily 
affects the cost of doing business in the 
country and impinges on household welfare, 
among other things. Based on the 30th 
Status Report on EPIRA Implementation 
(DOE 2017), power generation accounts 
for 50, 58, and 65 percent of residential, 
commercial, and industrial unbundled 
power rates, respectively. Increases in the 
electricity prices are largely attributed to 
the creation of the Wholesale Electricity 
Spot Market (WESM) established as part 
of EPIRA where trading of electricity is 
made but can be a venue of collusion for 
generation companies to prop up prices. 

Early this year, there are efforts in 
the Senate to review and amend some 
of EPIRA’s provisions on market power 
abuse and anticompetitive behavior. 
However, DOE officials maintained that 
only a review of the law is necessary, 
acknowledging the delays that are yet to 
be addressed, such as the transformation 
of the Philippine Electricity Market 
Corporation, the operator of WESM, into 
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https://www.doe.gov.ph/sites/default/files/pdf/e_ipo/leif_2014_2.pdf

an independent market operator, and the 
implementation of the retail competition 
and open access (RCOA). Under the 
RCOA, consumers will be able to choose 
their supplier of electricity. 

Despite these delays, there are small 
triumphs in terms of legislation. The 
signing of EO 30 on June 28, 2017 is 
expected to facilitate timely and efficient 
implementation of power projects that 
normally takes time due to the lengthy 
processes involved. The order defines 
Energy Projects of National Significance 
(EPNS) as projects that are in consonance 
with the policy thrusts and goals of the PEP 
including projects with capital investment 
of at least PHP 3.5 billion. Projects can also 
be included as EPNS depending on their 
contribution to the country’s economic 
development, consequential economic 
impact, potential contribution to the 
country’s balance of payments, and impact 
on the environment, among other attributes. 
EO 30 likewise provides for the creation 

of the Energy Investment Coordinating 
Council, which is tasked to spearhead and 
coordinate national government efforts and 
to harmonize, integrate, and streamline 
regulatory procedures affecting EPNS, 
requiring action within 30 days from the 
complete submission of documentary 
requirements. In addition, SB 1574 aims to 
establish the Philippine Energy Research 
and Policy Institute at the University 
of the Philippines Diliman that shall 
conduct policy research on energy issues, 
facilitate dissemination of research results, 
and provide technical assistance to the 
government, among others. 

Moreover, the National Electrification 
Administration (NEA) has been working 
on policies to fast-track the electrification 
of rural and remote areas, including the 
adoption of microgrid systems to provide 
power to underserved areas. To operate, 
microgrids connect to the main grid but can 
switch off and use local sources to generate 
energy. When switched off from the main 
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grid, microgrids can be powered by solar 
panel or other local energy sources, and can 
therefore help in ensuring steady stream 
of electric supply and in bringing down its 
costs. This is considered a good alternative 
in light of potential increases in electricity 
demand brought by climate change. 

The Biofuels Act of 2006 (RA 9367) 
and the Renewable Energy Act of 2008 (RA 
9513) are legislations issued to mitigate 
the adverse effects of climate change and 
minimize the country’s risks from energy 
price shocks. The former promotes the use 
of locally sourced biofuels while the latter 
provides fiscal and nonfiscal incentives to 
accelerate the exploration and development 
of renewable energy (RE) sources, such 
as biomass, geothermal resources, solar 
energy, hydropower, ocean energy, and 
wind resources. Among the fiscal incentives 
provided under the Biofuels Act are income 
tax holiday for seven years, duty-free 
importation, net operating loss carryover, 
accelerated depreciation, zero-percent VAT 
on RE sales and purchases, and tax credit 
on domestic capital equipment and services. 
In 2016, RE utilization in the country 
registered the highest in the Southeast 
Asian region at around 40 percent while RE 
sources accounted for as much as 24 percent 
of the country’s total power generation. 

Nonfiscal incentives for RE developers 
include the renewable portfolio standards 
(RPS) and feed-in tariff (FIT) while 
consumers, on the other hand, benefit from 
the Green Energy Option Program (GEOP). 
FIT is a scheme to attract investments in 
the development of RE sources to provide 
additional energy power supply. The RPS 
mandates that energy distribution utilities 
(DUs) source a portion of their energy from 
eligible renewable sources and is designed 

to help the DOE achieve the target RE 
share in the national energy mix (35%) by 
2030. The GEOP is a mechanism providing 
customers the options to choose RE sources 
through DUs or electric cooperatives (ECs). 

During late 2017, the National 
Renewable Energy Board, an advisory body 
tasked with the effective implementation of 
RE projects in the country, endorsed the rules 
on RPS to DOE. Consequently, Circular 
2017-12-0015 was issued providing the 
rules and guidelines on the establishment of 
the RPS for on-grid areas. It also mandates 
DUs and retail electricity suppliers to 
source or produce a certain percentage 
of their electricity requirements from RE 
resources listed in RA 9513. DOE plans to 
undertake holistic information, education, 
and communication campaign and training 
to all players involved. Similarly, circulars 
on the rules and guidelines of the RPS for 
off-grid areas and GEOP have been drafted. 

The DOE moves to transform the 
country as the liquefied natural gas trading 
and transhipment hub in the Asia-Pacific 
with the issuance of Department Circular 
2017-11-0012 (Rules and Regulations 
Governing the Philippine Downstream 
Natural Gas Industry). This is an initiative 
that can help in the diversification of the 
country’s energy portfolio and in meeting 
the country’s energy needs. In 2016, 
natural gas accounted for 22 percent of the 
country’s total power generation. 

Policy gaps
ECs are the major players in the NEA’s 
rural electrification program and have 
been identified as one of the RE providers 
in the GEOP. Hence, a legislative 
framework is needed that will provide the 
legal basis for the participation of ECs 
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in the broader context of energy access 
and security. Support measures should be 
made available to ECs, such as financial 
and technical assistance for the installation 
of microgrids systems. 

Given the importance of ECs, there 
is also a need to look into its governance 
as ECs can be subject to political and 
stakeholder’s interference aside from having 
poor operational performance due to losses 
resulting from transmission and electricity 
theft (Cariaga et al. 2009) and poor state of 
governance (Matsuda, forthcoming). 

In terms of missionary electrification, 
there is a need to fast-track the hybridization 
of existing diesel-powered generation 
systems (e.g., the combination of RE 
sources with coal) of NAPOCOR’s Small 
Power Utilities Group to reduce power 
outages and lower down electricity costs. 

Industry

On December 19, 2017, the Philippine 
Congress passed the TRAIN Law (RA 
10963), which seeks to amend the current 
income tax reform system. The law is 
envisioned to support the government’s 
massive investments in infrastructure and 
social protection projects. To compensate 
for the reduction in tax revenue, the 
TRAIN Law imposes higher taxes on a 
number of sectors. 

Several provisions contained in 
the first tax reform package of TRAIN 
directly affect manufacturing and industry, 
particularly the automotive, beverages, 
and tobacco manufacturing sectors. The 
TRAIN Law imposes a four-tier tax 
scheme for automobiles: 4 percent for 
cars with net manufacturers price (NMP) 

of up to PHP 600,000; 10 percent for 
cars with NMP of over PHP 600,000– 
PHP 1 million; 20 percent for cars 
with NMP of over PHP 1 million up to  
PHP 4 million; and an excise tax of 50 percent 
for cars with NMP of over PHP 4 million. 
Pickup trucks and electric vehicles are 
exempted from any additional excise tax 
while hybrid cars would be imposed half 
the taxes enforced on nonhybrid vehicles. 
Department of Finance Secretary Carlos 
Dominguez III said the hike in prices of 
automobiles would mainly impact the 
well-off individuals who could afford to 
buy luxury cars.

Impact of TRAIN
The TRAIN Law also amends the Sin Tax 
Reform Law (RA 10351) which imposes a 
total of PHP 30.00 tax per pack of tobacco 
products. From January 1 to June 30, 2018, 
the tax on tobacco products will be raised 
to PHP 32.50 per pack while starting July 
1, 2018 until December 31, 2019, the tax 
will be increased to PHP 35.00 per pack. 
From January 1, 2020 to December 31, 
2021, the tax on tobacco products will 
be PHP 37.50 while it will be PHP 40 for 
the period January 1, 2022–December 31, 
2023. Beginning January 1, 2024, taxes on 
tobacco products will increase annually by 
4 percent.

The beverage manufacturing industry 
is another sector adversely affected by 
the TRAIN Law as it imposes an excise 
tax of PHP 6.00 per liter on beverages 
using sugar and artificial sweeteners 
(nonnutritive man-made sugar such 
as saccharin, acesulfame, aspartame, 
neotame, and sucralose) and an excise tax 
of PHP 12.00 for those using HFCS, an 
imported alternative to sugar used mainly 
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Table 2.5
Comparison of petroleum excise tax rates

Type of Fuel Demand 
2015 (Liters)

Current Tax Excise Tax Proposal
      2018                  2019                 2020

Diesel 9,137,285 0.00 2.50 4.50 6.00
Fuel oil 2,297,332 0.00 2.50 4.50 6.00
Gasoline (unleaded) 4,716,642 4.35 7.00 9.00 10.00
Liquefied petroleum gas 2,359,695 0.00 1.00 2.00 3.00
Kerosene 128,954 0.00 3.00 4.00 5.00
Aviation turbo, jet fuel 558,751 3.67 4.00 4.00 4.00

Source: Manasan (2017); RA 10963

by beverage manufacturers. These would 
include sweetened juice drinks, sweetened 
tea, carbonated beverages, flavored water, 
energy and sports drinks, powdered drinks 
not classified as milk, juice, tea and coffee, 
cereal and grain beverages, and other 
nonalcoholic beverages that contain sugar.  
Milk and instant coffee products, however, 
are exempted from these taxes. 

The TRAIN Law also indirectly affects 
other businesses through the increase in tax 
rates for industrial inputs like fuel or coal. 
Prior to the passage of the TRAIN Law, 
petroleum products like diesel, fuel oils, 
liquefied petroleum gas, and kerosene had 
zero excise tax. In 2018, the excise taxes 
on these products have been increased 
to PHP 2.50, PHP 2.50, PHP 1.00, and  
PHP 4.00 per liter, respectively. The excise 
taxes for these petroleum products will 
increase further to as much as PHP 10.00 
per liter (for unleaded gasoline) in 2019 and 
2020 (Table 2.5). In addition, a provision in 
Section 48 of the TRAIN Law states that 
mineral products including coal will be 
imposed excise tax of as much as PHP 150 
in 2020 from PHP 50.00 in 2018.

The Department of Trade and Industry 
(DTI), however, dispels public concern that 

the higher petroleum taxes would increase 
the transport cost of products which would 
subsequently increase the cost of products 
in the market. The price of petroleum, 
as per DTI data, is only 5 percent of the 
total transportation cost (Canivel 2018). 
Nonetheless, the long-term impact of the 
TRAIN Law to the manufacturing and the 
distribution and logistics sectors is yet to 
be determined. Further monitoring and 
analysis of prices is warranted. 

In his veto message on TRAIN, the 
president stated that the zero-rating of sales 
of goods and services to separate customs 
territory and tourism enterprise zones was 
vetoed because the provisions go against 
the principle of limiting the VAT zero-
rating to direct exporters (OP Philippines 
2017). He cited the proliferation of 
separate customs territories, which even 
include buildings, creates significant 
leakages in the tax system, making it highly 
inequitable and significantly reducing 
the revenues that could be better used for 
the poor. This development has resulted 
in some confusion on the treatment of 
indirect exports of firms to firms located 
in enterprise zones, most of which are 
manufacturing firms. 



Tabuga et al. 51

To date, the TRAIN Law has received 
mixed reaction from the industry sector. 
Businesses have expressed support to the 
law mainly because it is aimed at supporting 
the country’s infrastructure program. Small 
businesses are also seen to benefit from the 
increase in the VAT exemption threshold 
from PHP 1.5 million to PHP 3.0 million 
(Jiao 2018). For large manufacturing 
companies, the reduction in income tax 
for those earning PHP 250,000 and below, 
including minimum wage earners, is 
seen as a boost to the overall income of 
employees without any additional burden 
to the company owners. 

On the other hand, the inflationary 
impact and the uncertainties about the VAT 
exemption treatment have created some 
unease in the course of doing business. 
Despite assurances from the country’s 
economic managers that the inflationary 
impact of the TRAIN Law would be 
minimal, a resolution still has been filed at 
the Senate (Senate Resolution 642, 2018) to 
look into the macroeconomic fundamentals 
of the country, particularly focusing on 

the means to contain the rising inflation. 
As businesses tend to be risk averse, such 
uncertainties might put investors in a wait-
and-see attitude. 

Related to uncertainty, it is also 
important to mention the second round of 
tax reform package, or TRAIN2. TRAIN2 
covers corporate income tax reform and 
the streamlining of fiscal incentives by 
rationalizing or removing certain tax 
incentives of companies and reduce the 
corporate income tax from 30 percent to  
25 percent. The discussion on TRAIN2 
again adds uncertainty to the incentive 
structure of the country. 

Trade in services

The services sector grew at 6.82 percent in 
2017, lower than the 7.54 percent growth 
rate in 2016. However, it remains the 
top driver of GDP growth, contributing  
3.9 percentage points in 2017 when GDP 
expanded by 6.7 percent. The growth 
rate of services exports was also slightly 

Marco Verch Follow. https://www.flickr.com/photos/30478819@N08/45364857094/in/
photostream/
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lower in 2017 compared to the previous 
year at 14.53 percent and 15.28 percent, 
respectively (PSA 2018a). Table 2.6 shows 
the performance of services exports by 
major category.

In 2017, travel receipts surged to  
36 percent from as low as 1 percent in 
2016. While Korea remained the top 
tourism market, 2017 saw a 43.33-percent 
increase in tourists from China (DOT 
2018). Transport and insurance exports 
also performed well in line with the 
growth of goods exports at 21 percent. 
However, with a combined share of 

only 22.5 percent of total services, the 
growth of transportation, insurance, and 
travel was not enough to lift total services 
exports growth in 2017 compared to 2016. 
Miscellaneous services which make up  
76.6 percent of total services exports grew 
at only 10.57 percent in 2017 compared to 
18.91 percent in 2016. The performance of 
miscellaneous services exports reflects the 
slowdown in the growth of the business 
process outsourcing (BPO) industry. After 
stellar growth rates in the past, the BPO 
sector faces single-digit expansion in the 
next few years, which industry leaders 
attribute partly to the impact of technology 
and human capital (Marcelo 2017).  
Considered the world leader in voice-based 
services, the Philippines will need to move 
up higher value-added activities that are 
less at risk from automation.   

Building on the past plans formulated 
and implemented by the DTI, namely, the 
Comprehensive National Industry Strategy 
(CNIS) and Manufacturing Resurgence 
Program, the Philippine government has 
recently embarked on a new industrial 
policy that prioritizes economic growth 
distribution and places innovation at the 
forefront of these existing strategies. 

Flickr.com. ILO in Asia and  the Pacific/
Business Process Outsourcing

Table 2.6
Exports of services (at 2000 constant prices)

2016 2017
Percent 

Distribution
Growth Rate Percent 

Distribution
Growth Rate

Total services 100.0 15.28 100.0 14.53
 1. Transportation 4.6 1.39 5.0 23.77
 2. Insurance 0.1 1.83 0.1 14.64
 3. Travel 14.7 1.37 17.4 35.50
 4. Government 1.2 44.39 0.8 -16.00
 5. Miscellaneous services 79.5 18.91 76.7 10.57

Source: Philippine Statistics Authority (2018a)   
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Dubbed as the Inclusive Innovation-Led 
Industrial Strategy (i3S), the new industrial 
policy strives to make Philippine industries 
globally competitive as well as prepare 
them for the drastic changes brought by new 
technologies such as automation, advanced 
robotics, and artificial intelligence. Revising 
the CNIS framework, the i3S now includes 
“Industry 4.0” as one of the external factors 
affecting growth of industry, together with 
free trade agreements and regional and 
global value chains and production networks 
(Aldaba 2017). Industry 4.0 or the Fourth 
Industrial Revolution refers to the current 
trend of automation and data exchange 
in manufacturing technologies. The new 
industrial policy still follows the strategy 
(competition-innovation-productivity 
relationship) underpinning the CNIS 
but with greater attention to innovation 
(Rosellon and Medalla 2017). This shows 
the government’s recognition of the need for 
domestic and export industries to innovate 
and move up the value chain to survive and 
thrive amid intense global competition. 

In the area of investment, the 
Investment Priority Plan (IPP) of the Board 
of Investments has also been approved in 
2017. Compared to the previous IPP in 
2014, the new version is more focused on the 
development of micro, small, and medium 
enterprises and of innovation-driven 
service activities such as creative industry, 
knowledge-based services, inclusive 
business models, and commercialization 
of new and emerging technologies, among 
others. This is in line with the current 
administration’s 10-point socioeconomic 
agenda that seeks to “promote science, 
technology, and the creative arts to enhance 
innovation and creative capacity towards 
self-sustaining, inclusive development”.

Restrictions to foreign investment, 
however, remain a major barrier. The 
issuance of Memorandum Order 16 by 
President Rodrigo Duterte in November 
2017 directing the NEDA Board and its 
member-agencies to push for the removal 
or easing of restrictions on certain 
investment areas or activities with limited 
foreign participation is a step in the right 
direction in addressing the gap. This order 
seeks to amend laws and open up the 
following areas: 
• Private recruitment, whether for local 

or overseas employment
• Practice of particular professions
• Contracts for the construction and 

repair of locally funded public works
• Public services 
• Culture, production, milling, processing, 

and trading except retailing of rice and 
corn and acquiring by barter, purchase 
or otherwise, rice and corn and the by-
products thereof

• Teaching at higher education levels
• Retail trade enterprises
• Domestic market enterprises

In particular, the president is urging 
relevant agencies to support pending 
legislation to clarify the definition of 
public utilities, which is covered under the 
Commonwealth Act 146, more commonly 
known as the “Public Service Act”. The 
proposed amendment to the act aims to 
reduce the list of industries considered “public 
utilities”, which, under the 1987 Philippine 
Constitution, limits foreign ownership to  
40 percent. As discussed in Barcenas et al. 
(2017) and Ortiz et al. (2017), such restrictions 
in the telecommunications and transport 
sectors negatively impact the affordability 
and quality of service available to consumers.
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Fiscal policy 

For 2017 and 2018, policy reforms 
in expenditures and public financial 
management focus on three phases of 
the budget cycle: (1) budget preparation 
through the alignment of expenditure 
priorities with the Medium-Term PDP 
2017–2022; (2) budget execution by 
creating an enabling environment to 
ensure that appropriations are expended 
immediately for the benefit of Filipinos  
according to the true intent of the budget 
and experience “service delivery as 
envisioned in the budget” (WB 2016,  
p. xiv); and (3) budget accountability by 
enhancing the framework of performance-
informed budgeting to be used both 
for monitoring government agency 
performance as well as inputs in the next 
budget cycle. The Philippine budget cycle 
normally has four phases: (1) preparation; 
(2) legislation; (3) execution; and (4) 
accountability (DBM 2017a).

Alignment of expenditure priorities 
with the PDP  
The PDP aims to “lay down the foundation 
for inclusive growth, a high-trust and 
resilient society, a globally competitive 

knowledge economy” to pave the way for 
the attainment of the long-term vision of 
Ambisyon Natin 2040 for a “matatag, 
maginhawa at panatag na buhay” (NEDA 
2017a, p. xii). Crucial to the attainment of 
the medium- and long-term goals contained 
in both the PDP and Ambisyon Natin 2040 is 
linking these plans to the annual budgeting 
process. This was done by identifying 
expenditure priorities of government such 
as: (1) inequality-reducing transformation 
(Pagbabago); (2) enhancing the social 
fabric (Malasakit); (3) increasing growth 
potential (Patuloy na Pag-Unlad); and (4) 
maintaining the foundations for sustainable 
development. These expenditure priorities 
would serve as basis for allocating funds 
for programs, activities, and projects 
(PAPs) of government agencies and other 
instrumentalities of the national government.

The Duterte administration’s 
accelerated infrastructure development or 
‘Build, Build, Build’ program falls under 
the expenditure priority of maintaining the 
foundations for sustainable development 
and ensuring inclusive growth. Investing 
massively in what is referred to as the 
‘golden age of infrastructure’ is to be done 
by increasing government infrastructure 
spending to reach 5 percent of GDP (DBM 
2016; 2017b).  

Figure 2.2 shows Philippine 
government expenditures on infrastructure 
and capital outlay as percent of GDP 
from 1998 to 2018. For almost 20 years, 
infrastructure spending, on the average, 
is only 2.4 percent of GDP, breaching  
3 percent only in fiscal year (FY) 2013 and 
then again in 2015 onwards. This neglect 
in infrastructure has taken its toll on the 
productive capacity of the Filipino people 
and the economy as a whole. In Metro 

https://www.adb.org/news/cloud-based-banking-pilot-project-improve-financial-
inclusion-philippines
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Figure 2.2
Philippine government infrastructure expenditures, as percent of GDP, 1998–2018

GDP = gross domestic product
Source: Department of Budget and Management (various years)  

Manila alone, the Japan International 
Cooperation Agency estimated that 
in 2017, traffic congestion resulted in  
PHP 3.5 billion lost opportunities per day, 
almost 46 percent higher than the 2013 
estimate of PHP 2.4 billion per day (JICA 
2014; de Vera 2018).

Recent findings also showed that there 
was a lack of credibility in the budget, in 
that budgeted expenditures were not spent 
which lead to shortfalls in the funding 
of priority expenditures especially for 
infrastructure (WB 2016, p. xv). By 
allotment class, the variance of budgeted 
items to actual expenditures ranged from  
14 percent in 2012 to 25 percent in 2014 
with capital outlay showing the greatest 
gap in expenditures (WB 2016). Allotment 
class refers to the categorization of 
Philippine government expenditures such 
as Personnel Services, Maintenance and 

Other Operating Expenses, Financial 
Expenses, and Capital Outlays. In 
addition, aggregate government 
expenditures did not perform well with 
obligations, falling short of appropriations 
by 13 percent in 2012 to 28 percent in 
2014, thereby affecting fiscal discipline, 
and consequently, the delivery of services 
(WB 2016, p. xv). This underutilization 
of government allocations intended for 
capital outlays not only delayed the 
attainment of development goals and 
sustainable economic growth but also 
represented an opportunity cost of funds 
that were, by law, dedicated for specific 
purposes that should benefit Filipinos.    

It is for these reasons that simply 
allocating more funds for expenditure 
priorities is not enough. Ensuring 
improvements in service delivery requires 
more efficient execution of the budget 
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through complementary public financial 
management (PFM) reforms in areas 
where the Philippines is still found to 
be weak. These areas include (1) budget 
reliability to ensure “fiscal discipline in 
allocating budget resources to deliver 
intended services” (WB 2016, p. xiii); (2) 
accounting and reporting; and (3) external 
scrutiny. Several such reforms were 
implemented in 2017 as discussed in the 
next section.

Budget execution  
A major PFM policy implemented in 2017 
was the “one-year validity of appropriations” 
directive by the Department of Budget and 
Management (DBM) to all agency heads 
to “ensure the obligation of PAPs under 
the GAA 2017 not later than December 
31, 2017. Failure to do so will adversely 
affect future budget levels of the respective 
agency/department (DBM 2017b, p. 2).” 
This policy replaced the previous two-year 
validity of appropriations rule that has been 
identified as contributing to delays in the 
implementation of priority projects with 
the shift to ensure that the Filipino people 
immediately feel the impact of spending.  
This policy will take a step further in 
FY 2019 by implementing cash-based 
budgeting to accelerate program delivery 
and ensure that the budget, as planned and 
legislated, is fully executed within the year 
(DBM 2018).

Another complementary PFM policy is 
to allow the immediate implementation of 
PAPs once the GAA, which is the national 
budget, is approved to allow preparatory 
work for project implementation to be done 
upon the submission of the proposed budget 
called the National Expenditure Program. 
This includes allowing the procurement 

process, which may take a considerable 
amount of time, to commence ahead (all 
steps short of awarding) of the fiscal year 
of implementation and fast-track project 
implementation. Delays in the procurement 
process have been identified to cause delays 
in project implementation (DBM 2018).

Finally, to ensure the correct use of 
the GAA and to avoid underspending, the 
definition and use of savings are explicitly 
stated in Sections 4.7 and 4.8 of the 
National Budget Circular No. 567 on the 
“Guidelines in the Release of Funds for 
FY 2017” (DBM 2017b). The definition of 
savings has led to the criticism regarding 
the use of funds under the Disbursement 
Acceleration Program in 2013 and 2014. 
As such, the DBM seeks to institutionalize 
the definition of savings, along with other 
PFM policies, with the filing of SB 1761, 
called the Budget Reform Act, which is 
pending Second Reading at the Senate of 
the Philippines.      

Budget accountability  
Another continuing effort in PFM reforms 
in the country was the upgrading of 
performance-informed budgeting through 
the use of the Organizational Productivity 
Indicator Framework that defines and 
links performance indicators to major 
final outputs of government agencies to 
the Program Expenditure Classification 
(PREXC) system. The PREXC restructures 
an agency’s budget by grouping all 
recurring activities as well as projects 
under the different programs or key 
strategies being pursued by the agency to 
meet its objectives and mandates. This 
not only enhances accountability but also 
strengthens the link between planning and 
budgeting by facilitating the evaluation of 
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Introduction

From being the sick man of Asia, the 
Philippines is once again poised for 
rapid and sustainable economic growth. 
With a gross domestic product growth of  
6.7 percent in 2017, it is one of the fastest 
growing economies in Southeast Asia. The 
Asian Development Bank (2018) expects 
the country to sustain its performance 
and grow further at 6.8 percent and  
6.9 percent in 2018 and 2019, respectively, 
on the back of rising domestic demand. 
Amid this economic development are 
the rapid technological changes shaping 
the economic, social, and possibly, even 
political outcomes. 

According to Schwab (2016), 
developments in genetics, artificial 
intelligence (AI), robotics, nanotechnology, 
3D printing, biotechnology, and other 
technologies have ushered in the Fourth 
Industrial Revolution (FIRe). Smart systems 
are expected to tackle many problems 
from supply chain management to climate 
change. They are also expected to alter the 
patterns of consumption, production, and 
employment, which will require proactive 
adaptation by corporations, governments, 
and individuals. 

The Philippines and the world will 
undoubtedly see rapid expansion of 
opportunities for productivity growth and 
the emergence of new business models, 
as well as new goods and services, in the 
years to come. But the extent to which the 
potential benefits will be realized depends 

on the country’s ability to overcome 
its capacity to aptly adapt to the global 
disruptions that are expected to come along 
with the FIRe. This adaptation will involve 
greater thoughtfulness and agility in the way 
society balances the benefits from disruptive 
technologies against the need for stability, 
security, and social cohesion. Moreover, 
the effectiveness of the adaptation will 
undoubtedly depend on the timeliness of its 
preparation and implementation. 

The emerging technological landscape

To better grasp the FIRe and its impacts, this 
study looks at each emerging technology. Its 
basic features are described along with the 
latest trends and commercial applications. 
Examples of its adoption in the Philippines 
are also presented.

Internet of Things
The Internet of Things (IoT) refers to the 
connectivity and association of electronic 
devices, vehicles, structures, buildings, and 
other devices with electronics, software, 
sensors, actuators, and communication 
capabilities, which equip the said items to 
send, transmit, and process information. 
IoT enables objects to be monitored and 
controlled remotely using established 
communication networks, opening the 
potential of merging between the physical 
systems and the computerized and digital 
systems, and increasing efficiency, 
accuracy, and productivity while reducing 
human interactions. The integration of 
IoT with sensors and actuators is referred 
to as a general classification of cyber-
physical organization. Some examples are 
smart power grids, virtual power plants, 
intelligent transportation systems, and 

_________________

This chapter is a condensed version of the paper of the same 
title. The full version may be downloaded from https://
www.pids.gov.ph/publications/6152.
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automated homes, which are classified as 
components of smart cities.

While the Philippines is not well 
known in the IoT, a number of opportunities 
are currently present in the country. 
Furthermore, the Philippine government 
is setting up facilities in anticipation of 
the expected growth of IoT in the country. 
The Department of Information and 
Communications Technology (DICT) has 
laid out its Philippines Roadmap for Digital 
Startup. The roadmap is divided into three 
parts, namely, the Internet-Related Startup 
Ecosystem, the Patterns of Technology 
Startup Ecosystem, and Action Plan. 

Artificial intelligence
AI is the programmed reasoning and 
thinking skills applied to machines to mimic 
human or animal intelligence. It is also 
defined in the computer science discipline 
as the design and implementation of 
intelligent agents. Agents are referred to as 
units that sense the environment and create 
decisions to be carried out as a response 
in the environment. AI also greatly deals 
with the study of human ability to learn 
and solve problems generally referred to as 
cognitive skills.

AI revolutionizes the way humans 
experience things and has potential 
in future economic growth. However, 
considerations regarding adaptation and 
application must be taken into account. 
Examples of such considerations are 
security and safety, accountability, 
ethical issues, and socioeconomic 
impacts. AI systems are now utilized in 
health care, social services, education, 
financial services, transportation, public 
safety, environment, and infrastructure 
(IBM 2016). 

A report by the McKinsey Global 
Institute (2017) on AI in Southeast Asia 
suggests that the Philippines is currently 
at the average level of adoption of AI 
in telecommunications, manufacturing, 
financial services, consumer package 
goods, and transportation and logistics. 
AI adoption in high-tech industries and 
telecommunications has little effect on the 
labor market because it focuses on internet-
based services. Thus, internet infrastructure 
needs to improve if the Philippines is 
to compete with nearby countries. In 
transportation, AI systems could help 
reduce traffic problems in urban areas, 
specifically in Metro Manila. These systems 
could analyze traffic-related incidents and 
consequently provide concrete inputs on 
how to minimize traffic. 

Blockchain
A blockchain simply is a digital ledger 
of transactions shared by a network of 
computers, making use of cryptography to 
secure the authenticity of the transactions. 
More technically, a blockchain refers to 
a nonterminating list of records called 
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blocks. Every block is linked to other 
blocks with hash pointers that contain 
information of the next block, time stamp, 
and the data itself.

Blockchain in the Philippines is 
purely used in cryptocurrency trading and 
exchange. Most of blockchain users in the 
country see the technology for earning 
profits through exchanging pesos to bitcoins 
and converting back to the local currency 
when the value of bitcoin increases. 

Big data
Although there is no universal consensus 
on what big data means, most would refer 
to it as digital data sets so large (either in 
terms of scale, i.e., “volume”, or streams 
across time, i.e., “velocity”) or complex 
(in terms of variety). This data deluge is a 
by-product or “exhaust” from making use 
of electronic devices (smart phones, tablets, 
laptops, biomedical equipment), social 

media, search engines, as well as sensors 
and tracking devices (including climate 
sensors and GPS) (Albert et al. 2017; 
Sriramoju 2017).

While the current industry use of big 
data in the Philippines is relatively small 
compared to other countries, a handful 
of companies and industry leaders have 
already started embracing this technology. 
In fact, the country is projected to be a 
big player in big data analytics, especially 
with the increasing use of the internet and 
social media.  

Robotics
Robotics is a multidisciplinary area 
involving the fields of mechanical, 
electrical, computer science, and other 
engineering-based fields. It refers to the 
science of design, construction, operation, 
and implementation of robots, as well as 
computer systems for control, feedback, 
and information processing.

The number of robotics applications in 
businesses increased considerably in recent 
years primarily to enhance productivity. 
The International Federation of Robotics 
(2017) reported that in 2016, the average 
global robot density is about 74 industrial 
robots installed per 10,000 employees 
across the manufacturing industry. The 
Republic of Korea, Singapore, Germany, 
and Japan are the most automated countries 
in the world. The Philippines is among 
the lowest in the region for automation 
adoption with a robot density of 3 industrial 
robots installed per 10,000 employees in 
2016. It is behind Singapore, Thailand, and 
Malaysia, which has a robot density of 488 
units, 45 units, and 34 units, respectively 
(Reyes 2018).

https://www.maxpixel.net/Datacenter-Computer-Bigdata-2803200
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Neurotechnology
Neurotechnology refers to the technology 
that changes how people perceive 
and appreciate the brain and several 
characteristics of consciousness, thought, 
and complex activities in the brain. It also 
refers to the products that are made to 
augment and heal brain activities and allow 
researchers and clinicians to see, map, and 
visualize the brain.

In the Philippines, there is scant 
literature regarding neurotechnology 
due to availability and cost limitations 
of the technology. Most local studies 
do not describe actual implementations, 
but rather explain the development 
of components of the technology in 
Philippine universities and by the 
Department of Science and Technology 
(DOST) through the Philippine Council 
for Health Research and Development. For 
instance, one study involved the creation 
of a model of human academic emotions 
using electroencephalography signals. 
Neural implants are not uncommon in the 
Philippines today. They are mainly related to 
the treatment of various functional disorders 
such as in auditory senses, eye vision, and 
neuromotor diseases (Dimarco 2003). 

Nanomaterials
Nanomaterial refers to the materials 
in nanoscale. Research activities in 
nanomaterials are focused on the field 
of materials science. With support of 
microfabrication research, researchers 
continuously develop and come up with 
advances in materials metrology and synthesis.

Nanotechnology is involved in energy 
storage, lighting, and photovoltaics required 
in the popularly growing applications such 
as smart cities, electric cars, and smart 

vehicles. It is also seen to grow in medical 
fields such as diagnostics and treatment of 
cancer, as well as early detection of body 
contaminants and biological substances 
that may lead to illnesses. 

The Philippine government is 
supporting several nanotechnology 
research and development (R&D) 
projects. Most of these projects are 
synthesis of nanomaterials and closely 
follow the development of nanomaterial 
applications. Applications development of 
nanomaterials is focused on information 
and communications technology (ICT) and 
semiconductors, health and biomedical 
products, and environmental applications. 

Additive manufacturing
Additive manufacturing (AM), also known 
as 3D printing, refers to processes used to 
create a three-dimensional product in which 
a computer control assembles materials into 
layers. Products can be in any form or size 
and geometry from a 3D model. It has the 
potential to disrupt the global balance as the 
new economics of manufacturing favors 
cheap labor (Schreckinger 2013) and can 
also alter the assembly line and eliminate 
the need for making molds.

lppicture/Pixabay.com

Dadios et al. 



68  

Despite the great opportunities for this 
technology, uncertainties and speculations 
about its future developments remain. 
Changes in the localization of production, 
development of consumer demand, and the 
emergence of new competitors are just a few 
of the factors that may lead to turbulence in 
many industries. 

AM is still new in the Philippines. 
Manufacturing industries use the 
conventional subtractive manufacturing. 

Cloud computing
Cloud computing covers a wide range of 
services, categorized into three cloud service 
models, namely, software as a service 
(SaaS), platform as a service (PaaS), and 
infrastructure as a service (IaaS). The SaaS 
model allows cloud users to directly access 
applications of the cloud provider from the 
user’s device (e.g., smartphone) through 
a client interface or a program interface 
(e.g., Microsoft Office). The PaaS model 
provides users with access and control over 
programmed applications by the supplier. 
For example, Google applications allow 
customized professional e-mail and cloud-
based document storage solutions. Both 
PaaS and the SaaS provide convenience to 
cloud users by not having to manage the 
underlying infrastructure and operating 
systems that allow programmed applications 

to work. Meanwhile, the IaaS, as its name 
suggests, provides its users with access to 
computing infrastructure resources—both 
physical and virtual—such as processing, 
storage, and networks to the users of clouds 
(OECD 2014). Popular examples of such 
are the Microsoft Azure and Amazon Web 
Services, which allow users to manage 
applications, data, and operating systems. 
For online storage, Dropbox and RackSpace 
are also known examples of IaaS model to 
provide cloud services. 

Numerous benefits come with the 
utilization of cloud computing. For one, 
organizations are able to store and manage 
more data without having to build new 
data centers to increase capacity. Cloud 
computing allows greater flexibility, and 
thus also enables organizations to expand 
fast enough to meet growing demands. 
Secondly, and related to its flexibility, 
cloud computing also significantly reduces 
costs on information technology (IT) 
given that cloud users do not have to 
build their own server infrastructure. This 
translates to another significant benefit 
of cloud computing, that is, the transfer 
of IT expenses from capital expenditures 
to operating expenditures, providing 
organizations with more investment 
capacity (Kushida et al. 2011). Since the 
up-front capital investments will become 
less important in the medium run, cloud 
computing also has the potential to become 
a platform for innovation given that 
organizations will be more focused on their 
core product or service (OECD 2014). 

Energy storage
Energy storage is the technology that stores 
generated energy for later use. Devices 
used for storage are sometimes referred 

200degrees/Pixabay.com

68  Preparing the Philippines for the Fourth Industrial Revolution: A Scoping Study



 69

to as accumulators or batteries. Sources 
of energy include gravitational, solar, 
electrical potential, temperature, kinetic, 
and many others. Different forms of energy 
are converted to electric energy, which is 
more convenient to store and has available 
storage mediums. 

In the Philippines, there is a dearth 
of literature regarding the adoption of 
such technologies on existing renewable 
energy sources. The ones available pertain 
to renewable energy projects aligned for 
energy technology adoption.

Synthetic biology
Synthetic biology is the union of biology 
and engineering disciplines. It includes 
the areas of biophysics, biology, electrical 
engineering, evolutionary biology, and 
molecular biology. 

The field is relatively new but 
has many potential applications. One 
significant example is the production of 
synthetic organisms with the capability to 
produce a medicinal compound. Another 
is engineering a synthetic microorganism 

that when induced by a person is harmless 
but acts as a sensor for specific dangerous 
substances that might be present in the 
person’s body.

The health-care industry is one of the 
main beneficiaries of synthetic biology. 
In the Philippines, the National Institute 
of Molecular Biology and Biotechnology 
of the University of the Philippines 
Los Baños makes use of biofertilizers, 
vaccines, antibiotics, and biopesticides 
with synthetic biology.

Impacts and implications 
of the FIRe

On labor market
The impact of technology on the labor 
market is complex, evolving, and perhaps 
unpredictable but there are illuminating 
conceptual and empirical patterns 
emerging. Conceptually, three impacts can 
be thought of: (1) it substitutes for labor, (2) 
it complements labor, or (3) it creates new 
jobs. It therefore can have mixed net effects 
on the labor market depending on which 
effect is dominant. 

The empirical estimates are 
facilitated by characterizing labor 
markets in specific ways to explain 
emerging trends depicted by data. One 
such characterization is dividing jobs 
into routine or codifiable and nonroutine 
or noncodifiable. Computers or robots 
are expected to replace routine jobs and 
complement nonroutine ones. With the 
advancement in AI, what is noncodifiable 
today may become codifiable in the future 
(Autor et al. 2003; Autor and Dorn 2009; 
Acemoglu and Autor 2011; Autor 2015; 
Acemoglu and Restrepo 2017). In terms of 
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prognosis, some are more optimistic than 
others. Autor (2015) and Acemoglu and 
Restrepo (2017), for instance, emphasize 
the job creation aspect of technology. 
Although there appears more unanimity 
in the prognosis that technology will 
replace routine or codifiable jobs, what 
remains uncertain is the timing. There 
are also those who emphasize the point 
that technological feasibility does not 
mean outright adoption. They argued that 
there are many filters before technology 
is deployed in production (Meyer 2017; 
ADB 2018). Stiglitz (2017) is more 
pessimistic that markets can adjust 
fast enough to reallocate resources and 
restore full employment without massive 
displacements. 

Applying the methodology of Frey and 
Osborne (2013), Chang and Huynh (2016) 
estimate that over the next decades, around 
56 percent of all employment within the 
Association of Southeast Asian Nations  
(ASEAN) is at high risk of displacement due 
to technology. The high-risk occupations 
in each country are as follows: Cambodia 
– 447,000 sewing machine operators; Viet 
Nam – 769,000 sewing machine operators; 
Philippines – 2.2 million shop and sales 
persons and demonstrators; Indonesia –  
1.7 million other office clerks; and  
Thailand – 634,000 food service counter 
attendants. Jobs resistant to computerization 
involve extensive, nonroutine, abstract 
tasks that require judgment, problem 
solving, intuition, persuasion, and creativity. 
In each of the countries comprising the 
ASEAN-5, women are more likely than 
men to be employed in an occupation at 
high risk of automation. Moreover, less 
educated workers and employees earning 
lower wages face higher automation risk.

On education and human capital 
Given that production systems are evolving 
with technologies, a key characteristic of 
education and human capital development 
in the future is continuous learning. Toffler 
(1970) defines illiteracy in the 21st century 
as no longer those who cannot read and 
write but those “who cannot learn, unlearn, 
and relearn.” A key skill that needs to be 
developed among learners is “learning 
how to learn”. The system should produce 
students who embrace lifelong learning, 
continuous training, and retraining (Brown-
Martin 2017).

The World Economic Forum (WEF) 
(2015) lists and describes 21st-century 
skills and clusters them into three groups, 
namely, (1) foundational literacies, (2) 
competencies, and (3) character qualities 
(Figure 3.1). The foundational literacies are 
the basis on which students will build their 
competencies and character qualities. The 
competencies are what is needed to face 
complex challenges. Finally, the character 
qualities are what students need to navigate 
changing environments.

On social protection 
The social protection system of the future 
must recognize two challenges that the FIRe 
brings, namely, (1) the various forms of 
existing and emerging work engagements—
regular employment, gig economy, and 
independent consulting—as well as the 
more frequent turnovers and (2) the threat 
of a widening inequality. Addressing 
the challenges requires social protection 
systems to (1) reexamine eligibility criteria 
such as minimum earnings thresholds and 
duration of employment, (2) be flexible 
with interrupted contribution periods, and 
(3) enhance portability of benefits across 
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Figure 3.1
21st-century skills

Source: World Economic Forum (2015)

employment engagements (Behrendt and 
Nguyen 2018). An important aim should be 
to ease the transition costs from one work 
engagement to the next (Ortiz 2018).

Beyond tweaking existing systems, 
WEF (2017) calls for a whole-of-life 
approach to social protection. The system 
should be able to cover typical life cycle 
events including education, raising families, 
work, career gaps, and elderly care. This 
calls for increased public spending on active 
labor market programs proven to lower 
the cost of movement of workers across 
work engagements. If income distribution 
is expected to worsen, then new ways of 
lessening income inequality need to be 
found. This may involve welfare benefits 
that are not tied to being out of work, 
such as negative income tax, and wage 
supplements for those earning below some 
threshold. There is a need to recognize that 

pension systems are facing diminishing 
fund values because of low interest rates, 
increasing life expectancy, and regulatory 
complexity. Finally, we should recognize 
retirement as a process rather than an 
event. Toward this end, part-time work or 
self-employment for older workers can be 
considered integral part of the labor market. 
This may mean changing existing laws on 
working ages. This issue is expected to be 
more pronounced among women compared 
to men who have career breaks and lower 
pay and at the same time have longer life 
expectancies. They will need reskilling and 
lifelong learning opportunities.

On trade and investment
López González and Jouanjean (2017) 
explain that digitalization not only changed 
how we trade but also what we trade. Today, 
trade includes a larger number of smaller 
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and low-value packages of physical goods, 
as well as digital services that are crossing 
borders, goods that are increasingly bundled 
with services, and new and previously 
nontradable services that are being traded 
across borders. New technologies and 
digitalization are also giving rise to new 
information industries, such as big data 
analytics, cybersecurity solutions, or at-a-
distance quantum computing services across 
borders. What underpins the digital trade 
environment is the movement of data, or 
information, across borders. This movement 
is at the core of new and rapidly growing 
service supply models such as cloud 
computing, IoT, and additive manufacturing. 

As a result of the application of new 
technologies to production and distribution 
methods, the FIRe is resulting in selective 
reshoring, nearshoring, and other structural 
changes to global value chains (Chang and 
Huynh 2016; WEF 2018). For example, 
rapid improvements in automation in 
developed economies have led to a reversal 
in offshoring practices. There has been 
an increase in reshoring or the transfer of 
production activities back to the home 
country in labor-intensive manufacturing, 
such as garment and footwear, electronics, 
and automotive production (Chang and 
Huynh 2016).

On sustainable development
Special attention is being given to the role 
of technology in achieving the Sustainable 
Development Goals (SDGs) that 193 
United Nations member-states, including 
the Philippines, committed to attain by 
2030 (UN 2016). It is recognized that the 
FIRe is fundamentally different from the 
three previous revolutions in that it fuses 
the fields of physics, biology, computer 

science, and many more, impacting all 
disciplines, industries, and the world’s 
economy. New technologies are developing 
at an exponential pace and it is expected 
that by 2030, many new technologies 
will emerge, while current nascent or 
immature technologies will reach the 
commercialization stage that could help 
achieve some of the SDGs.

Drivers and constraints 
to technology adoption 
and innovation

According to WEF’s Readiness for the 
Future of Production Report 2018, the 
Philippines is the archetype of a legacy 
country. This means that the country has 
a strong production base today, but at risk 
for the future due to weak performance 
across drivers of production, which include 
technology and innovation, human capital, 
global trade and investment, institutional 
framework, sustainable resources, and the 
demand environment. 

For a developing country such as the 
Philippines, the diffusion of technology 
depends both on access to foreign 
technology and on the ability to absorb 
technology (WB 2008). Trade, foreign 
direct investments (FDIs), international 
migration, and other networks act as 
important transmission channels while 
factors, such as the quality of government 
policy and institutions, the stock of human 
capital, R&D efforts, and the financial 
system, among others, determine a 
country’s absorptive capacity for new 
technologies. The extent of technology 
upgrading then depends on the interaction 
of these factors (Figure 3.2). 
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Figure 3.2
Determinants of technology upgrading in developing countries

Source: World Bank (WB) (2008, 2010)

The factors identified above influence 
a country’s innovation capabilities (WB 
2010). Although innovations are largely 
implemented by entrepreneurs who exploit 
available knowledge and technology to 
introduce new products or adopt new 
processes, success at the firm level requires 
government support. A simple analogy 
for the role of government in nurturing 
innovation is depicted in Figure 3.3. Like a 
good gardener, the government “prepares the 
ground” (i.e., builds up the human resources 
needed to drive innovation forward); 
“fertilizes the soil” (i.e., boosts R&D and 
access to most up-to-date information); 
“waters the plant” (i.e., assists innovators 
by providing financial support and other 
measures to incentivize innovation); and 
“removes weeds and pests” (i.e., removes 
regulatory, institutional, or competitive 
obstacles to innovation).

In this section, we present relevant 
initiatives in the Philippines and examine 
the policy and regulatory landscape to 
determine how the government is either 
driving or impeding innovation and 
harnessing the FIRe.

Science and technology policies
The country still faces challenges in 
advancing science, technology, and 
innovation (STI), with the country ranking 
73rd out of 127 economies in an overall 
measure of the innovation climate, according 
to the 2017 Global Innovation Index (GII) 
Report (Cornell University et al. 2017). 
Out of seven ASEAN member-states, the 
Philippines is 5th in the GII for 2017, behind 
Singapore (7th), Malaysia (37th), Viet Nam 
(47th), and Thailand (51st), but ahead of 
Indonesia (87th) and Cambodia (101st). 
Further examination of the components of 
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the GII shows that although the Philippines 
tops ICT services exports in ASEAN, it 
has limited human capital in science and 
technology (S&T), low levels of R&D 
expenditures, and weak linkages of actors in 
the innovation ecosystem.

Advancing R&D 
The DOST, the national government 
agency responsible for the coordination 
and formulation of policies, projects, and 
programs in S&T in support of national 
development, has been undertaking or 
supporting a considerable share of R&D 
activities in the country, even with the 
rather limited resources available for STI. 
In the Harmonized National R&D Agenda 
(HNRDA) 2017–2022, DOST identified 
thrusts for R&D across five domains, 
namely, (1) basic research, (2) agriculture, 
aquatic, and natural resources, (3) health, (4) 
industry, energy and emerging technology, 
and (5) disaster risk reduction and climate 
change adaptation. Unfortunately, the 
HNRDA still needs to improve its focus and 
has yet to articulate how the country will 
harness AI, IoT, and data analytics. 

As regards basic research, a component 
of the HRNDA is the National Integrated 
Basic Research Agenda, which prioritizes 
six programs for 2017–2022, namely, 
(1) water security, (2) food and nutrition 
security, (3) health sufficiency, (4) clean 
energy, (5) sustainable community, and (6) 
inclusive nation building. Among these six, 
the top three priority areas for 2017–2019 
are sustainable community, inclusive nation 
building, and health sufficiency.

Building pool of researchers
and innovators
The Science and Technology Scholarship 
Act of 1994 has been the basis for the 
provision of scholarships in science, 
technology, engineering, and mathematics 
(STEM), including science and mathematics 
teaching. Unfortunately, this legislation, 
together with other efforts to promote 
STEM, has not still yielded a sufficient pool 
of researchers, scientists, and engineers 
(RSEs) in the country. While the number of 
RSEs in the Philippines has increased from 
180 in 2009 to 270 in 2013, this is still below 
the United Nations Educational, Scientific 

Figure 3.3
Gardening innovation

Source: WB (2010)
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and Cultural Organization (UNESCO) 
benchmark of 380 for developing countries. 
Such figure is likewise still far from those 
of several ASEAN member-states, such as 
Singapore (6,618), Malaysia (2,826), and 
Thailand (974). 

To significantly accelerate STI toward 
social progress and competitiveness, the 
DOST has formulated its Science for 
Change Program (S4CP), which entails 
massive investments in S&T education, 
training, and services. The S4CP has 
four components, namely, (1) program 
expansion in 10 areas,1  (2) new programs 
in five areas,2 (3) grand plan for S&T 
human resource development (HRD), and 
(4) accelerated R&D program for capacity 
building of R&D institutions and industrial 
competitiveness. Legislation is being 
currently proposed to support the S4CP that 
will involve considerably increasing funds 
for innovation, with R&D budgets more 
or less doubling yearly over the next five 
years to reach PHP 672 billion by 2022. 

Under S4CP, the DOST also proposes 
a doubling of the current number of 
scholarship slots across bachelors, masters, 
and doctoral programs. At the current 
number of slots being offered by the DOST, 
the UNESCO benchmark is expected to be 
met in 2025. 

1 The 10 S4CP areas for program expansion include: (1) 
health self-sufficiency; (2) renewable energy; (3) nuclear 
science for energy, health, and agriculture; (4) climate 
and environmental sciences; (5) food and nutrition; (6) 
agricultural and aquatic productivity; (7) biotechnology 
for industry, agriculture, health, and environment; (8) 
technology business incubation; (9) foreign scholarships for 
STI; and (10) promotion of culture of science.
2 The five S4CP areas for new programs include: (1) human 
security R&D; (2) strengthening of R&D and S&T services 
in the regions through infrastructure; (3) space technology 
and ICT development; (4) S&T for creative industries, 
tourism industry, and service industry; and (5) AI: from 
HRD to R&D industry. 

According to OECD (2011), while it 
is clear that talent is a key to knowledge 
creation and value-generating R&D 
activities, and that higher levels of 
human capital and skills are a foundation 
of improved innovation performance, 
designing appropriate policies and 
programs is less straightforward. Simple 
“more-is-better” policy prescriptions may 
not achieve the desired outcomes given 
that innovation is a multifaceted and 
complex undertaking. It will be important 
for human resources investments in STEM 
to match actual industry demands. A better 
understanding of the linkages between 
skills and innovation is also needed so that 
government can develop the appropriate 
interventions to build capacities for 
innovation, and to decide the specific 
distribution of support to be provided to the 
various STEM disciplines. 

The DOST has also been implementing 
the Balik Scientist Program since 1975 to 
encourage Filipino scientists, engineers, 
and innovators of Filipino descent residing 
overseas to return to the country and work 
for national development. In June 2018, 
Republic Act (RA) 11035, also known as an 
“Act Institutionalizing the Balik Scientist 
Program”, was signed into law which 
gives more incentives to returning Filipino 
experts, scientists, inventors, and engineers 
who would share their expertise in the 
country. Among the benefits, incentives, and 
privileges being made available for Balik 
scientists include tax and duty exemptions 
for importation of professional equipment 
and materials, exemption from licensing or 
permitting requirements, free medical and 
accident insurance covering the duration 
of the engagement awarded by the DOST, 
reimbursement of expenses for baggage-
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related and scientific project expenses, and 
even exemption from renouncing their oath 
of allegiance to the country where they took 
the oath. 

Technology application, transfer, 
and promotion
Government has recognized the importance 
of having in place the proper mechanisms for 
the diffusion of innovation. The Technology 
Transfer Act of 2009 defines ownership of 
technologies, as well as provides means of 
managing and commercializing the results 
of government-funded research. It makes 
R&D institutions the owner of intellectual 
property rights (IPRs) arising from the 
outputs of government-funded research. 
The legislation also allows scientists to 
create, manage, or serve as consultants to 
companies that can commercially exploit 
technology arising from their government-
funded research. Thus, it provides a 
financially rewarding environment for 
research institutions and scientists. To 
safeguard against possibilities of developing 
innovations that are not accessible to the 
poor, the law provides government the right 
to take control of technologies or IPRs if 
national interest is at stake, thus ensuring 
inclusive innovation. 

The DOST has also spearheaded several 
programs geared toward technology transfer, 
including the Small Enterprise Technology 
and Upgrading Program (SETUP), which 
has aimed to improve productivity and 
efficiency of micro, small, and medium 
enterprises (MSMEs) by addressing the 
firms’ technological needs and constraints. 
The program’s innovation support system 
allowed MSMEs to acquire industry-
standard equipment, thereby upgrading 
their facility and production efficiency. 

The DOST’s regional offices implement 
SETUP and are primarily responsible 
for selecting client MSMEs. They also 
manage the interventions for the clients, 
including innovation system support, 
technology needs assessment, technology 
and equipment acquisition, technical 
training of the MSME workforce, technical 
consultancy services, product improvement 
and development, packaging and labeling, 
database information systems development, 
and support in the establishment of product 
standards, including testing and calibration 
of equipment (Quimba et al. 2017).

ICT policies
The ICT sector has become an integral 
part of business processes of various 
industries through the application of 
new technologies. By merging FIRe 
technologies with existing production 
methods, the ICT sector has not only 
optimized business processes but has 
also enabled machines to perform 
complex tasks even with minimal human 
interaction and supervision (WFEO 2017). 
New applications and functions of ICT are 
being discovered by the minute. Given the 
comparative advantage of the Philippines 
in ICT-related services and the growth 
performance of its IT-related services, 
the FIRe presents a huge opportunity for 
the country to improve its standing in 
this time of digitization. Fortunately, the 
Philippine government has formulated and 
implemented several policies, plans, and 
initiatives to prepare and encourage the 
development of the ICT sector as well as 
other industries connected to it. 

In 2016, RA 10844 was passed 
into law, establishing the DICT as the 
government arm in advancing the ICT 
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development agenda. The establishment 
of this new department is very timely in 
light of the FIRe, as digital transformations 
may disrupt business processes across 
different sectors of the economy. While 
previously, a commission on ICT took 
charge of ICT development in the country, 
its elevation into an executive department 
provides a strong signal of the importance 
of ICT in nation building. Further, this 
strengthens the enabling environment for 
private investment, for coordinating policy 
dialogue, as well as for enforcing regulations 
for ICT development (WEF 2013).

ICT for businesses
In many ways, the Philippine government 
has continuously shown its support 
for MSMEs through different MSME 
development strategies and support 
programs. This is revealed through the 
DICT’s The Philippine Roadmap for 
Digital Start-ups, which aims to boost 
and encourage the growth of businesses 
that are ICT intensive. Common 
classifications technology start-ups include 
popular emerging technologies, such as 
rapid prototyping (e.g., 3D printing), 
sharing economy (e.g., Uber, Airbnb), 
cryptocurrencies (e.g., Bitcoin), add 
e-commerce (e.g., eBay, Amazon), as well 
as uncommon ones such as enterprise 
security (e.g., Palo Alto Networks) (DOST 
2015). These start-ups specialize in 
providing products and services through the 
mix of existing business activities with new 
ICT tools, resulting in reduced costs and 
greater efficiency. 

By reviewing good practices from 
other countries and the Philippines’ current 
standing in terms of technology start-ups, 
the roadmap was able to recommend a set 

of action plans to promote the development 
of the sector, such as strengthening of 
IPR, improvement of internet speed, 
and establishment of science parks and 
innovation hubs.

E-government for inclusive growth
With the help of the DOST, great progress 
has been made in different parts of the 
country in terms of provision of free 
internet access. This initiative is called 
“Pipol Konek”, which is currently available 
in 13,024 sites, spread nationwide in 4,568 
public schools, 3,173 public parks and 
plazas, 2,277 government hospitals and 
regional health units, 677 public libraries, 
1,557 national and local government 
offices, 682 state universities and colleges, 
and 90 seaports, airports, and train stations. 

The DICT also rolled out its 
E-Government Master Plan (EGMP), 
the blueprint for the merging of ICT 
for the whole government. A successful 
execution of the EGMP will promote 
digital inclusion and bring the government 
closer to Filipinos in terms of easier access 
to education, health, and other services 
through public access sites. 

http://freepublicwifi.gov.ph/
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Although initiatives and plans for 
the future of the Philippine ICT sector 
are already in place, there are a number 
of roadblocks and bottlenecks that 
impede the development of the sector. 
Most of these take root from decades-
old laws and regulation that need to be 
updated. The National Broadband Plan 
(DICT 2017), for instance, lists down 
priority policy and regulatory reforms 
that would promote the development 
in the telecommunications and ICT 
sector. Included among these are the 
amendment of the penal provision of 
the Public Service Act and exemption 
of telecommunications and value-added 
services from the sectors covered by the 
definition of “public utilities” in this 
law. This would result in the relaxation 
of foreign ownership restriction for the 
aforementioned sectors and removal of 
the requirement to secure a franchise from 
the Congress before a service provider 
could establish a network (DICT 2017).

Regulation of ICT
The poor regulatory environment for ICT 
in the Philippines is a major impediment to 
creating a digitally connected and inclusive 
economy. Using a scoring system developed 
by the International Telecommunications 
Union called the ICT Regulatory Tracker, 
Ortiz et al. (2017) found that the quality of 
the Philippine ICT regulatory environment 
is significantly below what is considered 
international best practice. Based on inputs 
from the National Telecommunications 
Commission (NTC) as well as the 
Philippine Competition Commission 
(PCC) and a review of existing regulations, 
Ortiz et al. (2017) scored the Philippines  

52.5 points out of the possible 100 
points, which is the second lowest in a 
group of seven ASEAN member-states. 
The Philippines is weakest in terms of 
regulatory regime (e.g., quality of service 
is not monitored, interconnection prices 
are not made public) but strong, based on 
a review of the formal environment, in 
terms of the competition framework. This 
can be attributed to major reforms earlier 
undertaken, specifically, the creation 
of the PCC through the approval of RA 
10667 in 2015. 

While there are many gaps that need 
to be addressed, the study found that the 
regulatory regime (or specific rules) and 
the competition framework will only work 
if an effective regulatory authority with 
the right mandate is in place. Thus, they 
recommend the strengthening of the NTC 
as a matter of priority. 

Industrial and related policies 
In line with the Philippine Development 
Plan (PDP), a new industrial policy is being 
pursued where the private sector takes the 
lead while the government’s main task is 
to create the right policy framework that 
would encourage the development of the 
private sector along the lines of the country’s 
comparative advantage. The government 
acts as an enabler and facilitator in crafting 
and implementing policies and regulations 
that will provide an environment conducive 
to growth. Additionally, it plays an important 
role in terms of coordinating policies 
and necessary support measures. Close 
coordination among government agencies 
and effective policy implementation are 
seen as the most crucial factors for industry 
development (DTI 2017).
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Development of roadmaps and strategies 
under the new industrial policy
Recognizing the pressing need for a 
new industrial policy, the Philippine 
government, through the Department of 
Trade and Industry (DTI), collaborated 
with the private sector to undertake a 
sectoral roadmap project. Called the 
Manufacturing Industry Roadmap 
(MIR), the MIR uses the cluster-based 
development approach to take into account 
the varying resources, needs, and issues 
of regions and industries. The roadmaps 
formulated from the project were used as 
inputs to the Manufacturing Resurgence 
Program, which aims to rebuild the existing 
capacity of industries, strengthen new 
ones, and maintain the competitiveness of 
industries with comparative advantage to 
enhance the competitiveness of domestic 
manufacturing industries so they can be 
integrated in higher value-added, ASEAN-
based production networks, and global 
value chains (Rosellon and Medalla 2017). 

Building on the industry roadmaps, 
the DTI formulated the Comprehensive 
National Industrial Strategy (CNIS) with 
the general objective of creating higher 
quality jobs and attaining sustainable 
and inclusive growth by upgrading 
manufacturing and integrating it with 
the agriculture and services sectors. The 
idea was to encourage industries to shift 
to high value-added activities, link small 
and medium enterprises (SMEs) and large 
enterprises, foster an innovation-centered 
ecosystem, invest in upstream industries, 
promote upgrading, and position Philippine 
industries into the regional production 
networks and global value chains. This 
employment and entrepreneurship strategy 
focused on five priority industries, namely, 

(1) manufacturing; (2) agribusiness; (3) IT-
business process management, particularly 
knowledge process outsourcing; (4) 
tourism; and (5) infrastructure and logistics. 
The CNIS sought to address supply chain 
gaps, capacity building via HRD, SME 
development, innovation and R&D, and 
deepening the participation of domestic 
markets in global value chains. The overall 
goal was to produce more and higher 
quality jobs and attain sustainable and 
inclusive growth, through a new industrial 
policy, bolder trade policy, intense 
investment promotion, skills training and 
HRD, enhance innovation and R&D, and a 
modern policy for MSMEs. 

In 2017, the government upgraded the 
CNIS framework and released the Inclusive, 
Innovation-led Industrial Strategy (i3S). 
While the upgraded industrial strategy has a 
similar underlying framework as the CNIS, 
anchored on competition, innovation, 
productivity, the latest strategy puts greater 
emphasis on innovation. Recognizing 
that the FIRe or Industry 4.0 poses new 
challenges and opportunities, building an 
inclusive innovation ecosystem is listed as 
an additional goal. 

The i3S is based on five major 
pillars: (1) building new industries, 
clusters, and agglomeration; (2) capacity 
building and HRD; (3) MSME growth 
and development; (4) innovation and 
entrepreneurship; and (5) ease of doing 
business and investment environment. The 
government recognizes the importance 
of developing human capital with skills 
in science, technology, engineering, and 
mathematics, and employing innovation-
led technologies to improve productivity. 
Entrepreneurship is added to the framework 
as it is also envisioned that the innovation 
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ecosystem will produce a breed of Filipino 
entrepreneurs that will espouse idea-based, 
demand-oriented, and research-driven 
innovation (Rosellon and Medalla 2017).

Incentive schemes 
The government lays out its investment 
priorities through the Investment Priority 
Plan (IPP) of the Board of Investments 
(BOI). Compared to the previous IPP 
in 2014, the BOI Investment Priorities 
Plan 2017–2019 puts more focus on 
MSME development and innovation-
driven activities. This is apparent with the 
inclusion of creative industry, knowledge-
based services, inclusive business models, 
commercialization of new and emerging 
technologies, and many others, among 
the incentivized activities of the IPP. The 
presence of these incentives would allow the 
government to reach a broader segment of 
the population, and thus, help address issues 
on inequality of growth and the jobs gap. 

The new industrial strategy does not 
simply focus on manufacturing per se but 
on the servicification of manufacturing, 
which connects manufacturing with service 
activities such as design, R&D, engineering, 
and after-sales services. Servicification is the 
process where goods-producing companies 
increasingly buy, produce, sell, and export 
services (Kommerskollegium 2012, 2013). 
With the advent of new technologies (e.g., 
IoT, 3D printing, big data, AI), the role of 
services in manufacturing value chains is 
likely to intensify.

As discussed in Serafica (2016), the 
country’s manufacturing sector needs to 
ramp up servicification to be competitive 
and move up higher value-added activities 
as envisioned in their roadmaps. Based 
on trade in value-added data, the share 

of services embodied in Philippine 
manufacturing exports is among the lowest 
in the region. Moreover, value added 
from ‘ICT services’ and ‘Other business 
services’ is low compared to patterns 
observed in other countries while the 
share of ‘Wholesale and retail services’ is 
significantly high. Overall, the services 
intensity of Philippine manufacturing 
exports declined through the years such 
that by 2011, it was the lowest compared 
to other countries in the same income 
group. Moreover, the intersectoral linkage 
between goods and services in Philippine 
exports was the weakest. Although the 
figures represent outsourced services, the 
limited splintering of services from goods 
reflects the slow pace of specialization that 
seems to have characterized Philippine 
manufacturing in the past. 

To sustain manufacturing resurgence 
and promote further innovation, reliable, 
good quality, and affordable services are 
essential. Reforms needed include ensuring 
more effective competition and opening up 
key service industries to greater foreign 
participation as discussed below. 

Complementary measures
In addition to the new industrial policy as 
embodied in the i3S, there are other critical 
policy measures needed to encourage 
innovation and improve competitiveness. 
Key complementary measures are 
presented below.

Ease of doing business
The World Bank’s annual Doing Business 
report provides an assessment of the 
regulatory environment affecting business 
entities (i.e., single proprietorship, 
partnership, and corporation) across 190 
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economies. It measures various aspects 
of business regulation including starting a 
business, dealing with permits, access to 
energy source, and access to credit, among 
others. In the most recent Doing Business 
2018 report, the Philippines’ ranking slipped 
from 99th in 2017 to 113th behind Viet Nam 
and Indonesia at 68th and 72nd, respectively 
(WB 2018). Among the indicators, the 
Philippines was ranked lowest in “starting a 
business”, which covers paid-in minimum 
capital requirement, number of procedures, 
time and cost for a small- to medium-
sized limited liability company to start and 
operate in the country’s largest business 
city (i.e., Quezon City).

A study by Barcenas et al. (2017) 
provides an extensive review of the 
regulatory measures affecting services trade 
and investment in the Philippines, laying 
out the horizontal laws and regulations that 
fall under the following categories: Entry, 

Legal and Regulatory Compliance, and 
Exit Requirements for business entities. 

Navigating these rules and 
requirements for business registrations 
and operations is even more challenging 
to foreign investors wishing to invest 
in the country. These regulations could 
negatively affect the investor’s decision to 
invest or do business in the Philippines. 
The Philippine government aims to address 
these issues through several initiatives such 
as the issuance of Memorandum Circular 
44 that orders all government agencies 
and government-owned and -controlled 
corporations performing frontline services 
to respond within 15 days to public requests 
and concerns. This directive reiterates RA 
6713 that also obliges all public officials 
and employees to process documents and 
respond to letters and requests expeditiously. 

Complementary to this, RA 11032 or 
the “Ease of Doing Business and Efficient 
Government Service Delivery Act of 2018”, 
which amended RA 9485 or the “Anti-Red 
Tape Act of 2007”, has been recently signed 
by President Rodrigo Duterte. The primary 
objectives of this legislation are to simplify 
and expedite the processing and delivery of 
government services—both business and 
nonbusiness related—in all government 
offices, as well as promote transparency. The 
former is expected to be achieved through 
the creation of a “One-Stop Business Shop” 
that would serve as the single common 
location to do such transactions, while the 
latter is through the “zero-contact policy” 
that does not allow government officers 
or employees to have contact with the 
requesting party except during preliminary 
assessment or under strictly necessary 
circumstances. Procedures for the issuance 
of common regulatory requirements, such 
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as business permits, local taxes, zoning 
and building clearances, and fire safety 
clearance, will be streamlined.

Establishing the National Quality 
Infrastructure
Standards and metrology are key 
components of the specialized service 
infrastructure needed by businesses to 
innovate and export (WB 2010). A number 
of different government agencies are 
responsible for setting standards, testing, 
and certifying. Nevertheless, there is a 
need to coordinate activities involving 
metrology, standardization, testing, and 
accreditation and certification under an 
integrated framework to enhance the 
country’s ability to meet international 
standards for export readiness. 

One of the legislative priorities 
identified in the PDP 2017–2022 is the 
establishment of the National Quality 
Infrastructure (NQI). The critical role of the 
NQI in achieving industry competitiveness 
was first recognized in the PDP 2011–
2016 Midterm Update that came out in 
2014. The NQI will be key to improving 
access to technology and innovation as it 
will harmonize the country’s strategies on 
metrology, standards, and accreditation, 
where accreditation includes certification, 
inspection, and testing. Moreover, a unified 
NQI system will especially benefit MSMEs 
and cooperatives as it will enhance access 
to quality testing, calibration, and quality 
assurance services needed to produce 
safe and quality goods for the local and 
international markets (NEDA 2017). A bill 
establishing the NQI was filed in the Senate 
in 2016 (Senate Bill 707 or the National 
Quality Infrastructure Act). To date, its first 
reading was held in August 2016 but the 

schedule for the second reading in Congress 
is pending. 

Fostering competition
Without the pursuit of competitive 
advantage over their rivals, firms will 
not be driven to create new goods and 
services (product innovation) or to employ 
new ways to produce and compete in the 
market (through process, marketing, and 
organizational innovation). 

RA 10667 or the Philippine 
Competition Act of 2015 was a significant 
step in ensuring that competitive 
advantage is sustained through constant 
improvement and upgrading rather than 
through market power and its abuse via 
anticompetitive practices. With the law 
and the PCC in place, the focus for 2018 
according to the Socioeconomic Report 
(NEDA 2018) is the formulation of a 
National Competition Policy (NCP). It 
aims to complement the PCC and provide 
a holistic and comprehensive framework 
for competition. This is to ensure that the 
public and private sectors are working 
closely to boost market competition 
by addressing issues on competitive 
neutrality, anticompetitive behaviors, 
and unnecessary regulatory burdens. 
In addition, the Implementation Plan/
Strategy of the NCP will also be crafted. 

Removing barriers to trade and investment
An open trading environment promotes 
competition and innovation. Thus, the 
PDP 2017–2022 underscores the need to 
liberalize trade and investment by relaxing 
restrictions on foreign investment and 
simplifying complex business procedures 
to avoid unnecessary and burdensome steps 
in doing business. 
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According to the Organisation for 
Economic Co-operation and Development 
or OECD (2016), FDI restrictions in the 
Philippines are high by both regional 
and global standards. In fact, based on 
the most recent OECD FDI Regulatory 
Restrictiveness Index, the Philippines is 
the most restrictive economy among the 62 
OECD and non-OECD countries included 
in the database. In addition to equity 
limitations, there are other restrictions 
that include, for example, the reciprocity 
requirement and restrictions on land 
ownership. Compared to other countries, 
the regulatory environment for FDI in the 
Philippines has not changed much in the 
last two decades. For example, in 1997, 
Viet Nam and China were more restrictive 
than the Philippines, which was more or 
less at the same level as India, Indonesia, 
and Malaysia. By 2016, however, all these 
countries had overtaken the Philippines in 
opening up their economies to FDIs.  

On November 21, 2017, the president 
issued Memorandum Order 16, s. 2017 
directing the National Economic and 
Development Authority Board and its 
member-agencies to exert utmost efforts to 
lift or ease restrictions on certain investment 
areas or activities with limited foreign 
participation. Amendments to existing 
laws that restrict foreign investments are 
underway in Congress. For instance, House 
Bill 5828, which seeks to amend the Public 
Service Act, was approved by the House 
of Representatives on its third reading 
in September 2017. It redefines ‘public 
utility’ and its coverage, thereby effectively 
removing constitutional restrictions 
on a number of key sectors such as 
telecommunications and transport services. 
A counterpart measure is being discussed in 

the Senate. Lowering capital requirements 
for foreign enterprises to participate in 
retail trade is also currently being discussed 
in the House of Representatives. 

There are other limitations to trade 
and investment in important areas such as 
education, broadcasting, and the practice 
of professions, even for former Filipino 
citizens. As discussed at the beginning of 
this chapter, trade, FDI, the diaspora, and 
various international linkages are critical 
transmission channels for technology 
transfer including tacit knowledge. 
Thus, removing the various restrictions 
is necessary for technology upgrading. 
Apart from removing foreign equity 
limitations, other regulatory measures that 
discourage trade and investments (e.g., 
local presence requirements, performance 
requirements, requirement to divest) should 
also be addressed. Finally, facilitation 
must accompany liberalization. As an 
important step in facilitating FDI, Reyes 
(2018) stressed the need to improve the 
information content of the Philippine 
foreign investment negative list (FINL) to 
better capture the full range of restrictions 
faced by foreign investors. However, since 
this will require amending the Foreign 
Investment Act, she recommends that the 
executive department in the meantime urge 
its departments and agencies to come up 
with a transparency list to supplement and 
address the deficiencies of the FINL.

Regulatory responses to new technologies, 
products, and business models
Increased efficiency, productivity, and user 
convenience are just some of the benefits 
and reasons why disruptive technologies 
are being adopted globally. The use of 
such technologies, however, has also been 
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revolutionizing the landscape of certain 
sectors, requiring a more thoughtful and 
adaptive regulatory approach to encourage 
the introduction of new technologies, 
products, and business models. 

Tiopiangco (2015) identified some 
of the regulatory gaps in dealing with 
new services. One is the identification 
of the authority responsible for new-age 
technologies such as transport network 
companies (TNCs). TNCs’ classification 
falls under a legal grey area as they could 
be regulated either by the NTC in charge 
of value-added services or the Land 
Transportation Franchising and Regulatory 
Board (LTFRB) in charge of transportation 
services. The same goes with which 
authority has jurisdiction over the TNCs’ 
price surge issue, whether the LTFRB or 
the PCC. Tiopiangco (2015) also identifies 
liability allocation as one of the gaps as 
TNCs have minimal liability in case of acts 
and negligence of partner drivers. 

Education and human capital development 

Basic education
The introduction of the Enhanced Basic 
Education Act of 2013 (RA 10533) is the 
most radical change to basic education in 
recent years. It introduced mother tongue-
based multilingual education (MTB-
MLE) into kindergarten3 to Grade 3 and 
added two years to secondary education, 
making the total mandatory basic education 
a total of 13 years. The MTB-MLE is 
designed to improve learning outcomes, 
access, and equity. The additional two 
years of secondary education, on the other 

3 This has been made part of basic education and compulsory 
requirement for entrance to Grade 1 a year earlier (2012) 
through RA 10157.

hand, puts the country at par with other 
countries in terms of number of years of 
pre-university education and is designed 
to better prepare students for college or 
the world of work. It was also designed to 
decongest the junior high school (Grades 
7–10) curriculum. These are profound 
changes that if our assumptions are 
correct and are implemented well will 
set the Philippine education system into 
a better path. However, we will still need 
to understand how it is working out. We 
need to measure and know whether we are 
implementing these as planned and we need 
to know whether these are producing the 
results we expected them to produce. 

The assessment done for basic education 
in the PDP 2017–2022 made the following 
observations: (1) while the enrollment 
rate increased the targets were missed; 
(2) raising quality remains a challenge; 
(3) efficiency improved at the elementary 
level but the results in the secondary level 
is mixed; and (4) disparities within the 
sector and among regions persist. It also 
envisions the following for basic education: 
(1) strengthen Early Childhood Care and 
Development programs; (2) fully implement 
the K to 12 program; (3) strengthen 
inclusion programs; (4) keep children in 
school; (5) continue curricular reforms; and 
(5) enhance teacher competencies.

The importance of a solid basic 
education cannot be over emphasized. It 
makes learning in subsequent levels easier 
and cheaper because there is no need to 
spend resources to recover learning missed 
in earlier years. In addition, it also makes 
graduates trainable, which is key in rapidly 
changing labor markets for the future. 

The question of low quality has been 
hounding the Philippines for a while now. 
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The solutions cannot be done without 
the Department of Education (DepED) 
becoming a learning institution. The 
department is implementing some of 
the most profound changes in the basic 
education sector in recent history. These 
constitute important learning opportunities 
for the sector to know what works and 
what does not in the Philippine context. 
Even though these initiatives are backed 
up by research done in other countries, 
it does not automatically follow that this 
will work as well in Philippine society. 
DepED has to increase its monitoring and 
evaluation capacity. 

The importance of raising quality 
is even heightened by the FIRe. Higher 
quality means flexibility and trainability 
for the country’s basic education graduates. 
Flexibility and trainability is key in the 
ability to respond to changing labor markets. 

Technical and Vocational Education 
and Training
Orbeta and Esguerra (2016) recently 
reviewed the Technical and Vocational 
Education and Training (TVET) system. 
Again, like basic education, it was found 
that the system is doing well in enrollment 
and producing graduates. There are 
indications that it is also doing very well 
even in certification rates. But what remains 
is that employment rates are still low and 
there is an apparent lack of appreciation 
by domestic employers4 of the certification 
they provide. 

These assessments are echoed in the 
PDP 2017–2022 that have the following 
observations: (1) overall performance 

4 There are some indications that the national certifications 
have enabled overseas Filipino workers to land in good 
jobs abroad.

is laudable and (2) inclusive access, 
desirability, and quality remain a challenge. 
It envisions to (1) design TVET trainings to 
enhance equity and (2) ensure that TVET 
programs are globally competitive.

There is the seemingly unresolved 
problem of how the Technical Education and 
Skills Development Authority (TESDA) 
should reconfigure its training system in 
the light of the introduction of the senior 
high school (SHS) program. It may be 
noted that some of the training it provides 
are already incorporated in the technical-
vocational-livelihood (TVL) track of the 
SHS. In fact, SHS is using the training 
regulations of TESDA and, in addition, 
many SHS TVL track students are passing 
the national certifications (NC) I and II. 
Moving forward, TESDA must think how it 
will complement rather than compete with 
the training already provided in SHS. The 
joint delivery with DepED of the TVL track 
is an important example of collaboration.

Orbeta and Esguerra (2016) made 
several recommendations on moving 
forward. One, TESDA should focus on its 
regulatory and information dissemination 
functions and continuously build its capacity 
to do these primary public good functions 
well. Two, the government should build and 
manage a TVET regulatory and financing 
system that generates graduates that are 
responsive to changing industry needs. 

In FIRe, enterprise-based training 
will be critical. However, Orbeta and 
Esguerra (2016) pointed out that it is the 
smallest (3% in 2014) among the modes 
of delivery. There is a need to build an 
incentive and financing system that will 
expand this mode of providing training. 
There are serious incentives issues in 
enterprise-based training. On the one 
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hand, workers want to be fully paid while 
on training, which makes it unattractive to 
the enterprises that will spend resources 
and downtime to conduct the training. 
On the other hand, enterprises need to 
recoup the resources spent on training to 
encourage them to conduct more training. 
There is also a real possibility of poaching 
by competitors of trained workers. 
Government spends a lot of resources 
on many supply-driven training that has 
low employment probabilities. It would 
be much better to use more resources to 
finance more enterprise-based training 
that has better employment prospects. 
Enterprise-based training should be treated 
as training and financed like one. Workers 
need to contribute because they share in 
the benefits of training through better 
chances of employability and promotion 
and higher wages in the future. The firm 
benefits from higher productivity of 
trained workers. Government and society 
benefit from lowering unemployment 
and greater productivity overall. To have 
more enterprise-based training, financing 
then should be shared by workers, firms, 
and government. 

The case of community-based training 
needs to be assessed. While this may 
promote access, there is a need to assess it 
for quality and relevance.

TESDA has also embarked on 
blended learning using online learning 
to complement teacher-led training and, 
in some instances, in collaboration with 
known providers such as Microsoft 
(Manmodiong 2017). This is an important 
learning experience both for TESDA and 
the trainees. Delivering training online will 
be an important mode of delivery in the 
future. Every opportunity for learning how 

to do it well will be important for the future 
of TESDA’s training programs. 

Higher education
Before the enactment of the free tuition law 
in state universities and colleges (SUCs) and 
local universities and colleges (LUCs), the 
single biggest intervention of government in 
higher education is direct provision through 
the SUCs. In 2017, the Universal Access to 
Quality Tertiary Education Act (RA 10931) 
was signed into law, providing free tuition 
for all students admitted to SUCs and 
LUCs. It also provides tertiary education 
subsidies (TES) to poor students attending 
private higher education institutions 
(HEIs). The subsidies under the TES can go 
beyond tuition to include living allowance 
and other education costs. This can be 
the precursor of a grants-in-aid program. 
Finally, the law also provides a student loan 
program. Two years prior, in October 2015, 
the Unified Student Financial Assistance 
for Tertiary Education (UniFAST) Law 
(RA 10687) was signed. It rationalizes 
the student financial assistance system 
programs of the government by clarifying 
the rationale, targeting, and requirements 
of an effective student financing system 
(Orbeta and Paqueo 2017). Funding free 
tuition for everyone admitted in SUCs, 
LUCs, and technical vocational institutions 
was deemed to be a better alternative to 
the targeted programs envisioned in the 
UniFAST law. It remains to be seen how 
the free tuition law will affect the structure 
of enrollment in tertiary education and 
whether it will deliver on the promise of 
greater access particularly for the poor. It 
also remains to be seen whether the level 
of subsidy required from government can 
be sustained. During the initial year of its 
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implementation, the government had to 
divert a substantial amount of money from 
basic education to finance the subsidy. 

In terms of promoting quality, the 
system has both program-level and 
institution-level interventions. The 
program-level intervention consists 
of issuing policies, standards, and 
guidelines that is constantly reviewed 
in cooperation with program technical 
panels to guide course offerings of 
programs. It also promotes adherence to 
qualification standards both domestic, 
such as the Philippine Qualifications 
Framework, and international, such as 
the ASEAN Qualifications Reference 
Framework (AQRF) and the mutual 
recognition agreements for ASEAN 
countries, the Washington Accord for 
engineering, the Seoul Accord for IT and 
Standards of Training and Certification, 
and the International Convention on 
Standards of Training, Certification and 
Watchkeeping for seafarers. Meanwhile, 
the institution-based interventions are 
a complex set of institutional standards 
and guidelines classifying HEIs vertically 
into Centers of Development (CODs) or 
Centers of Excellence (COEs), which are 
autonomous and deregulated institutions, 
and promoting research networks. More 
recently, with the slowdown in enrollment 
because of the introduction of the K to 
12 program, the Commission on Higher 
Education (CHED) has configured 
an adjustment program that provides 
scholarships to increase the proportion 
of faculty with graduate degrees and 
promote research through individual and 
institutional grants (Licuanan 2017).

The assessment of higher education 
done in the PDP 2017–2022 made the 

following observations: (1) enrollment 
and graduates in tertiary education 
exceeded expectations; (2) quality 
remains an issue; (3) while the number 
of HEIs in the country is 10 times more 
than in neighboring countries, it has not 
been producing commensurate number of 
innovators, researchers, and knowledge 
producers;5 (4) low proportion of faculty 
with graduate degrees; (5) low number 
of accredited programs; and (6) low 
average passing percentage in licensure 
examinations. The plan envisions that 
higher education would (1) be a force for 
social and cultural transformation and (2) 
an accelerator of innovation and inclusive 
economic prosperity.

The Philippine Qualifications Framework
The Philippine Qualifications Framework 
(PQF) has been institutionalized with the 
signing of the PQF Act in January 2018. 

5 As indicated by the country’s ranking in the Global 
Innovation Index, the number of research per million 
population, and journals listed under Thomson Reuters or 
Scopus or both

https://www.e-tesda.gov.ph/
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However, the institutionalization of the 
PQF has started earlier with the signing 
of Executive Order (EO) 83 in 2012 
that created the National Coordinating 
Committee and the various technical 
working groups. The PQF law provides 
a common taxonomy and qualifications 
typology that will serve as basis for 
recognizing qualifications and their 
equivalents. It is expected to encourage 
lifelong learning and the aligning of 
training and qualifications with industry 
standards. The law also created several task 
forces to develop implementation plans for 
the different aspects of the PQF including 
(1) the qualifications register, (2) pathways 
and equivalences, (3) qualification 
assurance, (4) international alignment, and 
(5) information and guidelines. The PQF 
is referenced to the AQRF and a report 

Figure 3.4
The Philippine Qualifications Framework

Source: Bautista (2017)

of the referencing is being prepared for 
submission to the ASEAN (Bautista 2017).

The most recent available version 
of the PQF has eight levels described in 
Figure 3.4. There are unresolved issues 
including the following: (1) Grades 11 
and 12 whose students are encouraged to 
take NC I and NC II to fulfill the original 
employment objectives of introducing 
SHS; (2) graduate education which is 
being reviewed to clarify the classification 
for Levels 7 and 8; and (3) the implications 
on ladderized education.

Qualification equivalency and pathways
This subsection describes the primary 
programs that allow students to earn 
qualifications from learning and experiences 
obtained from different systems and to 
continue to formal schooling. This system is 
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expected to become important in the future 
where flexibility and modularity in gaining 
qualifications will be needed to respond to 
changing labor market requirements. 

Ladderized education
Ladderized education has been 
institutionalized by the Ladderized 
Education Act of 2014 (RA 10647). Even 
before the passage of this law, EO 358, 
series of 2004 and EO 694, series of 2008 
already mandated the establishment of 
equivalency pathways to allow transition to 
either TVET or higher education. 

While the mandate has been around for 
more than two decades, there is no readily 
available inventory of how many programs 
and courses have defined pathways that 
allow crediting of training between TVET 
and higher education programs even though 
there are CHED Memorandum Orders 
(CMOs) specifying model ladderized 
curricula for several programs.6 Neither is 
there available record on how many have 
benefited from the ladderized program 
mandated by the law. Given this, it is not 
clear how easy or difficult it is to avail of 
the program.

Expanded Tertiary Education Equivalency 
and Accreditation 
The Expanded Tertiary Education 
Equivalency and Accreditation (ETEEAP) 
was introduced through EO 330 issued on 
May 10, 1996. The EO empowered CHED 
to deputize HEIs to recognize, accredit, 
and give equivalence to knowledge, skills, 
attitudes, and values gained by individuals 

6 These include CMO 30 s2013 (Radiologic Technology), 
CMO 05 s2013 (Midwifery), CMO 01 s2012 (Mechanical 
Engineering), and CMO 56 s2007 (Technical Teacher 
Education), among others.

from relevant work. This order covers 
high school graduates who have worked 
at least five years in the field or industry 
related to the academic program they are 
seeking equivalency. 

The HEIs that can be deputized for 
the ETEEAP have stringent requirements, 
including (1) being a COE or a COD in 
the program applied for, (2) should have 
autonomous or deregulated status, (3) level 
II accreditation, and (4) category A under 
the CHED-Institutional Quality Assurance 
through Monitoring and Evaluation. As 
of the last count available, the CHED 
has deputized 96 HEIs that can award 
appropriate college degree. From academic 
years 1999–2000 to 2015–2016, the 
program has accredited 17,361 graduates or 
a little over 1,000 graduates per year.

Accrediting competencies gained 
outside the classroom will be an important 
way of gaining qualifications in the future. 
Improving systems of doing this will be an 
important part of education and training 
systems in the future.

Alternative Learning Systems
The establishment of the Alternative 
Learning System (ALS) is provided in the 
Governance Act for Basic Education (RA 
9155) signed into law in August 2001. 
Implemented by DepED, ALS has two 
components. One is the Basic Literacy 
Program targeted toward illiterates. The 
other is the Continuing Education Program 
- Accreditation and Equivalency (A&E) 
targeted to those who dropped out of formal 
elementary schools. Those who complete 
the A&E can take appropriate elementary 
or secondary ALS A&E test, a paper-and-
pen test designed to measure competencies. 
Passers are given a certificate/diploma 

Dadios et al. 



90  

that certifies they have the competencies 
comparable to graduates of formal school 
systems. They are qualified to enroll in 
secondary and postsecondary schools.

The ALS has three modes of delivery: 
(1) DepED-delivered, (2) DepED-procured, 
and (3) DepED partners-delivered. As the 
name implies, DepED-delivered are those 
that use DepED teachers and coordinators, 
while DepED-procured are those 
programs delivered by nongovernmental 
organizations (NGOs) and other entities 
contracted by DepED. The DepED 
partners-delivered are those delivered by 
NGOs, donor agencies, and church-based 
organizations using their own resources.

A recent World Bank report estimated 
the target population of ALS at about 
5–6 million of aged 12–26 years using 
the 2013 Functional Literacy, Education 
and Mass Media Survey data (WB 2016). 
Furthermore, it also estimated that the 
program only serves less than 10 percent of 
this target population.

The ALS offers a second chance to 
those who were not able to enter school or 
have not completed their schooling. World 
Bank (2016) pointed out a downside of 
expanding the ALS such as weakening the 
motivation of those who are currently in 
school and enticing them to drop out and 
not to complete their formal schooling.

Labor market and social protection 
policies and programs 

On labor market
The assessment provided in the PDP 2017–
2022 argues that while employment targets 
were achieved, the underemployment 
target was not. In addition, while labor 
productivity improved, it remained below 

targets. There is a continuing challenge to 
provide opportunities for the unemployed 
youth particularly those who are neither 
studying nor employed.

There is also an intense pressure from 
many sectors to ban contractualization. 
Paqueo and Orbeta (2017) argued that 
there is an important role that temporary 
employment contracts play in efficient labor 
markets. These give firms the flexibility 
needed to efficiently deal with economic 
shocks and uncertainty in demand. It is 
also a device for screening or filtering work 
applicants to ensure quality worker-job 
matches. In addition, temporary work gives 
workers an opportunity to demonstrate 
not easily observable and measurable 
characteristics to employers. Consequently, 
even though well intentioned, it has 
been argued that a total prohibition can 
undermine the goal of achieving rapid, 
inclusive, and sustained economic growth.

Another favorite labor market policy 
is imposing legal minimum wage (LMW). 
This policy is supposed to (1) let workers 
earn income that would allow them to 
maintain healthy and dignified life, (2) 
protect workers from exploitation, and (3) 
motivate workers and firms to increase 
productivity. But it is also well known 
that huge increases in LMW unrelated to 
productivity can have boomerang effect. 
Paqueo et al. (2017) argued that this could 
significantly hurt disadvantaged groups that 
are the very people the policy intends to 
protect. It was pointed out that studies show 
that higher LMW has (1) adverse impact 
on employment, income, and poverty; (2) 
discriminatory impact against the poor, 
women, young, inexperienced, and less 
educated workers; and (3) reduced the labor 
demand of SMEs. Thus, big increases in 
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LMWs can make achievement of inclusive 
growth difficult.

On social protection
Orbeta (2010) reviewed the social 
protection system in the Philippines. The 
study points out that the primary problem 
of social protection in the Philippines is low 
coverage (below 40% in 2014) of the main 
bulk of formal private sector workers. Even 
if, by law, voluntary coverage for own-
account, overseas workers, housewives, 
and domestic workers are provided, the 
actual coverage is low because a large 
proportion of the main statutorily covered 
population—the formal private sector 
workers—is not contributing even if its 
contribution is supposed to be through 
mandatory salary deductions. The viability 
of the fund is also threatened by the 
continuing pressure of political leaders 
to increase the benefits despite not being 
accompanied by commensurate increases 
in contribution. The fund has also been 
called upon to respond to social financing 
needs, such as housing programs and 
disaster relief, which may not be the best 
investment opportunities available to it. 

The PDP 2017–2022 states that the 
primary strategy for reducing vulnerability 
is to focus on job creation and employment-
centered growth and asset reforms. It also 
wants to prioritize the most vulnerable 
members of the community. 

Protection for the vulnerable has 
improved in recent years with the 
investment in building the Listahanan—
the government database of poor 
households—to improve targeting 
effectiveness (Orbeta 2018). The health 
insurance coverage of the poor has also 
improved with the mandatory coverage of 

those in the Pantawid Pamilyang Pilipino 
Program (4Ps) funded through earmarked 
earnings from sin taxes. There is also the 
social pension program for the indigent 
elderly although threats of leakages have 
been pointed out due to the decision to 
let local government units identify the 
indigent elderly rather than using the 
Listahanan (Velarde and Albert 2018).

With the country deploying more than 
a million workers annually since 2005, 
protecting OFWs is an important policy 
concern. The social protection for OFWs 
consists of the unilateral and bilateral 
programs. Unilateral programs include (1) 
the voluntary membership of the OFWs and 
their dependents in the Philippine Health 
Insurance Corporation, (2) the voluntary 
membership of OFWs in the Social Security 
System, and (3) the mandatory membership 
in the Overseas Workers Welfare 
Administration that administers several 
social protection programs (Orbeta 2017). 
Bilateral programs consist of bilateral 
social security and labor agreements forged 
with destination countries of OFWs.

Paqueo and Orbeta (2016) 
recommended the avoidance of regulations 
that make employment costly and the labor 
market inflexible. For one, it may just 
hasten the substitution of machines for 
workers. There is a need to keep the labor 
market flexible given the uncertainties 
rapid changes in technology brings to the 
shop floor. 

Rapid technological changes also call 
for creating a chain of value-adding high-
quality lifelong learning opportunities for 
all. Investment in human capital is still the 
best protection against skill obsolescence 
and finding good jobs. Solutions need to be 
found for the low uptake of enterprise-based 
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training. Enterprise-based training is still 
the best method of producing competencies 
that firms need.

For social assistance programs, finding 
effective programs and better targeting are 
the primary challenges. The 4Ps has proven 
to be effective in keeping children of poor 
households in school and healthy. These 
are two critical human capital investments 
that the poor normally do not value much 
because the impact is longer down the 
horizon when the immediate need is the next 
meal. Social pension for retired indigents 
may be another effective program but there 
seems to be indication of potential leakage 
as beneficiary identification is veering 
away from the objective methods such as 
the use of the Listahanan. Sponsored health 
insurance program also appears to be well 
targeted but effectiveness is hampered by 
the low utilization rates particularly among 
the poor. Still, another challenge is that 
targeting of social assistance still relies on 
the static concept of poverty even though it 
has been shown that households go in and 
out of poverty depending on the shocks 
that they are facing (Reyes et al. 2011). 
Recognizing the vulnerability to poverty of 
the near poor should be an important pillar 
of social protection (Paqueo et al. 2014).

Conclusion and recommendation

The central message of this paper is that 
to fully take advantage of the FIRe and 
ensure that every Filipino has a fair chance 
of enjoying its benefits, the country should 
do away with its business-as-usual attitude. 
It should not assume, as Stiglitz (2017) 
advises, that FIRe will automatically lead 
to the “lifting of all boats”. In addition 

to the usual arguments of market and 
government failures, the Philippines—
like other developing countries that are 
far from the technological and knowledge 
frontier—must also contend with the lack of 
a broad set of complementary capabilities, 
including human, physical, institutional, 
organizational, and other types of capital 
accumulation (Cirera and Maloney 
2017). It is arguable that weaknesses 
in the availability and quality of such 
capabilities among developing countries 
that are lagging behind technologically 
are binding constraints to their ability 
to benefit from current technology and 
knowledge. Moreover, largely the same 
weaknesses impede those countries’ 
ability to profitably invest in current and 
future advances in S&T. Further to this 
hypothesis is the observation that, in turn, 
the accumulation of the aforementioned 
types of capital depends on underlying 
conditions that are particular to innovations 
such as IPR protection as well as market 
and government failures to incentivize 
and facilitate investment in R&D and 
accumulation of knowledge. But beyond 
those conditions, there is a broad set of 
familiar determinants that policymakers 
need to pay attention to, such as cost of doing 
business, trade regime, competitiveness 
framework, as well as investment and 
capital markets. The implication is that for 
a country to increase its likelihood of fully 
benefiting from the FIRe, it is risky to rely 
on hubristic leapfrog strategies. Instead, it 
is safer to focus on learning how to walk 
straight first before running and jumping. 
In other words, the country needs to focus 
on establishing a solid basic foundation for 
sustained learning and on accumulating 
various types of capital, while progressively 
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and systematically closing the existing 
technological and knowledge gaps. 

Another implication is that government 
as a whole should systematically review 
and adapt its policies, institutions, and 
development efforts in light of upcoming 
revolutionary changes. This paper could 
be useful in such review. On this score, the 
Philippines needs to pay attention to the 
miniscule investment it has been putting 
in R&D; concomitantly, the government 
must have an informed view on how to 
improve the efficiency of its deployment. 
Consistent with the above integrative 
view, the report points to the following 
interrelated measures to be able to catch 
up technologically and benefit from FIRe: 
(1) openness to international trade and 
investment, which can be useful vehicles 
for faster transfer of innovative ideas and 
technology; (2) reduction of anticompetition 
practices and having more competition in 
key industries like ICT; (3) having better 
educated and more trainable workers and 
more flexible and less costly labor market 
regulatory environment; (4) development 
of the education and training systems, 
both in government and the private sector, 
that can efficiently and equitably produce 
malleable human capital; (5) accumulation 
of other types of complementary capital like 
institutional, organizational, and physical 
capital; (6) progressive establishment of a 
universal social protection system to keep 
the people secure, especially the poor 
and vulnerable, in the face of expected 

unprecedented business and employment 
disruptions; and (7) having more 
investment in data collection, monitoring, 
testing, and evaluation. 

Highlighting points (6) and (7) is 
necessary. This is because in the end, the 
country’s future success or failure would 
depend on whether the government is ready 
and able to keep the nation socially and 
politically cohesive. The concern is that the 
coming waves of business and employment 
disruptions could create widespread 
insecurity and, therefore, political backlash 
that could constrain government’s ability 
to adopt and adapt needed policy and 
institutional reforms. To minimize this risk, 
the government needs to develop, test, and 
progressively scale up an affordable, fair, and 
efficient universal income/unemployment 
risk-sharing system suitable to the changing 
nature of employment. Another concern is 
the challenge of ensuring that the present 
poor and disadvantaged could overcome 
long-standing intergenerational barriers 
to social and economic mobility. How to 
keep them invested in the nation’s future 
and enable them to participate in the 
knowledge-driven economy of the future 
is the question. There is the 4Ps to build 
on, but this program needs to be reviewed 
and analyzed as to how the government can 
build modified or supplementary programs 
that will effectively assist the poor and 
disadvantaged to give them a fair chance 
of benefiting from the expected abundance 
that come along with the FIRe.
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