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1. Introduction 
 
Objectives 
 

During the 1990s, the more rapidly globalizing developing economies, in terms of 
higher trade to gross domestic product (GDP) ratios, grew annually at 5% per capita, 
while the rest of the developing world posted -1.1% per capita growth. The Philippines 
together with the People’s Republic of China (PRC), India, and Thailand, are among the 
prominent globalizers in the region. However, compared to these countries, the 
Philippines’ economic growth lags considerably behind. Hence, while openness to 
foreign trade and investment is important, it is not sufficient for sustained GDP growth.   

 
The central thesis of this study is that the Philippine economy’s anemic growth 

over the past two decades can be explained in no small measure by its poor investment 
climate that limited capital formation, productivity improvements and competitiveness of 
firms.  Addressing the weaknesses of the investment climate, complemented by other 
appropriate policy reforms, will significantly contribute to enhancing the economy’s 
productivity and long-term growth. 

 
This study examines the factors and policies that make up the investment climate 

and productivity in the Philippines in three dimensions – at the macro level, at the 
regional level by comparing the Philippines’ performance with neighboring countries and 
by probing, at the micro level, the stumbling blocks and constraints to private investment 
and productivity growth. This paper also includes general recommendations on what 
specific areas/measures need reform to improve competitiveness; and what would be 
the effect of easing the investment constraints on firm productivity and growth. 
 
Rationale 
 

Broadly, the investment climate can be defined as the “policy, institutional, and 
behavioral environment, both present and expected, that influences the returns and risks 
associated with investment” (Stern 2002).  Three broad sets of factors make up the 
investment environment: (i) macro fundamentals, (ii) infrastructure, and (iii) governance 
and institutions.  Macro fundamentals include macroeconomic stability (e.g., reasonable 
fiscal and external balances, realistic exchange rate, low inflation and interest rates), 
competitive markets, and social and political stability.  Infrastructure has to do with 
availability and quality of physical infrastructure, such as transportation (roads and 
ports), telecommunications, power and water supply.  Governance and institutions refer 
to transparency and efficiency in regulation, taxation, and legal system; strong and well-
functioning financial sector; labor market flexibility and skilled labor force.   

 
Figure 1.1 illustrates in simple fashion the links  from investment climate to  

investment and productivity growth that stimulate private sector development and, in 
turn, economic growth leading to poverty reduction.  
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To foster investment and productivity growth, a sound investment climate is a 
must, and bringing that about is one of the fundamental roles of the government.  In 
recent years, there has been increasing awareness of the importance of the investment 
climate among policymakers, and international organizations are putting greater 
emphasis on it in their development assistance agenda. 
 

An indicator of investment growth is the extent of capital accumulation. As can be 
gleaned from the experience of East and Southeast Asian Economies, capital 
accumulation depends critically on investment climate.  As the survey results of Global 
Competitiveness Report 2003/20041 show, countries with the better investment climate 
in the region include Singapore, Malaysia and PRC.  These same countries also tend to 
have higher rates of capital accumulation (Figure 1.2).  Higher rates of capital formation, 
in turn, fueled productivity and economic growth (Figure 1.3).  The Philippines had not 
been very competitive in these respects when compared with the dynamic economies of 
the region.  Referring to Figure 1.3, the Philippines posted the only negative GDP per 
capita growth figure for the period 1981-1990 among the selected Asian countries.  
Figure 1.4 shows that overall average labor productivity (output per worker) in the 
country fell from about PhP38,000 in 1981 to around PhP32,000 in 1985 and virtually 
stagnated at that level till 2001.  In 2003, labor productivity stood at PhP34,307. 
 

                                                 
1  Reflects the results of the World Economic Forum’s annual Executive Opinion Survey on 102 countries. 
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Source: ADB Statistical Database System. 
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Gross Capital Formation in Selected Asian Countries, 1981-2003 
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 Figure 1.4 
Labor Productivity in the Philippines, 1981-2003  
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 Labor productivity is computed as GDP at constant 1985 prices divided by employment. 

Source:  NSCB Statistical Yearbook, various years.  
 
 

Measurable and steady increases in investment and productivity underpin private 
sector development.  Aggressive privatization began in 1986.  This was supposed to 
cure the ballooning deficits of the government due to inefficiencies of state-owned 
enterprises.  This was also a time of great political change for the country and 
privatization helped liquidate non-performing assets of the government.  The early 90’s 
saw privatization in the power sector, transport infrastructures and a few social services.  
These efforts recognize the private sector as engine of growth.  

 
Crucial to the efficient functioning of the private sector are the development of the 

capital market and financial infrastructure as well as deregulation of industry, trade and 
investment.  Credit can be crucial if investors do not have internal funds to support 
business start-ups or expansions.  Of equal concern is the legal system in place; to 
circumvent delays arising from the lengthy judicial process and equity issues of court 
decisions, firms spend both time and resources on hiring top-notch lawyers, making 
negotiations with officials, offering informal payments or bribes, among others.  The 
government should therefore, at least make the investment environment favorable to 
encourage private sector initiatives.  By doing so, employment is generated and funds 
become available for other development programs (than when government did the 
provision), not to mention the benefits of private sector efficiencies.   
 

During the 1990s, the country’s poverty reduction rate was the slowest, as shown 
in Figure 1.5 which juxtaposes poverty reduction with GDP per capita growth rates.  
Poverty incidence or the proportion of households below the poverty line fell from about 
40% in 1991 to 32% in 1997 when growth was relatively rapid.  But it rose again to 34% 
in 2000 as growth turned slightly negative owing to the crisis.  About 5.1 million 
households were considered poor in 2000.  The majority of the poor are in the rural 
sector where infrastructure is inadequate, productivity is low, and non-farm employment 
opportunities are lacking.  And neither can an anemic industrial sector provide gainful 
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employment to rural-urban migrants. An improvement in the investment climate is 
required to spur investment and productivity increases toward strengthening the private 
sector that will drive the economy’s long-run growth. 

 
Figure 1.5  

GDP per Capita Growth Rate and Poverty Reduction,  
Early to Late 1990s 
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Methodology 
 

In examining the country’s investment climate and productivity at the macro-level, 
indicators of macroeconomic fundamentals, infrastructure development, and the quality 
of governance and institutions in the last two decades were collected from official 
government sources.  The results of this analysis are presented in Chapter 2.   

 
On the other hand, in comparing the Philippines with neighboring countries, 

results from various surveys such as the Global Competitiveness Report (GCR) 2003/ 
2004, the World Business Environment Survey (WBES) 2000, and Doing Business 2004 
were utilized.  The GCR investigated several issues such as the quality of public 
institutions, macroeconomic environment, and technology of 102 countries sourcing from 
the World Economic Forum’s annual Executive Opinion Survey.  WBES is a World Bank 
initiative in collaboration with other institutions, covering around 80 countries where 
surveys of 100 firms for each country were conducted on the relevant variables affecting 
the investment climate and business environment.  Doing Business is another World 
Bank undertaking assessing the costs of doing business through the study of existing 

Development Indicators and Policy Research Division   



 6

laws and regulations, and interviews with regulators, private sector professionals, and 
donor agencies.  Relevant results of this comparative analysis are discussed in Chapter 
3. 

 
To further probe the investment climate and productivity in the country, a survey 

of establishments using a more detailed questionnaire similar to the investment climate 
and productivity surveys carried out by the World Bank in other countries was conducted 
in 2003.  This survey covered the four most important manufacturing industries in terms 
of contribution to GDP namely: food and food processing, garments, textiles, and 
electronics.  Eight hundred establishments were randomly selected from the country’s 
major industrial centers such as Metro Manila, Cavite-Laguna-Batangas-Rizal-
Quezon(CALABARZON), Metro Cebu, Davao-General Santos, and Clark-Subic.  Of the 
total sample of 800 firms, 716 firms responded.   

 
The questionnaire used in the survey had two parts.  Part 1 contained questions 

on the perceptions of the chief operation officer or general manager on the constraints to 
the establishment, government relations, infrastructure, legal environment and conflict 
resolution, capacity, innovation, learning, and labor relations.  Part 2 was administered to 
the chief accountant and human resource managers because it contained detailed 
questions on corporate finance and human resources. 

 
Cross-tabulations of survey responses across various groups, by employment 

size, by size of assets, by location and whether the establishment belongs to the Special 
Economic Zones (SEZ) were generated.     Regression analysis was applied to 
appropriate survey variables to further probe the relationship of factors affecting 
investment climate and the performance of the firms.  Chapter 4 contains the highlights 
of this investigation.  Cross-country comparisons in this section and in the appendix 
tables reflect the results of other investment climate studies conducted by the World 
Bank in other Asian countries. 

 
Results from the analysis done in the three dimensions (macro-level, regional 

and micro-level) were consolidated in the last chapter to establish general 
recommendations on how to improve the investment climate and productivity in the 
country.   
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2.  An Overview of the Investment Climate and Policy Initiatives  
 

This chapter presents the status of three components of the investment climate 
at the macro-level.  The policy initiatives to boost investment are also presented in the 
last section of the chapter.  

 
Macroeconomic Fundamentals  

 
The 1970s was a period of high growth for the Philippine economy.  GDP grew 

5.7% a year, largely due to a brisk expansion of the industrial sector at 7.7% per annum 
(Table 2.1).  Industry continued to benefit from the government’s import-substitution 
industrialization policy that began as early as 1949 when import and foreign exchange 
controls were instituted in response to a balance of payments (BOP) crisis.  Domestic 
industries enjoyed heavy protection through an uneven tariff structure that was biased 
against backward integration, export expansion, and labor absorption (Bautista 1983). 
 
 Such industrial expansion was short-lived as it was underpinned by a distorted 
incentive structure that resulted in inadequate investment and heavy dependence on 
foreign borrowings, making the country vulnerable to external shocks.  This served as a 
lesson for the Aquino government in the latter 1980s to pursue a broad set of economic 
reforms, covering trade policy, taxation, privatization, financial sector, and investment 
incentives.  Such disincentives as export taxes and an overvalued exchange rate were 
addressed, leading to an average annual export growth of 14.2% in 1986-1989.   
 
 However, despite major policy reforms that were on stream, the country’s growth 
slowed sharply to 0.9% per annum in the early 1990s from 5.2% in 1986-1989.  This was 
attributable to the BOP problem, a major earthquake in 1990, the 1991 Mt. Pinatubo 
eruption, and severe energy crisis.  The Ramos administration undertook aggressive 
measures to come to grips with the energy crisis and brought GDP growth to 4.3% 
average from 1993-1996.  The export sector expanded substantially posting 20.4% 
growth. Trade liberalization, deregulation and privatization programs were pursued in 
earnest, bringing the country increased FDI inflows equivalent to 2.2% of GDP in 1993-
1996 from 0.9% in 1990-1992, so far the highest rate since the 1970s. 
 
 In 1997, the Asian financial crisis struck the region leading to a sharp 
depreciation of the peso and huge capital outflows, hence a 0.6% contraction of the 
economy in 1998.  The industry sector performed poorly, punctuated by a 2.1% 
shrinkage.  Although agriculture was also badly hit by the El Niño drought in 1998, 
contracting by 6.4%, it made a dramatic turnaround with a 6.5% growth in the following 
year.  The economy staged a recovery in the ensuing years with real GDP rising by 
4.4% in 2000.  However, in 2001 growth slowed to 3% owing to the global economic 
slowdown, the Mindanao insurgency crisis, and major political upheavals in Philippine 
history known as EDSA 21 and EDSA 32 during the first semester.  But in the following 

                                                 
1 Also called People Power 2, a multitude went to EDSA when the impeachment trial proceedings of 
deposed President Joseph Estrada (commonly known as Erap) became questionable.  In 20 January 2001, 
Gloria Macapagal-Arroyo (then incumbent Vice-President) was sworn to office upon Supreme Court 
decision.  
2 Pro-Erap supporters flocked to EDSA in late April 2001 to protest against Estrada’s arrest.  Unlike EDSA 2, 
the demonstrations were violent and most participants were allegedly paid to destabilize the less than 100 
days in office new administration. 
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years, growth picked up again to almost 5%, led by a robust service sector growth of 5-
6%.   
 

On the whole, the country’s economic performance has been marked by “boom 
and bust” cycles attributable to political instability, stalled policy reforms, external 
shocks, and natural disasters.  Such a situation has not been conducive to increases in 
both domestic and foreign investments.  As a consequence, labor productivity has also 
stagnated and this has been exacerbated by the rapid growth of the labor force (Herrin 
and Pernia 2003).    
 

Table 2.1  Selected Philippine Economic Indicators, 1970-2003 
 

 1970-
1980 

1981-
1985 

1986-
1989 

1990-
1992 

1993-
1996 

 
1997 

 
1998 

 
1999 

 
2000 

 
2001 

 
2002 

 
2003 

             
Real GDP growth 5.73 -1.14 5.17 0.93 4.26 5.19 -0.58 3.40 4.40 2.96 4.43 4.52 
  Agriculture 3.73 -0.36 3.29 0.75 2.35 3.09 -6.38 6.50 3.40 3.69 3.32 3.47 
  Industry  7.71 -3.72 5.61 -0.22 5.14 6.14 -2.12 0.88 4.90 0.91 3.73 3.01 
  Services 5.25 1.14 5.91 2.01 4.53 5.42 3.47 4.02 4.40 4.25 5.45 5.90 
             
Domestic 
Investment 
(% of GDP) 

 
27.19 

 
23.24 

 
18.25 

 
21.90 

 
23.63 

 
24.78 

 
20.34 

 
18.75 

 
21.17 

 
20.65 

 
19.30 

 
18.72 

Domestic 
Investment 
Growth 

 
-8.59 

 
-10.24 

 
16.22 

 
2.13 

 
8.12 

 
11.70 

 
-16.28 

 
-1.98 

 
11.36 

 
13.60 

 
-3.48 

 
4.76 

             
Fiscal Balance (% 
of GDP) 

-1.2 a -3.0 -3.1 -2.2 0.1 0.1 -1.9 -3.8 -4.0 -4.0 -5.2 -4.6 

External Debt (% of 
GDP) 

42.3 b 72.4 81.8 68.0 58.8 62.0 82.0 76.0 76.0 80.0 76.0 78.0 c

Total Public Sector 
Debt (% of GDP) 

22.2 64.9 117.4 120.0 115.4 110.0 110.7 123.2 130.8 121.5 130.4 137.5 

             
Net FDI inflows (% 
of GDP) 

0.24 0.18 1.29 0.94 2.15 1.48 3.51 2.27 1.77 1.36 1.43 . . . 

             
Export Growth 11.28 -1.98 14.24 7.93 20.37 22.81 16.92 18.79 8.68 -15.57 9.51 3.10 
Import Growth 7.29 -6.62 20.43 11.87 22.41 11.18 -18.28 3.29 13.61 -5.56 6.45 0.81 
Export (% of GDP) 16.69 15.37 17.62 18.83 22.57 30.64 45.26 44.92 49.13 43.37 44.10 43.32 
Import (% of GDP) 19.87 20.29 20.80 27.16 34.94 44.15 45.30 38.41 44.10 44.40 43.58 44.88 
Current Account 
Balance (% of 
GDP) 

 
-5.00 

 
-5.39 

 
-0.65 

 
-3.11 

 
-4.84 

 
-5.28 

 
2.37 

 
9.48 

 
8.24 

 
1.84 

 
5.62 

 
4.16 

             
Inflation (%) 15.0 19.4 9.2 12.7 7.8 5.9 9.8 6.6 4.4 6.1 3.1 2.9 
Unemployment (%) 6.4 5.8 8.1 8.6 8.3 7.9 9.6 9.6 10.1 9.8 10.2 10.1 
             
Treasury-bill Rate 

(91-day) 
11.27 19.59 14.87 20.29 12.40 13.12 15.27 10.20 9.86 9.86 5.4 6.0 

   a  Fiscal balance figures are in fiscal year ending 30 June through 1975 and calendar year after. 
           b  Refers to average for 1975-1980. 
           c  Figure for 2003 is the total debt of the national Government as % of GDP from the Bangko Sentral ng Pilipinas website. 
 

Sources: ADB Key Indicators 2004; ADB Statistical Database System; Bangko Sentral ng Pilipinas website (www.bsp.gov.ph); 
               Bureau of Treasury website (www.treasury.gov.ph); National Statistical Coordination Board (NSCB) Statistical  
               Yearbook, various years;  NSCB website ( www.nscb.gov.ph); National Statistics Office website (www.census.gov.ph);  
               Paderanga, Cayetano Jr., Recent Fiscal Developments in the Philippines, University of the Philippines School of 
               Economics Discussion Paper 2001-2010, October 2001.    
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                 Although the Philippines posted a 6.2% GDP growth rate in the second quarter of 
2004, it is now facing severe fiscal and debt problems, increasing electricity and oil 
prices, and higher than recent historical inflation rates.  Since 1998, the government 
posted worsening fiscal position as percent of GDP.  Total debt of the national 
government stood at 78% of GDP in 2003, and total public sector debt (includes 
liabilities of the national government and those of the Government-owned or controlled 
corporations (GOCCs)) at 138% of GDP.  Of the total debt service made, 48% are for 
interest payments.  Such alarming concerns, coupled by the pressures from the national 
elections that took place in early 2004, had put the government in very tough and 
restricted position.     
   
Infrastructure  

 
The adequacy of infrastructure is also known to have a significant effect on 

private investments.  Access to transport, power, and information and communication 
facilities are found to be critical factors affecting the location decisions of both local and 
foreign firms (Herrin and Pernia 1987).  Investors tend to concentrate in Metro Manila, 
Southern Luzon, Central Luzon, and Metro Cebu precisely owing to the presence of 
better infrastructure, besides proximity to product and factor markets (Pernia and 
Quising 2003). 

 
The total length of concrete and asphalt roads increased by 4% in 2002.  

However, the motor vehicles registered in 2002 are 4.18 million, up by 8% from 3.87 
million in 2001 level.  Considering the heavy traffic condition in the country (most notable 
in the National Capital Region), the disproportionate increases of asphalt and concrete 
roads constructed and motor vehicles registered could explain the worsening traffic 
situation. 

 
Incidence of aircraft accidents posted 21 casualties in 2002, almost all cases are 

due to crash landings.  With respect to traffic accidents, comparative statistics report 
3,748 casualties and damage to property (in terms of number of vehicles) at 9,623.  The 
figures are higher in 2003 at 4,977 casualties and 11,441 vehicles, respectively.  
Maritime accidents totaled 152 in 2002 and increased by more than 200% in the 
following year. 
 

From the National Electrification Administration data, 80% of all Philippine 
barangays have access to electricity.  In 2002, industrial power consumption declined as 
opposed to the up-trend of the other sectors.  Power losses have increased by 39%.  
Data from the National Telecommunications Commission show that total installed 
telephone lines approximated 7 million in 2002 and catered to 3.3 million subscribers.  
However, in 2003 installed telephone lines fell by 31% and the number of subscribers by 
9%.  More than half of these lines is provided by the biggest player in the industry, the 
Philippine Long Distance Telephone Company.   Telephone density is 9 lines per 100 
people and 4 subscribed per 100 people.  Cellular mobile telephone subscriptions 
reached 15.4 million in 2002 and higher by 46% in 2003.  Improvements in the supply of 
electricity and telephone connections are most urgent in the Western (Region IX) and 
Central Mindanao (Region XII) and the Autonomous Region in Muslim Mindanao 
(ARMM).    
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Governance and Institutions 
   

Based on the National Statistics Office data, the country’s available manpower 
increased steadily since 1999 and registered an increase of 4.3% in 2003 while the 
unemployment rate fluctuated from 9.8% in 1999 to 10.1% in 2003.  The Intellectual 
Property Office registered 457 patents granted to local investors in 2003, thrice as many 
patents granted in 2001 (152).  On the other hand the patents granted to foreign 
investors increased to 544 in 2003 from 241 in 2001. 

 
Based on the Philippine National Police data, the crime rate in the Philippines 

decreased steadily from 88 incidents per 100,000 population in 1993 to 49 incidents per 
100,000 population in 2001.  However, there was a slight increase to 53 incidents per 
100,000 population registered in 2003.  The rate of solved kidnap-for-ransom cases 
increased from 55% in 2002 to 75% in 2003. 

 
The Bangko Sentral ng Pilipinas (BSP) recorded a decrease in the number of 

financial institutions from 19,297 in 1999 to 18,644 in 2003.  The total liabilities of the 
Philippine Deposit Insurance Corporation registered a marked increase in the same 
period from about 1.8 billion pesos in 1999 to 87 billion pesos in 2003.  The average 
bank lending rates remained high at 9.5% in 2003, from 12.4% in 2001 and 8.9% in 
2002. The corporate income tax was steady at 35% from 2000 to 2003. 

 
Corruption in the government bureaucracy, on the other hand, has become very 

serious as could be gleaned from anecdotal evidence from the newspaper and other 
media.  It had become prevalent to fast-track business procedures and licensing 
requirements.  The relative ease of clearing and bringing goods and supplies in and out 
of the country is highly associated with informal payments or bribes.  Equally dominant in 
the tax system, the more painful costs of corruption include losses in government 
revenues, and as a result, cutbacks in social services.   A more recent initiative of the 
Macapagal-Arroyo administration to curb corrupt practices is the system of life style 
checks on high-ranking government officials. 

 
 
Investment Trends and Policy Reforms 
 

Investments tend to move pari passu with the economy’s performance.  Low 
investment rates were closely associated with the economy’s boom-bust cycles (Lim 
1999).  Marked recessions sharply reduced gross capital formation rates, though saving 
rates were also constricted by rapid population growth (Herrin and Pernia 2003).  The 
economic recession in 1984-1985 prompted the government to adopt austerity 
measures including credit tightening, high interest rates, and cutbacks in public 
investments (Lim 1994).  Aggressive privatization began in 1986.  This was supposed to 
cure the ballooning deficits of the government due to inefficiencies of state-owned 
enterprises.  This was also a time of great political change for the country and 
privatization helped liquidate non-performing assets of the government.  In 1986-1989, 
investment growth was particularly high at 16.2% from negative growth rates since the 
70s, but slowed in 1990-1992 owing to a BOP crisis and political instability.  

 
From 1993 to 1996, a period of relatively high growth for the country, gross 

domestic investment (GDI) averaged 23.6% of GDP.  Thereafter, investment growth 
turned sluggish in line with the economic slowdown in 1998.  In 2001, GDI expanded by 
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13.6% from the previous year’s level despite the unsteady political and economic 
environment.  But in 2002, GDI fell by 3.5% to average at 19.3% of GDP. 
 
 In the same vein, the pace of foreign direct investments (FDIs) is closely linked to 
the tempo of economic growth. The buoyant economy during 1986-1989 attracted 
relatively large foreign capital inflows, further spurred by the liberalization and 
deregulation measures.  However, the pronounced growth recession in the next two 
years saw net FDIs come to a trickle.  Subsequently, FDI inflows returned with the 
rebound of the economy, further boosted by an aggressive promotion of the country as 
an investment destination.  Net FDIs accounted for about 2.2% of GDP from 1993-1996, 
and picked up a little bit more in 1998, despite the Asian financial crisis.  However, by 
2002, net FDIs fell to 1.4% of GDP. 
 
 Various measures and incentives have been drawn up to promote investments. 
Among these was the Investments Act of 1967, which created the Board of Investments 
to centralize the process of assigning industrial priorities and to administer the incentives 
available to local and foreign enterprises.  Capital-intensive industries received huge 
support through tax exemption and tax credit on imported capital equipment, among 
others.  While one incentive provision appeared to favor labor employment, this would 
be true only in cases where the labor skills acquired can substitute for, rather than 
complement, capital services (Bautista 1983). 
 
 The system of incentives, initially set under the Investments Act of 1967, was 
codified and amended three times, culminating into the issuance of Executive Order No. 
226, otherwise known as the 1987 Omnibus Investment Code.  A major reason for the 
investment reform was to make an incentive package competitive with those offered by 
other ASEAN countries.  However, the incentives were deemed to have industrial policy 
bias, particularly with regard to domestic versus export producers, and labor-intensive 
versus capital-intensive industries.  Republic Act 391 was implemented between 1983 
and 1986 to compensate for the anti-export bias of the protection system as well as to 
promote labor-intensive and export industries, and is viewed superior to Executive Order 
No. 226 (Pante and Medalla 1990; Medalla 1990). 
 

The first Build-Operate-Transfer (BOT) Law called Republic Act 6957 was 
enacted in 1990 to legitimize private sector involvement in government development 
undertakings, including the financing, construction, operation, and maintenance of 
infrastructure projects.  However, only 2 projects were carried out under this law namely:  
the Light Rail Transit Line 3 and a public market in Mandaluyong City.  The amended 
law as Republic Act 7718 of May 1994 encouraged the increase of private sector 
investment, both from foreign and local companies, and extended to other types of 
schemes such as bill transfer, bill lease transfer, and build-operate-and-own (BOO).  
With such arrangements, the government can save by not making direct expenditures on 
contracted infrastructure projects and can take advantage of private sector efficiencies.  
The government was expected to provide credit enhancements, income tax holidays, 
escalation formula in the event of erratic movements in inflation and interest rates, and 
arbitration for settlement of disputes. 
 
 The issuance of Republic Act 7042 (i.e., Foreign Investment Act of 1991) was 
intended to provide impetus for foreign firms to conduct business in the country.  To 
further liberalize the entry of foreign investments, Republic Act 7042 was amended in 
1996 through Republic Act 8179.  This allows foreign entities to invest as much as 100% 
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in various areas except those included in the negative list.  Furthermore, no restrictions 
were imposed on the extent of foreign ownership of export enterprises. 
 

Republic Act 7916, otherwise known as the Special Economic Zone Act of 1995, 
was another important measure to encourage investments in designated growth areas.  
It provides a framework for the management of special economic zones, industrial 
estates/parks, export processing zones, and other economic zones.  Each economic 
zone is managed as a separate customs territory and provided with transportation, 
telecommunications, and other infrastructure to facilitate linkages among industries 
within and outside the economic zones.  
 
 Recently, additional measures have been promulgated to make the country more 
attractive to investors.  The Electric Power Industry Reform Act 9136, Securities 
Regulation Code 8799, General Banking Law 8791, and Retail Trade Liberalization Act 
8762 were enacted since 2000 to support investment growth.  Although real impacts of 
these laws have yet to be felt, they appear to signify the government’s serious intent to 
institute reforms and address long-standing issues related to doing business in the 
country. 
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3.  The Philippines’ Investment Climate in International Perspective 
 
 This chapter compares the performance of the Philippines with selected 
countries in the region using the three components of investment climate – 
macroeconomic fundamentals, infrastructure, and governance and institutions.  Putting 
the Philippines in a cross-national perspective offers broad indications on how the 
country has fared relative to its Asian neighbors and which aspects of its investment 
climate merit more attention than others.   
                                                      
A.  Macroeconomic Fundamentals 
 

Investment policy reforms from the late 1980s through the mid-1990s along with 
other macroeconomic reforms helped boost the flow of FDI into the country, reaching a 
peak of around $2.3 billion (3.5% of GDP) in 1998.  The trend was disrupted by the 
Asian financial crisis resulting in a large drop in FDI flows to $1.3 billion (1.8% of GDP) in 
2000.  In 2002,  FDIs fell further to 1.4% of GDP, but still within the median for most 
Asian developing countries (Figure 3.1).  PRC’s and Viet Nam’s net FDI/GDP ratio were 
the highest at almost 4.0% in 2002. 

 
Figure 3.1  

Net Foreign Direct Investments, 2002 
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Inflation for 2000-2002 averaged at 4.5%, which in fact is an improvement from 
the inflation rates of earlier years.  However, unemployment levels are higher than its 
ASEAN and some South Asian neighbors, posting 10.1% unemployment rate in 2002 
and 2003 compared to single digit rates of the others.  Even frustrating is the incapacity 
of the government to act on economic concerns because of its weakening fiscal position.  
In 2002, budget deficit is 5.2% of GDP compared to PRC’s 2.9%, Indonesia’s 1.7%, 
Thailand’s 1.4%, and India’s 0.5%.  Though Malaysia is in even worse fiscal deficit to 
GDP ratio at 5.6%, its current account balance is higher at 8.5% of GDP compared with 
the country’s 5.6%.  The government’s total public sector debt is 130% of GDP in 2002. 

 
It appears that the investment incentive system, which the Philippine government 

has been trying to improve over time, does little to make up for deficiencies in the 
investment climate.  Moreover, fiscal incentives are not costless, estimated in terms of 
foregone revenues (medium estimate) at PhP13 billion, representing about 30% of 
collected revenues from corporate income taxes in 2000 (Medalla 2002).  

 
B.  Infrastructure 
 

Good infrastructure facilitates access to factor and product markets, thereby 
raising productivity.  Thus, investments are attracted into areas with adequate roads, 
ports, telecommunications facilities, power and water supply (Figure 3.2). Quality 
infrastructure services significantly affect a firm’s profitability via reduction in production 
costs and ability to reach wider markets. 
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Figure 3.2 
Percent of Firms Reporting Poor Infrastructure Services, 2000 
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Source: World Business Environment Survey 2000. 
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Dissatisfaction with public works (roads) seems to be common in most countries, 
particularly in India (69%), Philippines (54%), and Bangladesh (49%).  In the PRC and 
Malaysia, only around 20% perceived public works as a problem.  Within the Philippines, 
among the various infrastructure services, public works also appear to be the most 
unsatisfactory.  The relatively poor state of roads in the Philippines is further shown by 
data from the World Development Indicators (WDI 2003) on the proportion of roads that 
is paved.  Only 20% of the roads in the Philippines are paved versus Thailand’s 98%, Sri 
Lanka’s 95%, and Malaysia’s 76% (Figure 3.3).  Only Bangladesh has a smaller 
proportion (10%) of paved roads.  Clearly, poor roads and ports are a serious stumbling 
block to doing business, making it difficult to access inputs, transport goods and reach 
markets in a timely manner. 

 
 Figure 3.3 

Paved Roads (% of Total Roads), 1999  
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prompting the government to take drastic measures to resolve the problem.  Thereafter, 
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Table 3.1 
Industrial Power Rates, July 2002 

 
Country 

Rates in  
US cents/Kwh 

  
Indonesia 2.36 
Malaysia 4.41 
Philippines 8.09 
Thailand 2.38 
  

Source: Department of Energy, Philippines, as cited in Congressional 
Planning and Budget Department 2003. 

 
About 86% of the population in the Philippines has access to water.  However, 

more than 30% regard the quality of service as unsatisfactory.  Figure 3.2 shows that the 
Philippines has roughly twice the percentage of firms reporting poor water service than 
in the PRC and Malaysia. 

 
As in the PRC, Indonesia, Malaysia and Thailand, not many firms in the 

Philippines (14%) expressed dissatisfaction with the telephone service (Figure 3.2).  The 
liberalization of telecommunications in the early 90s and consequent entry of telephony 
and cellular and international gateway facilities have resulted in rapid expansion of 
telecommunication services in the Philippines.  In terms of fixed line and mobile phone 
subscribers, the Philippines with about 233 subscribers per 1,000 persons lags behind 
the PRC, Malaysia, and Thailand (Figure 3.4).  

 
With 2.5 internet hosts per 10,000 population, the Philippines lags far behind 

Malaysia (29.3) and Thailand (10.5) (Figure 3.5). As regards access to personal 
computers, the Philippines remains markedly behind Malaysia but the gap vis-à-vis the 
PRC or Thailand is far less (Figure 3.6). 

Figure 3.4 
Fixed Line and Mobile Phone Subscribers, 2002 
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 Figure 3.5 
Number of Internet Hosts, 2002 

Source: World Economic Forum, Global Competitiveness Report 2003/04. 
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Figure 3.6 
Access to Computers and Internet, 2002 
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C.  Governance and Institutions 
 

Business Procedures and Regulations.  Apart from macroeconomic stability and 
economic openness, the investment climate is shaped by the direct and indirect costs of 
doing business, the foremost encountered by firms is the entry and exit procedures.  
Policies or regulations that favor smooth entry and exit procedures enhance competition 
and productivity. Cumbersome regulations and procedures, as well as bottlenecks in 
factor markets  (labor, land, and finance), can deter a firm’s entry or business expansion. 
Likewise, complex regulations make it difficult for inefficient or unprofitable firms to exit 
the market.  In general, the regulatory framework should make it easy for businesses to 
start, expand, or close down as dictated by the market.  
 

The GCR 2003/04 provides an indication of the ease of firms’ entry and exit in 
terms of a country’s ranking out of 102 countries.  Figure 3.7 shows that the Philippines 
is just within the median in terms of general administrative burden for start-ups1.   

 
Other relevant indicators are provided in Doing Business 2004. Figure 3.8 

indicates that the number of procedures observed to start a firm in the Philippines, at 11, 
is just comparable with other Asian developing countries.  In terms of the number of 
days to start a firm, the Philippines fares far better than India and Indonesia, but worse 
than Bangladesh, PRC, Malaysia, and Thailand. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 3.7 
Ease of Entry and Exit Indicators, 2003 

(Ranking out of 102 Countries) 
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Source:  World Economic Forum, Global Competitiveness Report 2003/04. 

                                                 
1 This refers to the firms’ general view on starting a new business, with responses ranging between 
1=extremely difficult and time consuming, and 7=easy. 
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Figure 3.8 
Number of Procedures and Days to Start a Firm, 2004 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Land ownership by foreign individuals or corporations is not allowed in the 

Philippines.  Such ownership can only be indirect through a 40% ownership of a 
corporation.  In rural and agricultural areas, uncertainties surrounding land ownership 
brought about by delays in the agrarian reform program and restrictions on the disposal 
of land have discouraged investments in agricultural areas.  Such constraints reduce the 
collateral value of the land and limit the borrowing capacity of the owner for fixed and 
operating capital.  At the same time, restrictions on the use of land have resulted in the 
premature conversion of agricultural lands, thus undercutting rural economic growth.  

 
Regulatory permits and licenses are much easier to obtain in the Philippines than 

in Indonesia.  Waiting time in the Philippines for a construction permit takes 18 days, 14 
days for operating license, and 7 days for import license.  The corresponding figures for 
Indonesia are 50 days, 16 days and 11 days.  

 
Corruption.  Regulatory burden and corruption can appreciably raise business 

transaction costs.  Such costs include, among others, time spent dealing with 
bureaucratic hurdles, delays in processing of government requirements for business, 
and direct costs of irregular payments. 
 

Up until the 1997 Asian financial crisis, many Asian developing economies were 
growing fast despite what was commonly perceived as widespread corruption. This 
appeared to support the view of some analysts (e.g., Leff 1964; Huntington 1968; and 
Liu 1985).  The more recent view, however, is that corruption is bad for long-term growth 
and poverty reduction (e.g., Tanzi 1998).  Corruption can impair the government’s ability 
to exercise appropriate regulatory controls and inspections to correct market failures.  It 
can distort incentives by enticing individuals to pursue personally profitable activities in a 

Source: Doing Business 2004. 
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relatively quick and easy manner, instead of socially beneficial and economically 
productive activities. It hampers the government in performing its fundamental role of 
enforcing contracts and protecting property rights.   

 
Research also shows how corruption can reduce growth through its negative 

effect on investment. Using data on 68 countries over the period 1980-1983, Mauro 
(1995) finds a negative correlation between corruption and investment rate.  Another 
study by Wei (1997) reveals no evidence that international investors are not sensitive to 
corruption in East Asia, and that in fact an increase in corruption tends to reduce FDI.  

 
Concerns have been raised about bureaucratic rigidities and cumbersome rules 

that induce rent-seeking activities.  Burdensome and complex regulations tend to induce 
firms to indulge in corrupt practices to avoid bureaucratic red tape.  In the Philippines, 
the burden of regulation2 is more severe compared to other Asian developing countries, 
according to the GCR (Figure 3.9).  Its ranking on burden of regulation is 98 out of 102 
countries.  As to bureaucratic red tape, the Philippines is in a relatively good position, 
with a ranking of 20, better than many Asian developing countries, including the PRC, 
Malaysia, and Thailand. 

 
Oftentimes, firms have to deal with public officials regarding regulations and 

administration, entailing considerable management time that could otherwise be used 
more productively.  In the Philippines, according to WBES 2000 data, about 80% of firms 
report that up to 10% of management time is spent for this purpose, while 20% of firms 
spend more than 10% of management time.  The situation seems worse in Bangladesh, 
PRC, India, and Thailand (Figure 3.10). 

 Figure 3.9 
Regulatory Burden and Extent of Bureaucratic Red Tape, 2003 

(Ranking out of 102 Countries) 
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Source: World Economic Forum, Global Competitiveness Report 2003/04. 

2 This pertains to firms’ perception of administrative regulations, ranging between 1=burdensome and 7=not 
burdensome. 
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Figure 3.10 
Percent of Firms’ Management Time Spent Dealing with Public 

Officials on Regulations and Administration, 2000 
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  Source:  World Business Environment Survey 2000. 

 
 
A major regulatory obstacle faced by a significant proportion of firms is the tax 

system.  About three fourths of the firms surveyed in the Philippines perceived high 
taxes as a moderate or major obstacle, compared with Malaysia’s 36%; a similar pattern 
across countries is obtained for tax regulations (Figure 3.11).  Taxation easily lends itself 
to corruption when there is lack of transparency in administrative procedures or when 
laws are difficult to interpret.  In the Philippines, corruption in tax administration is a 
serious problem.  According to the GCR, irregular payment in tax collection is an area in 
which the Philippines performs poorly, with a ranking of 97 out of 102 countries (Figure 
3.12).  
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Figure 3.11 
Regulatory Obstacles, 2000 

(Percent of Firms Ranking Issue as Moderate or Major Obstacle) 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source:  World Business Environment Survey 2000. 
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Figure 3.12 
Irregular Payments in Tax Collection, 2003 

(Ranking out of 102 Countries) 
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Transactions at the customs bureau are also commonly perceived to be riddled 
with corruption. Close to 50% of firms surveyed in the Philippines regard customs 
administration as a moderate to major obstacle to business, similar to India and higher 
than in the other countries, except Bangladesh (Figure 3.13).  Delay in getting goods 
cleared through customs is a major bottleneck for firms relying on imported inputs. 
Typically, bribery is used to speed up the process of getting government authorization or 
permits, thus encouraging public officials to slow down the process (Tanzi 1998). 

 
Payment of bribes has enabled some firms easy access to public contracts.  The 

Philippines ranks second to the worst out of 102 countries in irregular payments in public 
contracts (Figure 3.14).  Payment of bribes exacts a heavy cost on the economy since it 
prevents the small, new entrants but efficient firms from acquiring public contracts.  In 
addition, it imposes an additional direct cost to business which is often passed on to 
consumers.  In terms of business costs of corruption, the Philippines ranks 82, better 
only than Bangladesh among selected Asian developing countries. 

 
 
 
 
 
 

Figure 3.13 
Percent of Firms Ranking Customs as  

Moderate or Major Obstacle, 2003  
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Figure 3.14 
Irregular Payments in Public Contracts and Business Costs of 

Corruption, 2003 (Ranking out of 102 Countries) 
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Note: The lower the rank order, the better. 
Source: World Economic Forum, Global Competitiveness Report 2003/04. 

 
In almost all aspects of the judiciary, the Philippines fares better than Indonesia 

but worse than the PRC, Malaysia, and Thailand (Figure 3.15).  Among the various 
aspects, slowness of the wheels of the justice system appears to be the most glaring 
concern for firms in the Philippines.  About 87% of firms consider the judicial system as 
being slow in delivering action, compared with the PRC’s 58%, Malaysia’s 63%, and 
Thailand’s 79%.  Other features of the justice system in which the Philippines performs 
poorly, or where over 60% of the firms expressed dissatisfaction, are affordability, 
consistency, enforceability of decisions, and honesty.  In terms of fairness and 
impartiality, 56% of Philippine firms consider the judiciary as being weak.  Though better 
than Indonesia, this is far worse than India and Thailand where less than one third of 
firms expressed such misgivings. 
  
 Uncertainties in the enforcement of contracts and property rights can deter 
investments by imposing additional risks.  It is noteworthy that the Philippines’ legal 
system is comparable with those in the PRC, India, and Thailand, and better than 
Indonesia’s, as reflected in the proportion of firms (80%) confident that the legal system 
will uphold contract and property rights (Figure 3.16).  
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Figure 3.15 
Percent of Firms Reporting Poor Judicial System, 2000 
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Source:  World Business Environment Survey 2000. 
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Figure 3.16 
Percent of Firms Confident that the Legal System will 

Uphold Contract and Property Rights, 2000 
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In hiring and firing practices, the Philippines ranks 69, worse than many Asian 

developing countries and well below the PRC’s rank at 26.  In hiring workers, firms in the 
Philippines are mandated to offer at least the minimum wage set by the National 
Productivity and Wages Board.  On the other hand, laying-off workers requires following 
public guidelines, including the amount of separation pay provided to laid off workers. 

 
Labor rules and regulations are covered under Presidential Decree 442 or the 

Labor Code of the Philippines, as amended by Republic Act No. 6715.  Work conditions 
are also influenced by collective bargaining agreements forged between employers and 
workers’ unions.  There are other policy provisions affecting employment conditions that 
cover rules on contracting and subcontracting arrangements, wage rationalization, labor 
relations, and workers’ benefits. 

 
Philippine international competitiveness has been seriously eroded by the high 

cost of labor.  The country has one of the highest wage rates among Asian developing 
countries, next to Malaysia (Figure 3.17).  The failure of the Philippines to attract 
comparatively large amounts of FDIs can be partly explained by rising nominal wage 
rates, equal to about five times that of the PRC and Viet Nam.  Moreover, rising cost of 
labor has not been supported by increases in labor productivity, unlike in other Asian 
countries where wage levels tend to correspond with labor productivity. 
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Figure 3.17 
Daily Minimum Wage and Labor Productivity
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Notes: 
1. Daily minimum wage is in US$ as of September 1, 2003. 
        China and Malaysia:  Daily equivalent of minimum wage computed using 30 days 
        Indonesia:  Median wage rate of production workers under supervisory level by sector, September 2000
        Philippines:  Includes emergency cost of living allowance (ECOLA) of P30, effective February 1, 2002 
        Thailand:  Minimum daily wage rate, Phuket, Bangkok and other provinces, based on labor cost 2001,  
                         effective January 1, 2001   
2. Labor productivity is equal to GDP in constant 1995 US$/employed persons for the year, 2002 (in ‘000). 
 
Sources:  ADB Key Indicators 2003; Department of Statistics, Malaysia, available in 

http://www.statistics.gov.my/English/framesetKeystats.htm; National Wages and Productivity Commission, 
Philippines, available in http://www.nwpc.dole.gov.ph/ pages/ statistics/ stat_comparative.htm; WDI 2003. 

    

 
 
In terms of financing, the main constraint faced by firms in the Philippines 

appears to be the high cost of borrowing.  About 85% of firms in the Philippines 
surveyed by the World Business Environment Survey (WBES) 2000 reported high 
interest rates as a moderate or major obstacle (Figure 3.18).  In contrast, the 
percentages of firms reporting such impediment in the PRC and Malaysia were only 35% 
and 53%, respectively. Only Bangladesh and Indonesia were worse off than the 
Philippines.  Other major financing constraints faced by Philippine firms were collateral 
requirements, need for special connections to obtain financing, and access to financing 
from various sources.  Access to finance, however, appears to be less of a problem than 
collateral and paperwork requirements for bank loans.  
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With respect to access to finance, the most problematic appears to be access to 
foreign banks, as expressed by about 34% of Philippine firms.  Since the enactment of 
Republic Act 7721 or the Bank Liberalization Act in 1994, at least 10 foreign banks have 
entered the country.  However, foreign banks are said to be stricter in terms of 
documentation compared to local banks, especially in terms of their transactions with 
domestic corporations (Insolvency Asia n.d.). 

 
Given the difficulty of acquiring bank loans, over half of business financing is 

internally generated in the Philippines (Figure 3.19).  This proportion of financing is one 
of the highest in Asian countries, surpassed only by the PRC at just below 60%.  Indeed, 
internal funds appear to be the dominant source of finance in all the countries 
considered.  Only 21% of business financing in the Philippines is obtained through bank 
loans, compared with India and Thailand, both at about 30%.  In the other countries, the 
percentages are much lower. 
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 Figure 3.18 

Percent of Firms Reporting a Financing Issue 
As Moderate or Major Obstacle, 2000 
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   Source:  World Business Environment Survey 2000. 
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 Figure 3.19 
Sources of Finance for Average Firm, 2000  
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4.   A Micro Level View of the Investment Climate 
 
This chapter presents relevant results of the investment climate and productivity 

survey that was conducted in 2003.  While most of the results of the survey have been 
generally well known to the government and the public, the study scientifically and 
quantitatively documents these general observations.   

 
The perception of the chief operations officer or general manager of 

establishments surveyed on various constraints to doing business was asked in the 
survey.  The top major constraints are shown in Figure 4.1.  These constraints will be 
discussed under the components of investment climate in the following sections, namely: 
for macroeconomic fundamentals – macroeconomic instability and economic policy 
uncertainty; for infrastructure – electricity, transportation and telecommunications; and 
for governance and institutions – corruption, tax rate and administration, crime and theft, 
access and cost of financing, labor regulations, skills and education of available workers, 
business procedures and regulations, labor regulations and anticompetitive or informal 
practices. 

  
Regression analysis was also applied on survey data to further examine the 

relationship of investment climate and productivity.  The results of this analysis are 
presented in the last section of this chapter.  Special analysis done on small and 
medium firms and on the special economic zones (SEZs) are also presented in boxes.  It 
should be noted that about 25% of the firms in CALABARZON, the most attractive 
investment location based on survey results, are located in the SEZs. 
 

Figure 4.1 
Share of Firms Rating Constraints as Major or Severe 
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A.  Macroeconomic Fundamentals 
 

Forty percent of the surveyed establishments ranked macroeconomic instability 
as a major obstacle (Figure 4.1).  Economic policy uncertainty was also considered a 
major constraint by 29%.  Medium-sized establishments appear to be the most affected 
by these constraints with 51.5% and 43.4% of the medium establishments ranking 
macroeconomic instability and economic policy uncertainty, respectively as severe 
constraints. 

 
B.   Infrastructure 
 

In general, around 62% of firms rate public infrastructure and services from 
somewhat inefficient to very inefficient.  One critical area cited in the preceding chapter 
is road infrastructure.  With poor quality roads, transporting goods and raw materials 
would take longer time than necessary often resulting in costly delays.  The survey 
shows that firms experience delays 5.6% of the time, on the average, when picking up 
goods for delivery to the domestic market or delivering supplies from the domestic 
market (Figure 4.2).  Longer delays are experienced among firms in the National Capital 
Region (NCR) than those in CALABARZON and Cebu/Davao areas in picking up goods 
for the local market.  This can be attributed to greater traffic congestion within NCR and 
to inadequate transport network linking NCR to other regional domestic markets. 

 
Poor shipping services in the Philippines result in 4.7% loss in production, 

compared to 2.2% in Indonesia and around 1% in Bangladesh and the PRC.1
 
 
 

Figure 4.2 
Mean Percent of Time Transport Services were Late by Location 
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1 A comparison of investment climate indicators across some Asian developing countries is provided in 

Appendix Tables 3a-12b.  These indicators were derived from similar surveys on investment climate and 
productivity that were conducted in these countries. 
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The speed with which government agencies provide public utility services to firms 

is also important.  It typically takes firms an average of 13 days to obtain telephone lines 
and 10 days to acquire an electrical connection.  Firms in CALABARZON experience 
faster telephone and electrical connection services than those in NCR (Figure 4.3).  
Small firms in NCR wait for 20 days on average to get a telephone connection, and 
around 10 days for small and medium-size firms to secure an electrical connection. 

 Figure 4.3 
Mean Delays/Waiting Time to Obtain Telephone 

and Electrical Connections by Location 
 
 
 
 

-
2
4
6
8

10

12
14
16
18
20

CALABARZON Cebu/Davao NCR All

N
o.

 o
f D

ay
s

Telephone Connection Electrical Connection

 
 
 
 
 
 
 
 
 
 
 
 
  
 
 
 Figure 4.4 

Lost Production due to Power Disruption 
and Firms with Generators by Firm Size

 
Electricity appears to 

be even a more critical 
concern2 (33% of firms) 
compared with transportation 
(18%) and tele- 
communications (10%).  
Losses owing to power failure 
amount on average to 8% of 
production—higher than in 
Indonesia where the 
frequency of power outages is 
similar.  Power outages hurt 
small and medium-size firms 
most, costing them an 
equivalent of about 8% and 
11% of production 
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2  The corresponding figure from the World Business Environment Survey in 2000 is less than half of this 

figure, as discussed in the preceding chapter.  The significant difference in the figures could be attributed 
to the different survey periods.    
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respectively, compared with 
6% for large firms (Figure 
4.4).  In NCR, small and 
medium-size firms report 
losses amounting to 8-9% of 
production.   

Figure 4.5 
Lost Production due to Power 

Disruption and Firms with Generators 

 
Small firms incur 

bigger losses than large firms 
since only 24% have their 
own or shared power 
generators.  In contrast, 55% 
of large firms are equipped 
with generators that enable 
them to maintain continuous 
operations.  Firms in 
CALABARZON are also 
particularly concerned about 
power inadequacy, such that 
43% of them have own or 
shared generators (Figure 4.5).  This contributes to 14% of their energy consumption.  
By industry, half of electronics firms possess generators compared with 31% of food and 
food processing firms, 29% of textiles, and 25% of garments firms.  Estimated losses 
from power failure appear the largest for the food and food processing industries, at 9% 
of their production.  In NCR, the mean losses of small food and food processing firms 
are bigger at 10%.  It should be noted that owning and running power generators are 
more costly than obtaining electricity from the public utility grid.  
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Bottlenecks in water supply also impose a heavy cost to business operations, 

especially in the food and food processing industry, averaging at 7% of production.  
Among food and food processing firms in NCR, losses due to insufficient water supply 
are equivalent to about 10% of production, though 36% of them have their own or 
shared sources.  While water shortage is a bigger concern in the Visayas, it appears that 
firms surveyed in Cebu are able to cope better since their estimated losses are only 
about 3% of production, compared with a 7% mean loss for NCR firms.  This is probably 
because many firms surveyed in Cebu are located in export processing zones which 
have better infrastructure than outside. 

 
 Apart from physical infrastructure, technological innovations in product 
development, use of modern machinery and equipment, and adoption of new 
techniques, among others, are equally important for enhancing firm productivity.  Of the 
various initiatives taken recently (since 1998 mostly), a majority of firms undertook: (i) 
upgrading of an existing product which, along with cost reductions, appears quite 
important to firms’ ability to enter new markets (61% of firms); and (ii) upgrading of 
machinery and equipment in the last two years (51%).  Nearly half of firms claim to have 
developed a major new product and tapped into new markets, while 40% discontinued at 
least one product and 39% introduced a new technology that altered the production 
process for the main product in a substantial way.   
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Technology embodied in new machinery and equipment and hiring of key 
personnel were the two most important ways in which firms acquired new technology 
(44% and 15%, respectively).  Some 8-9% of firms pointed to within-firm efforts and 
cooperation with client firms as the most important ways to acquire new technology. 

 
Given the Philippines’ relatively well-developed university system, it is surprising 

that only one of 716 firms reported universities (and other public institutions) as the most 
important source of new technology.  Moreover, only three firms rated universities as the 
second, and two firms as the third, most important source of new technology.  This is in 
sharp contrast to almost all other sources of new technology (Figure 4.6).  This may be 
the case as universities are not seen as proximate or immediate sources of new 
technology, as they typically are not. 

 
Another source of technology that surprisingly turned out not to be important to 

many firms is licensing/turnkey operations from foreign firms.  However, a specific 
question on whether a firm uses technology licensed from foreign firms shows that 
around 12% of firms answered in the affirmative.  Taking the data at face value thus 
suggests that a majority of firms with technology licensing agreements do not consider 
this to be a very important source of technology.  
 

Figure 4.6 
Number of Firms Rating Sources of Technological Innovation as 

Three Most Important 
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C.  Governance and Institutions 
 

Business Procedures and Regulations.  The results of the survey showed that 
there are significant delays in securing government licenses or permits.  On the average, 
obtaining an operating license takes about 14 days.  Medium-size firms experience 
longer waits, 39 days (median of 7 days), more than double that for large firms (Figure 
4.7).  It also takes firms 18 days to secure a construction permit.  On the average, small 
firms have to wait for 20 days, compared with 9 days for medium-size firms and 18 days 
for large firms.  The median values of waiting time to obtain a construction permit are, 
however, bigger for medium-size firms compared with small and large firms. 
 Figure 4.7 

Mean Number of Days to Obtain Government 
License/Permit by Firm Size 
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To shorten bureaucratic 
red tape, firm managers 
often find it necessary to 
personally transact with 
government authorities. 
The average management 
time spent weekly in 
dealing with government 
regulations is about 9%, 
with a median of 5%, 
similar to the PRC.  This is 
particularly acute for 
electronics firms, 
averaging at 12% (Figure 
4.8).  Among the most 
serious cases are those 
experienced by 
electronics firms in 
CALABARZON (15%) and 

Figure 4.8 
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Cebu-Davao (13%).  Majority of these electronic firms are located in the SEZs; hence, 
longer transactions with the government are probably needed to seek clarifications 
availing government incentives. 
 

It is interesting to 
compare the experiences 
of firms in the 
CALABARZON versus 
those in NCR.3 Though 
getting an import license 
takes 7 days on the 
average in both 
CALABARZON and NCR, 
the mean number of days 
it takes CALABARZON 
firms to clear imports is 9 
days, with 18 days as the 
average for the longest 
duration; but for NCR 
firms, 13 days and 22 
days are the comparable 
numbers (Figure 4.9).  For 
the electronics industry, 
firms in CALABARZON can clear imports in 8 days; in contrast, electronics firms in NCR 
wait for 12 days.  Firms in CALABARZON are similarly advantaged in terms of clearance 
of exports through customs compared with firms in NCR.  This is true for the food and 
food processing industry, with those in NCR taking about 8 days to clear exports 
compared with 5 days in CALABARZON.  A bigger gap in the number of days to clear 
exports can be noted between small firms in NCR (13 days) and those in CALABARZON 
(7 days).  Firms in CALABARZON can also obtain a construction permit almost thrice 
faster than those in NCR.  In terms of securing an operating license, CALABARZON 
firms have to wait for 13 days and NCR for 15 days.    

Figure 4.9 
Mean Number of Days to Clear Imports 

at Customs by Location 
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Regulatory Burden and Corruption.  Related to excessive regulation is the lack of 

transparency in the bureaucracy and corruption associated with it.  Corruption affects 
34% of the firms, finding it a major or severe burden.  The problem is of particular 
concern to the electronics and textile industries, with over 41% being affected in a major 
or severe way (Figure 4.10).  Medium-size firms have to contend more with corruption 
than do small and large ones.  Half of medium-size firms find corruption to be a major or 
severe obstacle, compared with 32% of small firms and 35% of large firms. Corruption 
appears equally pervasive in NCR and Cebu/Davao, but less serious in CALABARZON 
compared with the two locations. On the whole, corruption affects exporters more than 
non-exporters and foreign firms more than domestic firms. 
 

Informal payments or gifts to government officials average around 2% of the 
value of public contracts or firm sales, comparable to that in Pakistan and the PRC. 
Electronics and garments firms shoulder the most in informal payments, over 2% of 
sales; electronics firms also pay the equivalent of 3% of public contracts (Figure 4.11). In 
CALABARZON, electronics firms pay 4% of sales. 
                                                 
3  As shown in Appendix Table 1, the survey covered 257 firms in CALABARZON and 400 firms in NCR. 
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Small firms incur bigger losses from making irregular payments as a proportion of 

sales at 2.2% and 2.6% of contract value, than do medium and large firms.  In NCR, 
small firms pay 2.5% of sales, bigger than those paid by small firms in CALABARZON 
and Cebu-Davao at 1.6% and 1.8% of sales respectively.  Among small firms in NCR, 
electronics and garment firms pay the most. 

 
To the extent that firms are more comfortable stating whether or not a payment 

was made (as opposed to its value), it is useful to also examine whether gifts are more 
prevalent in obtaining particular services and permits.  Table 4.1 below reports the 
percentage of firms reporting whether or not they made a “gift”.  It should be noted that 
gift-giving associated with obtaining an import license, which is the responsibility of a 
national agency, appears to be the most prevalent.  However, gift-giving is equally 
serious at the local government units whose responsibilities include issuance of 
construction and operating licenses. The survey also reveals that 95% of the time 
inspections and meetings related to regulations are held with local officials.  In some 
meetings, informal payments are explicitly requested by government bureaucrats, e.g., 
tax inspectors.  

 
Table 4.1 

Pattern of Gift-Giving for Services or Permits 
 

Gift required for obtaining Percent Saying “Yes”  
 
Telephone connection 

 
2.3 

Electricity connection 2.8 
Construction permit 14.1 
Import license 20.1 
Operating license 14.8 
  

  
The pattern of gift-giving across items is instructive.  It reveals that gifts are far 

more required in obtaining regulatory permits and licenses than in obtaining 
infrastructure-related services.  This contrasts in two ways with the results from Chinese 
firms.  First, the percentage of Chinese firms reporting that gifts were required ranges 
from 4.7% to 9.1% (World Bank 2003,Table A3.11).  The range for Philippine firms is 
more extreme, going from less than 3% to 20%.  Second, firms in the Philippines 
apparently attach far more importance to giving gifts for obtaining regulatory permits 
than for obtaining infrastructure services.   
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Figure 4.10 
Percent of Firms Ranking Corruption as Major or Severe Obstacle  

 
 a. By Industry 
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 Informal Payments as Percent of Sales and Value of Public Contracts  
Figure 4.11 

 
a. By Industry  
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b. By Firm Size 
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Figure 4.13 
Mean Number of Days to Clear Imports at 

Customs by Industry 
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The fact that the 

delivery of physical 
infrastructure services 
appears to be less plagued by 
corruption than that of 
regulatory licenses is 
important for policy purposes 
as it suggests where more 
attention may need to be 
given in terms of 
strengthening governance.4,5  
At the same time, it may 
suggest that  since the 
services provided by the 
private sector (telephone and 
electricity) are less affected by 
corruption, the government 
should consider increasing 
the role of the private sector in the provision and/or delivery of other services. 

Figure 4.12 
Percent of Firms Ranking Regulatory Issues 

as Major or Severe Obstacle by Industry 
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Corruption is equally 

prevalent in the tax system and 
the more painful costs of 
corruption include losses in 
government revenues, and these 
could mean sacrificing certain 
important government 
expenditures.  Around one third of 
firms find taxation a major or 
severe strain.  Tax rates appear to 
be even more of a problem for 
firms in Bangladesh, the PRC and 
Pakistan.  In the Philippines, the 
food and food processing industry 
appear to be particularly burdened 
by the tax system (Figure 4.12).  
Forty eight percent of the food and 
food processing firms complaining 
about tax rates are in Cebu and 
Davao.  Of the food and food 

                                                 
4  How robust is this finding?  Again, it is difficult to say.  However, the findings are consistent with the 
responses to the “obstacles to operations/growth questions” (noted above), where corruption was deemed to 
be a major or serious obstacle to operations and growth by the largest fraction of firms. 
 
5  The fact that import licenses, especially, seem not to be easy to obtain without some sort of payment 
suggests that firms are hit on two fronts vis-à-vis imports.  First, there is the extra cost of obtaining the 
imports. Second, assuming that the high correlation between imports and productivity reflects a causal 
relationship, we can expect that there will also be productivity losses as firms have to do without imported 
inputs (available on a timely basis). 
 

Development Indicators and Policy Research Division   



 

Development Indicators and Policy Research Division   

43

processing firms, more than half of them are medium-sized.   
 
Income taxation in the Philippines is mostly net-based taxation, has more tax 

brackets and exemptions than necessary, and such system presents more loopholes for 
evasion and corruption.  Certain influential classes of taxpayers benefit from 
circumventing the tax system, resulting to distortions in investment incentives.  The 
penalty system for noncompliant taxpayers and tax collectors lured by bribery seemed 
not very credible and restrictive.  The extent and magnitude of punishment will curve the 
amount of tax evasion possible.  In fact, the survey reveals that only 77% of revenue is 
reported by typical establishment for tax purposes. By evading payment of more taxes, 
firms within the same industry undermine competition.  On the other hand, the slow and 
overburdened courts work in the favor of noncompliance because even if the 
government pursues cases against them, settlements are normally made at a 
compromise that could in fact result to savings. 

 

Figure 4.14 
Mean Number of Days to Clear Exports at Customs 

by Industry 
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Customs and trade regulations are also found to be burdensome.  About 19% of 
the firms consider customs procedures as a major or severe obstacle.  For the 
electronics industry, where 
majority are importers and 
exporters, customs are 
regarded as a major or 
severe constraint among 
39% of the firms (Figure 
4.12).  About 47% of 
electronics firms which find 
customs regulations as a 
major or severe obstacle 
are located in 
CALABARZON.  It takes 
firms in the electronics 
industry an average of 9 
days to clear imports 
through customs, with the 
longest clearing period 
having a mean of 21 days 
(Figure 4.13).  On the other 
hand, electronics firms can 
clear exports through customs in just 4 days, compared with an average of 7 days for all 
firms (Figure 4.14).  Food and food processing industries appear to experience the 
longest customs clearing period, 14-22 days for imports, and 8-15 days for exports.  
Overall, customs clearing period seems longer in the Philippines than in the PRC and 
Indonesia. 
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Whether regulatory issues merit 
close attention is suggested by 
comparing responses to two 
questions, one relating to the 
enforcement of contracts and 
property rights and the other to 
expectations that government 
officials will interpret regulations 
consistently.  While 64% of 
firms agree that the legal 
system would enforce contracts 
and property rights, only 49% 
believe that officials would 
interpret regulations 
consistently.  Thus, though 
basic property rights may be 
respected, enforcement of 
regulations is often viewed as 
unfair or uneven.  

Figure 4.15 
Percent of Firms Ranking Labor Regulatory 

Issues as Major or Severe Obstacle by Industry
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Labor.  The Philippines is known to have a relatively well-educated and skilled 

workforce.  Thus, it is not surprising that a large majority of firms have no major 
complaints about the education and skills of available workers.  This is particularly true 
of the food and food processing and textile industries.  However, greater skills 
development of workers seems called for in the electronics industry, where nearly one 

fifth of firms find the skill 
deficiency of their workforce 
to be a major to severe 
constraint to productivity.   
 
 Some 16% of firms 
offer formal training to their 
permanent employees.  For 
exporters, maintaining a 
highly skilled workforce is 
essential to producing globally 
competitive products.  Thus, 
31% of all exporters 
compared with only 12% of 
non-exporters offer training.  
 

As shown in Chapter 
3, the Philippines has higher 
labor costs than several of its 
Asian neighbors about five 
times that of PRC’s and Viet 

Nam’s nominal wage rates.  To probe this issue further, firms were asked if they 
considered the mandated minimum wages as a major constraint to business.  Of the 

Mandated Minimum Wages Hiring and Firing

%

Figure 4.16 
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Mean Optimal Level of Employment by Industry

-
10
20
30
40
50
60
70
80
90

100

Electronics
and

Electrical
Machinery

Food and
Food

Processing

Garments Textiles All

% of Firms w ith Unionized Workers
% Mean Optimal Level of Employment 

%

Development Indicators and Policy Research Division   



 45

responding firms,6 three fourths consider mandated minimum wages as major or severe 
impediment (Figure 4.15).  This issue seems to be of greater concern for the food and 
food processing and garments industries than for the other industries.    
 

The issue on hiring and 
firing regulations elicited 
responses from only 23% of the 
surveyed firms. Half of these 
firms find hiring and firing 
regulations as major to severe 
obstacle (Figure 4.15).  This 
issue appears to concern the 
garments industries the most, 
thus making them resort to 
subcontracting. 

Figure 4.17 
Percent of Firms Ranking a Financing Issue as 

Major or Severe Obstacle by Industry
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To get around labor regulations, firms typically hire temporary workers during 

peak production periods, accounting for an average of 30% of all workers.  Of the total 
number of temporary workers, about 26% are females.  Exporters keep a larger 
proportion of female temporary workers (38%) than non-exporters (22%). 

 
Overall, labor regulations seriously affect a higher proportion of firms in the 

Philippines (24%) than in Bangladesh (8%), Pakistan (15%) and the PRC (19%), though 
comparable to Indonesia (24%). 

 
 
 

 
                                                 
6 By employment size, only 20% of small firms, 33% of medium firms, and 30% of large firms responded on 
the issue of minimum wages.   
 
7 The existing work force is greater than the optimal level of employment.  With reference to Figure 4.16, a 
less than 100% mean optimal level of employment suggests that the firm would like to reduce its current 
work force by this difference; hence, the firm is currently overstaffed. 
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 Finance.  Access to financing does not seem to be a salient concern, but 24% of 
firms consider the cost of financing as a major or severe obstacle.  In the textile industry, 
33% of firms consider cost of financing as a major or severe constraint (Figure 4.17). 
Thus, among textile firms, 56% of financing for working capital on average is sourced 
from internally generated funds (Figure 4.18).  For all industries, internally generated 
funds account for 60% of financing for working capital.  This contrasts with only 9% of 
funds being sourced from commercial banks, about half that in Indonesia.  A more 
important source than commercial banks is trade credit, with the electronics industry 
obtaining 16% of its financing needs from this source, higher than the average for all 
industries.  

 
Small firms source 12% of their funding for working capital from trade credit.  

Access to commercial banks remains particularly limited for small firms, which source 
only 7% of their financing needs from local banks. Apart from internal funds and trade 
credit, small firms rely on family, friends, and informal financing sources.   

 
The difficulty of small firms in access to financing is further shown by data on the 

availability of overdraft or credit line.  Only 22% of small firms, compared to more than 
one half of medium-size and 42% of large firms, have such credit facility.  Credit access 
is made more difficult by 
numerous requirements for 
loan application, including 
collateral.  Over 70% of small 
and medium-size firms, 
versus 47% of large firms, 
were required collateral in 
their most recent loans.  
Average loan rates for small 
and medium establishments 
are between 10-12% versus 
7% for large firms.  Because 
SMEs are typically known to 
have limited technical 
capacity to prepare project 
studies, banks are hesitant to 
extend loans to them.   

 
 To domestic firms 

cost of financing appears to 
be the more serious constraint 
than  access to financing.  
The average loan rate for 
domestic firms is about 11%, 
compared with 6% for foreign 
firms.  The large differential 
could also be due to the fact that foreign firms including those that have located at the 
SEZs have access to foreign loans or foreign-denominated loans, and if they are 
exporting, they have a natural hedge against foreign exchange risk. Moreover, domestic 
firms are also less able to access loans owing to collateral requirements. Overdraft 
facility or credit line benefits only about 28% of local firms. 

Figure 4.18 
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While about one half of exporters have access to ready credit, only one fourth of 
non-exporters have overdraft facility or credit line.  Moreover, more domestic-oriented 
firms than export firms are required a collateral, in addition to being charged higher loan 
rates, averaging at 11%, compared with 9% for export firms.  The limited and costly 
financing available to domestic-oriented firms indicate that they tend to be considered as 
high credit risks.  Nevertheless, in comparison with Bangladesh, Indonesia and Pakistan, 
access to and cost of financing appear to be lesser constraints in the Philippines. 
 
D. Investment Climate and Productivity 

 
How does the investment climate affect the performance of firms?  To answer 

this question, the above survey results were further probed through regression analysis.  
Using the firm performance measures such as sales growth, employment growth, labor 
productivity, and total factor productivity, a regression analysis was carried out for each 
investment climate indicator (corruption, labor, finance) to allow for a sufficiently large 
number of observations and to avoid multi-collinearity problems (see Appendix 3 for a 
description of the regression estimation).   
 

The results of the regression analysis showed that gift-giving or informal 
payments (bribery) is associated with slower growth in sales (approximately 7% lower).  
A 10% increase in gifts (as share of sales) is associated with 3% lower labor 
productivity.  An increase in management time spent dealing with regulatory issues is 
associated with a decline in sales growth. There might be an issue, however, on the 
direction of causality between management time and sales growth. Management may 
find it necessary to spend more time with government regulators when sales growth is 
slower. 

 
It was also observed that an increase in the number of days lost due to 

infrastructure bottlenecks (i.e., electricity, water, transport, and telephony) has a 
negative impact on employment growth.  Water especially comes out as a salient factor, 
such that inadequacy in its supply is associated with lower employment growth and total 
factor productivity.  More frequent power outages also reduce employment growth. 
 

A larger than optimal workforce (e.g., overmanning due to labor regulations) is 
associated with lower employment growth and labor productivity.  Similarly, a higher 
share of temporary workers (signifying flexibility in hiring and firing) is linked to 18% 
higher total factor productivity.  Moreover, firms with some skills development programs 
tend to be appreciably more productive. 

 
Firms with easier access to credit (through overdraft facility or credit line) appear 

to have 77% higher labor productivity than those without such access.  Firms having 
higher finance index, measured in terms of access to banks for working capital and new 
investments, and having overdraft facility or credit line, tend to have 19% higher labor 
productivity.  Further, having an external auditor is associated with better labor 
productivity. It is assumed that the presence of an outside auditor promotes greater 
transparency of firm operations, as there is an independent body which makes an 
objective review of a firm’s financial records.  
 

Regression results show that firms which are internationally integrated (either as 
exporters or importers) tend to have higher labor productivity and total factor productivity 
than those that are not. Exporters tend to be twice more productive (in terms of labor 
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productivity) than domestic-market oriented firms. Those establishments in the upper 
half of the productivity distribution [as measured by either labor productivity or total factor 
productivity (TFP)] tend to be exporters and/or importers.  For example, 58% of 
importing firms versus 46% of non-importing firms are in the upper half of the total factor 
productivity distribution; the corresponding percentages for exporters and non-exporters 
are 55% and 49%, respectively.   This result implies that trade represents an important 
channel through which firms can improve their productivity.  Imports can raise 
productivity via the adoption of new technologies embodied in imported machinery and 
inputs and via the discipline of import competition on domestic firms.  Learning by 
exporting is also possible as foreign buyers transmit important information on production 
technology and best practices.   
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Comparing the Investment
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Regulatory licenses and permits such as construction permits, operating
license, and import permits are issued to firms in SEZs by PEZA.  In obtaining
construction permits, SEZ firms wait for only about 7 days, nearly one third the duration
of delays experienced by non-SEZ firms. Operating licenses are provided to SEZ firms
in about 9 days, compared with 14 days for non-SEZ firms. 
 

SEZs are treated as a separate customs authority directly managed by PEZA.
They benefit from simplified export and import procedures, evident through fairly quick
clearing periods for imports and exports.  The number of days to clear imports at SEZs
averages at 5 days, less than one half that for non-SEZ firms. The release of export
goods in SEZs is 6 days, while that for non-SEZ firms is 8 days. 
 

Locating in SEZs can offer firms important advantages, from better
infrastructure facilities to less regulatory constraints.  One serious setback, however, is
that some transactions of SEZ firms with government are marred by corruption,
considered as major or severe obstacle by around 40% of the firms in SEZs.  It should
be noted that firm managers in SEZs spend about 17% of their time dealing with
government, compared with only 9% for those in non-SEZs.  However, such longer
government transactions among SEZ firms may be necessary in seeking clarifications
regarding the availment of government incentives.  Still, firms in SEZs report making
informal payments amounting to 5% of the contract value or 4% of annual sales; the
corresponding percentage for non-SEZ firms is only about 1-2% of contract value or
annual sales. While no informal payments are asked from SEZ firms in obtaining
telephone and electrical connections, there are some cases of irregular payments in
obtaining operating licenses or import permits. 
 

While firms in SEZs appear to have better investment climate than those
outside, implementing measures to improve the investment climate in SEZs remain
critical to lure more investments. Note that when firms were asked to rate certain
investment climate indicators from “no obstacle” to “very severe obstacle”, more SEZ
firms than non-SEZ firms felt constrained by telecommunications, electricity, and
transport issues.  Moreover, over 40% of firms in SEZs are still hampered by customs
and trade regulations, as well as labor regulations.  However, in terms of tax rates, SEZ
firms are better off than firms outside. 

 
If the overall investment climate could be improved to a level as exemplified by

the SEZs, the labor productivity of firms could rise by roughly 100%.  While part of such
productivity increase is attributable to certain characteristics of firms that typically locate
in SEZs, an appreciable extent is due purely to superior investment climate.  Of course,
this does not necessarily imply that SEZs should be set up all over the country.  It
simply means that SEZs can be regarded as a model in terms of the quality of
infrastructure, simpler regulatory system, and availability of skilled labor and finance.
Putting it differently, if the country’s investment climate is significantly improved, SEZs
may be superfluous and the economy’s performance would be much better. 
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Box 3 
Differences in the Results of Surveys 

 
The differences in results of the discussions in Chapters 3 and 4 can be attributed

to the differences in sampling methods and reference periods of the surveys presented in
these chapters.   The main basis of discussions in Chapter 3 is the World Business
Environment Survey (WBES) 2000 in which 100 firms were selected in each of the 80
countries covered.  Face to face interviews were conducted with firm managers and
owners on topics such as corruption, judiciary, regulation, public services, finance and
other areas affecting the business environment.  The results presented in Chapter 4 are
based on the investment climate and productivity survey (ICS) that was conducted in 2003
in which more detailed questionnaire was used to probe the 716 responding firms’
perceptions on the various constraints to doing business and to collect other investment
climate related information. 

 
WBES showed that only 14% of firms consider electric power supply and

telephone service as major issues, whereas dissatisfaction with public works is highest at
54% among the infrastructure services that were rated.  However, ICS pointed out that
33% of the firms consider electricity as a major constraint to doing business while 18% of
the firms regard transportation and 10% of the firms regard telecommunications as major
constraints.  If the differences in sampling methods could be considered negligible, the
increase in negative perceptions on electricity from 2000 (reference period of WBES) to
2002 (reference period of ICS) could be explained by the increasing losses due to power
outages that firms suffered through this period.    The improvements in the perception
about telecommunication and transportation sectors over this period could be ascribed to
the increase in paved roads built and telephone lines installed.  Moreover, the waiting time
to get a telephone connection has considerably shortened over this time period.   

 
In WBES, about 75% of firms are constrained by high taxes and close to 50% of

firms regard customs administration as moderate to major obstacle.  The corresponding
figures from the ICS are 50% and 33%, respectively. It seems that perceptions on the
mentioned regulatory burden have eased over time, still the figures are too significant to
ignore.  Firms are generally adverse to tax rates, moreso when enforcement is considered
problematic and unfair.  Also, corruption is highly prevalent with the tax system and
customs administration.         

 
 Percent of firms reporting poor judicial system in terms of enforceability and
consistency of decisions are 65% and 71% respectively in WBES.  From the ICS, while
64% of firms agree that the legal system would enforce contracts, only 49% have faith on
the consistency of court decisions.  The deteriorating perception was the result of lengthy
judicial process and inequities observed in the system.   
 
 The major source of financing is still internal funds for both WBES and ICS.  Bank
loans account for 21% of business financing in WBES.  In ICS, there is a marked growing
reliance on family, friends and informal sources, such that only 9% of financing was
sourced from commercial banks.  Small firms are particularly constrained by access to
commercial funds, and more than 60% of those surveyed in ICS are small establishments.
The constraints arise from collateral requirements and perceived limitations on technical
capacity.  
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5.  CONCLUSIONS AND RECOMMENDATIONS 
 
 This report examined the three components of the investment climate and 
productivity in the Philippines from three dimensions – at the macro-level, at the regional 
level by comparing the Philippines with other countries in the region and at the micro-
level using a survey of 716 establishments.  The key findings from these three 
perspectives remain the same: (i) the Philippines has weak macroeconomic 
fundamentals that could impede investment and productivity growth; (ii) the existing 
infrastructure is considered a serious constraint to doing business, especially the 
transportation and power sectors; (iii) corruption is perceived to be most serious concern 
of establishments; and (iv) business procedures and regulations need to be streamlined.  
Also, small enterprises tend to suffer more from these shortcomings than do medium-
size and large firms.   
 
 On the basis of results of the regression analysis done in the study, firms 
engaged in international trade tend to perform better than those that are inward-oriented.  
Many companies fall short of their potential for exports and global integration.  For 
businesses to thrive and become more competitive and outward-oriented, inadequacies 
in infrastructure, governance (over-regulation), and finance must be addressed with 
vigor and resolve.   
  
   Various measures have already been initiated by the current and previous 
government administrations to address these issues.  For example, the government is 
implementing lifestyle checks on government officials to curb corruption. Local 
governments are encouraged to reduce and standardize business requirements and 
application procedures, set a more reasonable cap on fees and set a deadline for the 
release of licenses and permits.  The Barangay Micro Business Enterprises (BMBE) Act 
was passed in November 2002 and grants income tax exemptions, special credit 
facilities from government financial institutions, exemptions from minimum wage law, 
and reductions in local business taxes.  The government is also currently carrying out 
dialogues with the academe and industry to set up research and development initiatives 
with the objective of promoting industry competitiveness.  To improve the dissemination 
of credit information, there have been efforts towards establishing an effective credit 
information bureau.  The government financial institutions also provide credit facilities to 
small and medium establishments through the Small and Medium Enterprise (SME) 
Unified Lending Opportunities for National Growth (SULONG).    
 
 While most of the interventions are from the government side, cooperation from 
the private sector is indispensable.  For example, while addressing corruption requires 
the public sector to  exercise greater  transparency in its rules and procedures, the 
private sector for its part must also refrain from resorting to irregular payments in 
transactions with government officials.  A mechanism for institutionalizing consultation 
between the government and the private sector is therefore necessary to clearly spell 
out the actions required on both sides to improve the country’s investment climate.  In 
line with this, the Department of Trade and Industry Secretary is undertaking 
consultations on a quarterly basis with the heads of the different chambers of commerce 
and industry associations to probe their issues and concerns.  A technical working 
group, composed of concerned government agencies, is tasked to address the issues 
raised during the meetings.  If the issues remain unresolved, these are elevated to the 
undersecretaries and secretaries for resolution.  Among the issues discussed in the 
meetings and which have been, or are currently being, addressed include taxation and 
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tariff, security, environment, government procedures, infrastructure, and labor (Appendix 
4). 
 
 The following sections attempt to clearly state the key issues and 
recommendations according to the three components of a good investment climate, 
which have been identified in the first chapter. 
 
A.   Macroeconomic Fundamentals 
 

Macroeconomic instability ranked first among the major constraints enumerated 
by the firms. This perception is clearly supported by the current macroeconomic 
fundamentals and comparative analysis with neighboring countries. With the chronic 
fiscal deficit problem, the country’s credit rating had deteriorated significantly and this 
posed alarming concerns on necessary expenditures foregone as a result.  Political 
instabilities and global terrorism also contribute to worsening investment climate; hence, 
timely remedial measures should be undertaken.   
 

The government is exploring possible approaches to contain the fiscal deficit, 
including new taxes, substantial reduction of the priority development assistance fund for 
congressmen and senators, and implementation of austerity measures in government 
offices.  Alternative measures such as outsourcing and privatization of some 
bureaucratic services can be taken to streamline government operations.  Some 
government-owned or controlled corporations (GOCCs), such as Food Terminal 
Incorporated, Center for International Trade Expositions and Missions, and Philippine 
International Trading Corporation, could be privatized.  There are also some GOCCs, 
such as National Food Authority and the Philippine Ports Authority, whose commercial 
functions could be privatized. The government should also refrain from absorbing debts 
and losses of GOCCs and compel these corporations to guard their financial positions.    

 
B.  Infrastructure 
 

A majority of firms surveyed rated public infrastructure and services as 
inadequate to highly inadequate.  Among infrastructure services, electricity ranks as the 
most serious concern among business establishments.  Given that the medium to long-
term prognosis for power sufficiency is not good, especially in certain regions (e.g., 
Visayas), investment in power generation and distribution merits utmost urgency. 
 
 To improve the performance of the power sector, the Electric Power Industry 
Reform Act (EPIRA) in 2001 under RA 9136 was passed to deregulate this sector and 
attract private sector investments.  Although the implementation of EPIRA is behind 
schedule, some structural reforms have already been established and the current 
administration has declared its commitment to pursue the reforms.  ADB could provide 
advisory services until the Energy Regulatory Commission1 has built the resources and 
capacities internally to pursue and implement the power sector reforms. 
 
 Roads and maritime transport also require significant improvements. Costly 
cargo handling and inadequate port services are among the complaints of firms.  Even 

                                                 
1  Refers to the independent quasi-judicial regulatory body created under RA 9136, replacing the Energy 
Regulatory Board, and vested the power to set tariffs in the noncompetitive transmission and distribution 
subsectors, and regulatory powers on the participants in the industry. 
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casual observation suggests that transport infrastructure in the Philippines has lagged 
considerably behind those in Indonesia, Malaysia, and Thailand.  Public-private joint 
investments (through build-operate-transfer or other cost-effective arrangements) in 
transport infrastructures need to be revitalized.  
 
 Telecommunications is one relatively bright aspect of infrastructure services. The 
liberalization of this sector in the early 1990s resulted in expansion and improvement of 
telecommunications, such that current services are comparable to those in the PRC and 
Thailand, though lagging behind Malaysia’s.  This outcome should provide insight to the 
government on how to improve the power and transport sectors. 
 
C.  Governance and Institutions 
 
Easing Regulatory Burden. The regulatory system is cumbersome, is costly to doing 
business, and acts as a strong deterrent to investment and productivity growth.  
Customs and trade regulations are especially burdensome to firms.  For the electronics 
industry where more than two thirds are importers and exporters, customs procedures 
are regarded as a moderate to severe impediment by the majority of firms.  Customs 
clearing period is longer in the Philippines than in the PRC and Indonesia. 
 
 Moreover, obtaining licenses or permits entails long waiting time, longer for large 
firms than for smaller ones.  To shorten bureaucratic red tape, business managers often 
have to personally transact with government authorities, resulting in needless waste of 
otherwise productive time.  Excessive regulation typically results in corruption which is 
considered by close to half of firms as a moderate to severe burden.  Larger firms have 
to contend more with corruption than do smaller ones; so do exporters and foreign firms 
compared with non-exporters and domestic enterprises.  However, smaller firms appear 
to incur bigger losses (relative to sales) than larger companies from having to offer 
irregular payments or gifts. 
 
 Mandated minimum wages are also regarded as a major constraint to business, 
especially for the food and food processing and garments industries.  A related concern 
has to do with regulations on hiring and firing workers that constrain firms from achieving 
optimal employment levels.  Overall, labor regulations affect a higher proportion of firms 
in the Philippines than in Bangladesh, the PRC, and Pakistan, though comparable to 
Indonesia.  
 

Clearly, there is a need to simplify and streamline the regulatory system to 
significantly reduce its burden on the conduct of business. Models of more efficient 
regulatory systems from the more advanced countries should not be too difficult to 
adopt.  Simpler and more transparent regulations also reduce corruption. 
 
Facilitating Finance. While access to finance does not appear to be a salient concern, 
cost of financing seems to be a major or severe obstacle, particularly for textile firms. 
The upshot is that over half of working capital is typically sourced from internally 
generated funds, compared with just under 10% from commercial banks and a slightly 
higher fraction from trade credit. Small firms especially find it hard to borrow from 
commercial banks and, hence, have to resort to family, friends and informal sources of 
finance apart from internal funds.  Nevertheless, on the whole, access to and cost of 
finance appears to be a lesser constraint in the Philippines than in Bangladesh, 
Indonesia, and Pakistan.  
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The lack of reliable credit information hampers smooth credit provisioning, 

especially to the SME sector, thereby increasing  intermediation cost.  Ongoing efforts to 
improve credit information should be sustained toward establishing an effective credit 
information bureau.  Presently, there are two credit bureaus in the country, but their 
effectiveness as credit reporting agencies is fairly limited because they mainly cater to 
the needs of commercial banks.  They keep only a negative list of borrowers and 
exclude nonbank credit institutions.  There is also perceived unwillingness among banks 
to share information.  The Bangko Sentral ng Pilipinas’ (BSP) proposal to pass a law that 
would lead to a creation of effective credit information bureau system wherein credit 
institutions share negative and positive information about potential borrowers needs to 
be given top priority in the reform agenda of the government.  Another issue related to 
SMEs’ access to finance is their inadequate institutional and managerial capacities.  
Moreover, banks have  imposed more stringent requirements as a reaction to increasing 
nonperforming loans (NPLs), thus further limiting credit access for SMEs.   

 
The government has attempted to address the high NPLs problem of banks by 

passing the Special Purpose Vehicle (SPV) Act in 2002.  As of September 2004, the 
Securities and Exchange Commission has approved the registration of 36 SPVs.  
However, only a small proportion of the total outstanding nonperforming assets have so 
far been transferred from banks to SPVs.   Considering that the incentives given to idle 
asset buyers will expire on April 2005, there is therefore a need to amend the law to 
extend said deadline and possibly introduce additional improvements to hasten the 
transfer of banks’ nonperforming assets to SPVs. 

 
 Credit must be eased to encourage businesses. Borrowing from commercial 
banks must be made more affordable. In addition, the capital market, especially the 
bond market, needs to be developed.  This would also help raise the savings rate in the 
Philippines which is among the lowest in Southeast Asia. 
 
Curbing corruption. A system of lifestyle checks is being undertaken by the current 
administration on high-ranking government officials to curb corruption.  However, 
corruption is already perceived to be systemic and widespread across all levels of the 
bureaucracy and therefore, a system of life style checks alone would not be adequate to 
combat this problem.  Simpler and more transparent regulations should be implemented.  
Streamlining the regulatory system will also significantly reduce its burden on the 
conduct of business.  Since corruption associated with obtaining an import license 
appears to be the most serious concern of the establishments, the government should 
focus on how this business procedure and regulation could be streamlined and be made 
more transparent.  Moreover, to abate the perception that tax rates and tax 
administration are also major constraints, stricter implementation of the penalty system 
for noncompliant taxpayers and tax collectors accepting bribes should be observed.   
 

Since the survey reveals that 95% of the time for inspections and meetings 
related to regulations are held with local officials, possible intervention could be focused 
on the local government unit (LGU).   ADB, through its technical assistance program, 
could provide technical advice to a pilot LGU in planning and implementing a set of 
reforms that will curb corruption.  This could involve the following: (i) simplifying and 
streamlining business procedures and issuance of licenses and permits; (ii) 
transparency in implementing business procedures; (iii) planning and monitoring 
infrastructure development; (iv) imposing simpler taxes and stricter tax collection 
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strategies; and (v) holding regular dialogue with the private sector.  If the interventions in 
this pilot LGU prove to be successful, then the implementation of these practices in other 
LGUs could be promoted.   

 
 Admittedly, however, given that corruption has long been an outstanding issue, 
the critical missing factor to effectively come to grips with it is firm political will and 
commitment to implement the required policies and civil service reform. 
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Appendix 1 
  Asset Size versus Employment Size 

 
Based on Republic Act No. 8289, the Department of Trade and Industry classifies firms 

by the value of their assets as follows: (1) micro/cottage enterprises – asset limit of P3M; (2) 
small – asset value up to P15M; (3) medium– P15M to P100M; and (4) large – over P100M.  In 
this study, industry size is based on employment, on which data are easier to obtain and more 
reliable compared to the value of firms’ assets.  From Appendix-Table 1, 665 firms can be 
grouped based on asset limit.  Appendix Table 2 indicates if the classification using employment 
size closely approximates that based on assets.  Note that micro/cottage enterprises are not 
included to make the two types of classification consistent.  Out of the total 716 surveyed firms, 
only 665 are included because the rest have no matching data for both employment and assets.  
 

Appendix Table 2 reveals that 74% of firms classified as large in terms of employment 
size are also considered such based on asset limit. About 81% of small firms based on 
employment size are also classified as such using asset as criterion. A notable discrepancy can 
be seen, however, when looking at medium-size firms, where only 35% of firms under 
employment size fall into the same category in terms of asset value; another 47% are classified 
as “large” while the rest are “small”.   Thus, issues faced by firms in either classification should 
be closely similar, especially for large and small firms. A comparison between the two types of 
classification in terms of selected investment climate indicators, shown in Appendix Tables 3b to 
12b, indicates that there is not much difference between the two.  
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Appendix Tables1

 
Appendix Table 1. Characteristics of Surveyed Establishments 

Classification No. % Share 
   
Sector   
Electronics and Electrical Machinery 117 16.3
Food and Food Processing 271 37.9
Garments 267 37.3
Textiles 61 8.5
  
Location  
CALABARZON 257 35.9
Cebu & Davao 59 8.2
NCR 400 55.9
  
Total 716 100.0
  
Size a  
Small 455 63.5
Medium 67 9.4
Large 194 27.1
Total 716 100.0
   
Asset Limit   
Small 369 55.5
Medium 120 18.0
Large 176 26.5
Total b 665 100.0
 
Location by Ecozone  
In Ecozone 72 10.1
Not in Ecozone 644 89.9
Total 716 100.0
   
Market Orientation   
Exporter 231 33.5
Non-Exporter 458 66.5
Total b 689 100.0
 
Ownership  
Domestic 562 81.6
Foreign 127 18.4
Total b 689 100.0
 
 
a The size distribution is based on the number of workers. For firms with no employment data, the average total 
employment reported in the list of establishment maintained and updated by the National Statistics Office annually 
was used to classify firms by size.   
b  The difference between this total and 716 (total surveyed establishments) represents the missing frequencies when 
firms did not respond to the classification on question. 

                                                           
1 Sources of data for the Appendix Tables are ADB calculations and the Bangladesh ICS (World Bank and 
Bangladesh Enterprise Institute 2003). 
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Appendix Table 2: Number and Percentage of Firms by Asset Value and  
Employment Size 
 

Asset Limit Employment 
Size  Large Medium Small Total 

N 133 31 15 179 
Row % 74.3 17.3 8.4 100.0 

 
Large 

Column % 75.6 25.8 4.1  
N 31 23 12 66 
Row % 47.0 34.8 18.2 100.0 

 
Medium 

Column % 17.6 19.2 3.2  
N 12 66 342 420 
Row % 2.9 15.7 81.4 100.0 

 
Small 

 Column % 6.8 55.0 92.7  
N 176 120 369 665* Total 
Column %  100.0 100.0 100.0  

* The difference between this total and 716 (total surveyed establishments) represents the missing frequencies when 
firms did not respond to the classification on question. 
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Appendix Table 3a. Globalization of Markets and Inputs in the Philippines in International Perspective and by 
Type of Firm 
 

Philippines 

International Comparison Ecozone Exporter Domestic 
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Yes No Yes No Yes No 

Disposition of  
sales 

           

  Sold  
  domestically 61.2 74.1 43.1 70.8 84.9 76.4 14.5 80.3 24.2 93.5 84.7 14.9 

Exported 
directly 34.7 18.3 45.6 26.4 13.4 17.3 69.9 14.0 67.7 0.6 9.5 73.0 

  Exported  
   indirectly 4.2 7.5 8.2 2.8 1.7 6.3 15.6 5.7 8.0 6.0 5.7 12.1 

Source of 
inputs  
and supplies 

            

  Domestic  
  sources 52.5 86.1 92.1 79.6 90.0 72.1 21.1 75.3 38.7 83.6 79.7 17.4 

 Imported 
directly 40.6 19.6 69.7 16.4 55.0 7.2 12.2 70.6 

  Imported  
  indirectly 6.80 

13.9 7.9 20.4 10.0 
8.3 9.1 8.2 6.3 9.2 8.1 12.0 

 
 
Appendix Table 3b. Globalization of Markets and Inputs in the Philippines by Firm Size: Employment Size 
versus Asset Limit 
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Disposition of sales       
  Sold domestically 85.7 63.0 37.6 85.2 64.7 54.8 
  Exported directly 8.4 28.6 55.7 8.0 30.6 39.0 
  Exported indirectly 5.9 8.4 6.7 6.8 4.8 6.2 
Source of inputs and supplies       
  Domestic sources 82.4 51.9 34.8 82.8 62.9 41.9 
  Imported directly 9.5 36.9 58.4 8.3 30.0 50.7 
  Imported indirectly 8.1 11.2 6.9 8.9 7.1 7.5 

 

Development Indicators and Policy Research Division                          



 61
 

Appendix Table 4a. Share of Firms Rating Constraints to Operation as Major or Very Severe in the 
Philippines in International Perspective and by Type of Firm 
 

Philippines 
International Comparison 

Ecozone Exporter Domestic 
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Yes No Yes No Yes No 

Telecommunications 24.4 16.5 - 9.1 9.2 9.8 23.2 9.0 17.5 7.3 8.6 19.8 
Electricity 73.2 28.1 - 22.3 39.2 33.3 44.1 32.6 39.7 31.2 33.0 35.2 
Transport 24.2 19.4 - 16.4 9.9 18.2 34.2 17.3 24.7 16.1 16.9 28.6 
Access to land 27.5 16.3 - 13.0 20.4 15.5 24.7 15.0 15.4 15.6 15.3 17.2 
Tax rates 35.4 34.1 - 29.5 45.6 32.1 28.4 32.3 32.8 31.9 32.8 26.4 
Tax administration 49.8 23.7 - 23.0 46 26.0 33.8 25.5 31.5 24.2 26.1 25.1 
Customs and trade  
Regulations 41.9 21.1 - 13.5* 24.5 19.5 46.1 17.9 36.7 13.9 17.0 39.7 

Labor regulations 8.3 19.4 - 23.5* 15.0 24.1 44.7 22.9 33.0 21.3 23.1 33.0 
Skills and education of 

available workers 19.3 26.7 - 18.9 12.7 10.8 20.9 10.2 20.7 7.6 9.5 20.0 

Business licensing and 
operating permits 16.5 15.9 - 17.5* 14.5 12.6 17.5 12.3 15.0 11.8 12.4 14.0 

Access to financing 41.5 24.1 - 17.5 37.5 14.5 15.7 14.4 12.2 15.2 14.9 11.4 
Cost of financing 49.8 21.6 - 28.5 42.6 24.3 29.3 24.0 24.8 24.1 24.8 20.2 
Regulatory policy 

uncertainty 44.4 28.0 - 48.3 40.1 29.0 35.7 28.6 33.9 27.5 28.6 32.4 

Macroeconomic 
instability 38.6 26.0 - 50.1 34.4 40.0 43.7 39.8 40.9 39.8 40.6 35.8 

Corruption 57.8 22.4 - 37.3* 40.3 34.4 39.6 34.1 44.9 31.0 33.3 43.3 
Crime, theft, and  
Disorder 39.2 15.7 - 22.0 21.5 26.3 46.8 25.1 35.4 23.4 25.5 33.2 

Anticompetitive or 
informal practices 29.3 17.6 - 17.3 21.3 24.1 29.7 23.8 28.7 22.6 24.4 21.3 

*average for the national and local government levels. 
 
Appendix Table 4b Share of Firms Rating Constraints to Operation as Major or Very Severe in the Philippines 
by Firm Size: Employment Size versus Asset Limit 
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Telecommunications 7.7 13.4 19.8 9.5 6.2 15.6 
Electricity 32.4 36.5 36.1 32.1 34.7 38.0 
Transport 15.2 25.7 30.0 14.9 21.6 26.0 
Access to land 13.5 27.2 18.0 11.4 25.0 19.3 
Tax rates 31.6 42.6 26.2 30.1 35.5 34.2 
Tax administration 24.8 35.0 25.8 24.2 27.3 31.9 
Customs and trade  
Regulations 14.7 37.9 33.6 12.2 30.0 37.0 

Labor regulations 21.8 34.0 30.1 21.6 25.2 34.6 
Skills and education of available workers 10.2 10.4 15.1 8.6 15.1 18.1 
Business licensing and operating permits 11.5 17.4 15.1 9.7 18.6 17.6 
Access to financing 15.0 14.7 11.4 16.3 11.8 8.2 
Cost of financing 25.0 28.7 15.9 26.2 20.3 20.1 
Regulatory policy uncertainty 25.8 43.4 36.6 24.8 35.8 40.4 
Macroeconomic instability 38.2 51.5 41.7 35.6 48.7 47.6 
Corruption 32.1 50.3 35.3 29.8 39.6 44.6 
Crime, theft, and disorder 25.4 25.9 32.7 24.2 26.6 32.6 
Anticompetitive or informal practices 24.4 25.2 21.0 24.8 23.8 24.6 
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Appendix Table 5a: Infrastructure Performance Indicators in the Philippines in International Perspective and 
by Type of Firm 
 

Philippines 
International Comparison 

Ecozone Exporter Domestic 
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Yes No Yes No Yes No 

Frequency of power      
  outages (times last  
  year) 

249.0 - - 4.4 14.5 6.0 6.9 6.0 8.1 5.4 5.7 8.3 

Production lost due  
   to power outages  

(%) 
3.3 1.8 - 4.3 5.4 8.0 7.5 8.0 6.2 8.5 8.0 7.7 

Firms with own  
  generator  (%) 71.5 17.0 68.5 39.1 41.8 30.7 45.6 29.8 45.6 26.4 28.3 52.3 

Firms with own well  
(%) 54.5 21.1 50.1 69.2 43.8 37.3 28.7 37.9 42.5 36.8 38.2 38.1 

Production lost in 
shipment (%) 1.0 1.2 - 2.3 - 4.7 5.3 4.7 4.8 4.7 4.8 4.3 

Days to obtain  
telephone   

 Connection 
150.4 12.5 - 26.6 25.3 13.3 14.9 13.2 20.3 10.4 12.9 16.3 

Days to obtain 
electricity    

    connection 
79.6 18.2 - 14.6 32.4 9.8 5.3 10.1 14.6 7.7 10.4 5.0 

 
 
Appendix Table 5b Infrastructure Performance Indicators in the Philippines by Firm Size: Employment Size 
versus Asset Limit 
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Frequency of power outages (times last year) 6.1 6.0 5.5 5.2 4.4 6.9 
Production lost due to power outages  (%) 7.9 11.1 6.3 7.6 8.3 8.4 
Firms with own generator  (%) 23.8 46.9 54.9 22.7 32.2 60.9 
Firms with own well  (%) 34.4 45.5 47.3 30.6 51.3 44.9 
Production lost in shipment (%) 4.2 10.8 3.1 3.9 4.7 8.0 
Days to obtain telephone connection 13.9 15.1 8.6 14.8 12.1 11.2 
Days to obtain electricity connection 8.0 27.0 4.3 6.1 18.4 8.5 

 
Note:  For the Philippines, percentage of production lost in shipment includes theft, accident, damages during loading 
and unloading, inclement weather, and damages due to delays. 
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Appendix Table 6a: Sources of Finance for Firms in the Philippines in International Perspective and by Type 
of Firm 
 

Philippines 

International Comparison Ecozone Exporter Domestic 
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Yes No Yes No Yes No 

Sources for working  
capital 

            

  Retained earnings 55.6 - - 38.1 65.4 60.1 82.0 58.7 63.4 58.0 58.1 69.0 
  Banks and other 
  financial institutions 33.5 - - 15.7 5.1 9.0 3.9 9.3 12.5 

 8.1 9.2 8.9 

  Trade credit 4.2 - - 3.5 4.6 11.8 10.2 11.9 13.2 11.6 11.8 14.0 
  Equity 0.5 - - 1.4 12.7 6.3 0.8 6.6 2.1 7.8 6.9 2.5 
  Informal sources 0.5 - - 7.6 1.3 1.3 0.0 1.3 0.4 1.6 1.5 0.0 
  All others 5.8 - - 33.7 10.9 11.7 3.1 12.2 8.5 12.9 12.6 5.4 
Sources for new  
investments             

  Retained earnings 59.9 - - 41.9 55.6 58.3 51.0 58.9 55.0 59.0 57.8 58.3 
  Banks and other 
  financial institutions 29.7 - - 18.0 6.2 13.1  

17.2 
 

12.7 
 

13.4 
 

12.9 
 

13.0 
 

13.4 
  Trade credit 2.6 - - 2.8 1.7 7.3 16.8 6.4 11.9 5.6 5.9 15.9 
  Equity 0.4 - - 1.3 14.1 4.6 3.5 4.7 6.5 3.9 4.8 4.1 
  Informal sources 0.3 - - 6.7 2.6 1.0 0.0 1.1 2.3 0.5 1.1 0.1 
  All others 7.1 - - 29.3 15.4 15.8 11.4 16.2 10.8 18.1 17.4 8.2 
 
 
Appendix Table 6b: Sources of Finance for Firms in the Philippines by Firm Size: Employment Size versus 
Asset Limit 
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Sources for working capital       
  Retained earnings 58.3 56.3 72.7 57.2 63.1 66.9 
  Banks and other financial institutions 7.8 17.1 8.6 6.4 13.3 14.2 
  Trade credit 12.2 9.7 11.3 12.5 10.3 10.8 
  Equity 7.1 5.3 2.5 7.8 2.7 4.3 
  Informal sources 1.7 0.1 0.0 1.8 0.3 0.1 
  All others 13.0 11.5 4.9 14.2 10.2 3.8 
Sources for new investments       
  Retained earnings 58.2 57.6 59.3 55.8 62.8 59.9 
  Banks and other financial institutions 9.8 11.2 27.0 8.1 15.8 22.4 
  Trade credit 6.3 15.0 4.8 7.0 8.5 6.7 
  Equity 3.9 9.3 3.3 4.6 5.4 3.8 
  Informal sources 1.4 0.0 0.1 1.7 0.0 0.0 
  All others 20.5 6.9 5.6 22.9 7.5 7.2 
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Appendix Table 7a: Firms’ Credits, Loans, and Liabilities in the Philippines in International Perspective and 
by Type of Firm 
 

Philippines 

International Comparison Ecozone Exporter Domestic 
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Yes No Yes No Yes No 

Share of firms with 
overdraft or line of 
credit 

66.2 26.6 - 52.9 22.8 28.6 36.4 28.1 49.2 22.8 27.8 39.6 

Share of credit 
currently unused 25.6 28.6 - 36.3 43.5 39.4 36.0 39.7 38.8 39.7 38.9 41.7 

For the most recent 
loan or overdraft:             

  Share requiring  
  collateral 69.9 83.0 - 87.2 70.6 68.8 45.6 70.3 68.3 69.6 70.7 58.0 

  Ave. value of  
  collateral  
  required (% of 
loan) 

94.6 88.9 - 117.1 72.9 42.7 30.0 43.7 41.4 44.1 44.9 31.9 

  Ave. loan interest  
  Rate (% p.a.) 12.4 6.6 - 14.6 14.8 10.6 6.6 10.9 9.2 11.5 11.4 6.4 

  Ave. duration of  
   Loan (months) 36.5 14.3 - 23.3 8.3 24.0 24.1 23.9 19.2 26.6 24.9 18.0 

Long-term (1 year 
or more) liabilities 
as a share of total 
liabilities 

- - - 43.3 - 37.0 52.0 35.9 47.3 32.7 35.7 41.8 

Short-term liabilities 
as a share of total 
liabilities 

- - - 56.7 - 63.0 48.0 64.1 52.7 67.3 64.3 58.2 

 
Appendix Table 7b: Firms’ Credits, Loans, and Liabilities in the Philippines by Firm Size: Employment Size 
versus Asset Limit 
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Share of firms with overdraft or line of credit 22.3 54.6 41.5 18.8 50.1 43.6 
Share of credit currently unused 40.8 31.8 43.0 41.4 30.2 46.2 
For the most recent loan or overdraft:       
  Share requiring collateral 72.4 75.1 47.3 73.2 82.2 44.5 
  Ave. value of collateral required (% of loan) 44.6 42.2 34.7 41.3 50.8 37.5 
  Ave. loan interest rate (% p.a.) 11.6 10.2 7.4 11.6 10.0 9.1 
  Ave. duration of  loan (months) 23.8 23.0 25.7 23.6 24.1 24.6 
Long-term (1 year or more) liabilities as a 
share of total liabilities 31.5 53.3 50.0 29.9 50.6 46.2 

Short-term liabilities as a share of total 
liabilities 68.5 46.7 50.0 70.1 49.4 53.8 

Development Indicators and Policy Research Division                          



 65
 

 
Appendix Table 8a: Financial Sector in the Philippines in International Perspective and by Type of Firm 
  

Philippines 

International Comparison Ecozone Exporter Domestic 
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Yes No Yes No Yes No 

Share of firms with 
audited financial 
statements 

68.7 74.8 - 46.9 41.6 69.1 91.8 67.7 88.9 62.4 65.8 92.0 

Clearance time 
through firms’ 
financial institution 
(days) 

            

  For check 2.9 4.7 - 14.3 1.9 4.4 2.7 4.5 3.8 4.7 4.7 2.7 
  For domestic  
   currency wire 1.9 5.3 - 10.8 2.4 2.5 1.2 2.7 3.8 1.7 2.6 2.5 

  For foreign currency  
  wire 20.6 3.8 - 22.2 3.2 3.2 3.0 3.3 5.4 1.4 2.5 5.6 

 
 
Appendix Table 8b: Financial Sector in the Philippines by Firm Size: Employment Size versus Asset Limit 
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Share of firms with audited 
financial statements 61.1 90.8 95.1 57.8 89.5 92.2 

Clearance time through firms’ 
financial institution (days)       

  For check 4.9 4.0 2.9 4.7 5.3 2.6 
  For domestic currency wire 2.1 6.3 1.1 1.8 2.3 4.3 
  For foreign currency wire 2.8 3.0 4.4 1.8 6.2 2.9 
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Appendix Table 9a: Regulatory Burden and Administrative Delays in the Philippines in International 
Perspective and by Type of Firm 
 

Philippines 

International Comparison Ecozone Exporter Domestic 
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Yes No Yes No Yes No 

Firms disagreeing that 
interpretations of 
regulations consistent 
predictable (%) 

7.8 14.7 - 59.9 50.0 50.6 42.5 51.1 53.5 49.7 51.5 43.6 

Share of senior 
management’s time 
spent dealing with 
regulations (%) 

4.2 11.5 - 10.8* 10.1 9.1 17.3 8.6 11.3 8.4 8.6 13.6 

Informal payments to 
officials to “get things 
done” as share of 
revenue (%) 

2.5 1.8 - 3.4* 2.0 2.0 3.8 1.9 2.4 1.9 1.8 4.0 

Share of revenue 
reported by typical 
establishment for  tax 
purposes (average) 

- 54.9 - 73.1 - 77.1 90.5 76.3 83.3 75.0 75.9 86.1 

Waiting/time delays in 
obtaining (days):             

Construction permit - - - 49.6 - 18.2 6.5 19.2 13.1 20.4 19.7 8.6 
Operating license - - - 15.9** - 14.0 8.7 14.3 17.2 13.1 14.6 9.1 
Import license - - - 10.6 - 6.6 13.8 5.8 8.7 5.1 6.1 8.7 

Inspections             
  Days spent in  
  inspections or  
  required meetings  
  with officials 

9.9 30.9 1.9 3.8 32.8 5.7 12.0 5.6 6.5 5.6 5.4 9.5 

     From the meetings 
    and inspections, %  
    share spent with     
    local authorities  

- - 69.8 57.0 - 95.3 100 95.1 70.2 99.1 99.1 69.0 

Import delays (days)              
  Ave wait to clear  
  customs 11.7 7.5 10.4 5.9 17.9 10.7 5.4 11.7 6.9 16.6 12.8 5.9 

  Longest wait to  
  clear customs 23.2 12.2 21.6 12.1 31.9 19.3 11.1 20.8 14.0 27.4 22.8 11.3 

Export delays (days)             
  Ave wait to clear  
  customs 8.8 5.5 5.1 4.1 9.2 7.5 5.5 8.0 7.5 - 9.5 4.3 

  Longest wait to  
  clear customs 14.0 8.1 9.3 7.5 17.7 12.0 9.1 12.8 12.0 - 15.0 7.4 

     *sum for national and local government levels 
    **average for national and local government levels
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Appendix Table 9b: Regulatory Burden and Administrative Delays in the Philippines by Firm Size: 
Employment Size versus Asset Limit 
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Firms disagreeing that interpretations of regulations 
consistent predictable (%) 50.6 63.5 40.0 49.5 49.7 51.8 

Share of senior management’s time spent dealing 
with regulations (%) 9.2 8.2 9.3 8.4 11.4 9.4 

Informal payments to officials to “get things done” 
as share of revenue (%) 2.2 1.0 2.2 2.3 2.0 1.1 

Share of revenue reported by typical establishment 
for tax purposes (average) 73.1 89.5 90.6 73.2 79.8 89.1 

Waiting/time delays in obtaining (days):       
Construction permit 19.5 9.3 18.3 23.9 7.5 23.5 
Operating license 9.7 38.7 17.2 9.6 12.7 37.8 
Import license 5.8 7.5 8.8 5.7 5.4 11.6 

Inspections       
  Days spent in inspections or  
  required meetings with officials 5.0 10.0 6.4 5.3 0.9 10.2 

     From the meetings and inspections, % share  
     spent with local authorities (%) 100.0 95.5 83.8 100.0 100.0 85.3 

Import delays (days)        
  Ave wait to clear customs 13.1 10.4 7.4 13.7 10.7 9.4 
  Longest wait to  clear customs 23.0 18.1 14.5 20.5 19.4 19.4 
Export delays (days)       
  Ave wait to clear customs 11.1 3.3 5.3 9.4 7.7 4.1 
  Longest wait to clear customs 16.3 7.8 9.1 14.6 12.1 7.5 
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Appendix Table 10a: Governance-- Uncertainty and Corruption in the Philippines in International Perspective 
and by Type of Firm 
 

Philippines 
International Comparison Ecozone Exporter Domestic 
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Yes No Yes No Yes No 

Uncertainty             
Confidence in the 
judiciary (% 
disagree) 

6.9 7.4 - 40.8 49.0 35.9 24.6 36.6 33.9 36.5 37.1 26.1 

Percent of payment 
disputes resolved in 
the courts 

0.9 5.4 - - 30.2 1.4 0.1 1.5 1.1 1.5 1.5 0.2 

Planning horizon for 
investments 
(months) 

11.9 - - 3.6 - 4.7 6.6 4.6 6.5 4.2 4.6 6.4 

Corruption             
Percent of firms 
saying gift/payment 
required for:  

            

(a) mainline  
       telephone  
       connection 

- 4.7 - 4.3 - 2.3 0.0 2.4 3.3 1.9 1.2 10.1 

(b) electrical  
       connection - 5.1 - 4.0 - 2.8 0.0 3.0 2.8 2.8 2.0 8.7 

(c) construction  
      permit -  - 6.9 - 14.1 2.2 15.2 19.5 11.8 15.4 6.2 

  (d)  import license  - 7.9 - 4.7 - 20.1 38.8 17.8 27.0 14.8 20.5 18.4 
(d) operating  
      license - 9.1 - 7.6* - 14.8 12.1 14.9 19.3 13.4 14.9 13.8 

   *average for national and local government levels. 
 
Appendix Table 10b: Governance-- Uncertainty and Corruption in the Philippines by Firm Size: Employment 
Size versus Asset Limit 
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Uncertainty       
Confidence in the judiciary (% 
disagree) 35.8 48.1 26.2 37.3 30.3 37.6 

Percent of payment disputes resolved 
in the courts 1.1 2.3 2.2 0.6 1.2 2.9 

Planning horizon for investments 
(months) 3.6 9.5 8.0 3.1 5.2 10.5 

Corruption       
Percent of firms saying gift/payment 
required for:        

(a) mainline  telephone connection 0.8 10.8 2.1 2.3 3.4 1.0 
(b) electrical connection 3.1 0.0 3.7 3.1 0.0 5.8 
(c) construction  permit 14.7 6.8 16.7 15.5 12.3 18.7 
(d) import license  18.1 37.9 13.0 18.6 17.3 19.9 
(e) Operating license 14.0 19.2 15.1 13.4 19.0 12.6 
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Appendix Table 11a: Technology Indicators in the Philippines in International Perspective and by Type of 
Firm 
 

Philippines 

International Comparison Ecozone Exporter Domestic 

                
 
 
 

Indicator 

B
an

gl
ad

es
h 

C
hi

na
 

In
di

a 

In
do

ne
si

a 

P
ak

is
ta

n 

P
hi

lip
pi

ne
s 

Yes No Yes No Yes No 

Share of firms with 
ISO certification - 50.4 - 22.1  8.5 60.0 5.5 24.5 3.2 4.0 45.2 

Share of firms with  
technology    
innovations 

            

Developed major 
new product line - 44.7 - 37.8 - 46.9 57.8 46.2 59.2 42.9 45.7 56.3 

Upgraded an 
existing  
product line 

- - - 68.2 - 61.3 64.2 61.1 67.2 59.4 61.6 59.0 

Introduced new 
technology that 
has substantially 
changed the way 
the main product 
is produced 

- 39.5 - 22.4 - 38.6 62.0 37.2 53.0 33.9 35.9 60.0 

Discontinued at 
least one product 
line 

- - - 22.3 - 40.1 48.0 39.7 45.7 38.3 39.4 45.9 

Agreed on a new 
joint venture with 
a foreign partner 

- - - 5.9 - 4.2 16.0 3.5 11.0 2.0 3.6 8.8 

Obtained anew 
licensing 
agreement 

- 23.7 - 8.1 - 12.7 14.1 12.6 14.5 12.1 12.5 14.0 

Filed any patents 
and/or utility 
models 

- - - 15.7 - 12.0 8.7 12.2 10.9 12.4 12.6 7.0 

Tapped into new 
markets through 
improvements in 
quality of products 
or reduction costs 

- - - 43.4 - 45.3 61.9 44.4 56.0 41.9 43.4 61.6 

Upgraded 
machinery and 
equipment in last 
2 years 

- - - 79.3 - 50.1 83.2 49.0 70.6 44.6 47.9 75.1 

Share of firms rating 
form of technology 
acquisition at first, 
second, or third most 
important 

            

Embodied in new 
machinery 
equipment 

59.7 50.9 54.2 58.4 11.2 65.5 72.4 65.0 70.2 63.9 64.4 73.4 

Hiring key 
personnel 60.9 18.9 62.0 53.7 26.6 44.8 36.5 45.4 48.2 43.6 46.0 35.5 

Licensing or 
turnkey  
operations from  
international 
sources 

6.4 23.7 3.2 9.2 9.0 8.3 15.9 7.8 15.1 5.9 7.7 12.0 

Licensing or 
turnkey  
operations from  
domestic sources 

4.1 - 6.9 6.7 14.4 2.3 1.4 2.3 1.0 2.7 2.3 1.8 

Developed or 
adapted within the 
establishment 

27.0 79.2 38.9 23.2 57.2 27.4 19.6 27.9 23.4 28.8 28.2 21.3 

Transferred from 
parent company 4.5 19.4 3.2 6.9 6.0 5.3 22.5 4.2 11.9 3.0 2.1 29.3 

All others 85.7 55.9 - 68.7 93.8 80.6 76.1 80.9 77.4 81.7 81.7 73.0 
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Appendix Table 11b: Technology Indicators in the Philippines by Firm Size: Employment Size versus Asset 
Limit 
 

 
Employment Size 

 
Asset Limit 

                                     
 
 

Indicator 
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Share of firms with ISO certification 2.3 11.8 44.0 1.7 8.6 39.4 
Share of firms with technology  innovations       

Developed major new product line 42.8 63.4 58.5 39.1 53.2 67.9 
Upgraded an existing product line 57.8 73.1 72.7 53.5 72.0 78.3 
Introduced new technology that has substantially changed 
the way the main product is produced 32.2 59.3 60.7 27.5 49.0 64.3 

Discontinued at least one product line 37.3 52.8 46.9 35.1 40.1 55.3 
Agreed on a new joint venture with a foreign partner 3.3 1.9 11.3 2.1 5.4 7.8 
Obtained anew licensing agreement 12.9 7.8 15.6 10.5 9.4 15.2 
Filed any patents and/or utility models 10.4 22.5 13.0 9.0 19.2 22.9 
Tapped into new markets through improvements in quality 
of products or reduction costs 41.0 64.2 56.7 36.8 49.4 67.3 

Upgraded machinery and equipment in last 2 years 43.3 73.9 78.7 40.7 61.6 82.5 
Share of firms rating form of technology acquisition at first, 
second, or third most important       

Embodied in new machinery equipment 64.0 66.7 72.7 62.1 70.4 75.0 
Hiring key personnel 45.4 41.7 44.1 42.8 51.0 38.9 
Licensing or turnkey operations from international sources 6.0 16.6 13.9 7.6 7.0 9.8 
Licensing or turnkey operations from domestic sources 2.4 0.0 3.3 3.4 0.0 1.5 
Developed or adapted within the establishment 28.4 23.6 24.6 26.7 23.0 35.9 
Transferred from parent company 1.6 11.2 21.1 1.4 7.5 17.8 
All others 81.5 88.2 69.5 79.5 86.1 78.3 
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Appendix Table 12a: Labor and Training in the Philippines in International Perspective and by Type of Firm 
 

Philippines 

International Comparison Ecozone Exporter Domestic 

                
 
 
 

Indicator 
B

an
gl

ad
es

h 

C
hi

na
 

In
do

ne
si

a 

P
ak

is
ta

n 

P
hi
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ne
s 

Yes No Yes No Yes 

In
di

a 

No 

Labor composition             
Share of workers 
who are permanent 65.3 85.9 59.7 88.6 86.6 89.5 89.3 89.5 88.0 89.6 89.2 89.2 

Share of permanent 
workers who are 
female 

38.5 44.5 18.3 27.3 3.0 48.2 65.9 47.1 58.7 44.8 46.6 60.4 

Share of temporary 
workers who are 
female 

- 20.8 31.8 15.4 - 25.7 42.8 24.4 38.4 22.2 23.8 44.4 

Share of permanent 
skilled workers who 
are foreign nationals 

- - - 0.7 1.9 0.1 0.6 0.1 0.4 0.0 0.1 0.4 

Labor turnover             
New employees as a 
share of total 9.3 - 6.2 - 8.2 19.0 17.9 19.1 12.7 22.6 20.5 12.8 

Employees who left 
as a share of total 4.4 12.4 0.6 - 5.3 19.4 13.1 19.9 15.4 21.5 20.8 12.9 

Ave time to fill a 
skilled technical 
vacancy (weeks) 

3.1 - - 1.6 1.5 2.5 4.0 2.3 2.8 2.3 2.3 3.5 

Ave time to fill a 
production or service 
vacancy (weeks) 

1.6 2.9 - 1.0 1.2 2.3 1.8 2.3 1.8 2.5 2.3 2.1 

Desired level of 
workforce as a 
percentage of current  99.0 87.4 82.4 96.8 97.0 95.7 98.2 

level 

95.5 95.6 95.7 95.7 95.6 

Training and 
education             

Share of skilled 
workers receiving 
training 

- 45.5 - - 36.0 25.1 33.0 23.7 22.3 27.2 25.5 23.8 

Share of firms 
offering formal 
training 

26.6 69.6 27.2 24.3 11.1 16.2 45.6 14.4 31.1 11.9 13.0 44.0 

Labor unrest             
Days lost to labor 
disputes or civil 
unrest 

4.1 0.3 - 1.2 1.3 0.9 0.5 0.9 1.8 0.6 1.0 0.4 

  
 
Note:  For the Philippines, indicators are given in 2002 figures or average of 2001 and 2002.  The entries for the 
“days lost to labor disputes or civil unrest “ are the mean of the sum of days lost due to labor strikes, strikes against 
industry, and civil unrest.  
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Appendix Table 12b: Labor and Training in the Philippines by Firm Size: Employment Size versus  
Asset Limit 
 

 
Employment Size 

 
Asset Limit 

                                     
 
 

Indicator 
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Labor composition       
Share of workers who are permanent 89.4 88.8 90.3 89.1 90.2 89.8 
Share of permanent workers who are female 47.0 45.5 57.0 49.6 45.9 46.3 
Share of temporary workers who are female 23.7 26.7 34.8 26.5 24.7 24.3 
Share of permanent skilled workers who are foreign 
nationals 0.1 0.1 0.3 0.0 0.3 0.2 

Labor turnover       
New employees as a share of total 25.0 10.6 9.5 26.0 15.8 8.2 
Employees who left as a share of total 22.4 15.7 11.9 25.3 12.1 13.7 
Ave time to fill a skilled technical vacancy (weeks) 1.7 3.7 3.5 1.8 2.7 3.5 
Ave time to fill a production or service vacancy 
(weeks) 2.5 2.0 1.9 2.3 2.6 1.9 

Desired level of workforce as a percentage of 
current level 95.4 99.1 94.4 95.7 96.3 95.4 

Training and education       
Share of skilled workers receiving training 30.4 15.2 23.1 34.5 12.9 24.2 
Share of firms offering formal training 10.6 28.2 36.9 8.5 22.2 39.9 
Labor unrest       
Days lost to labor disputes or civil unrest 1.0 0.0 1.3 0.5 2.4 0.8 

 
Note:  For the Philippines, indicators are given in 2002 figures or average of 2001 and 2002.  The entries for the 
“days lost to labor disputes or civil unrest “ are the mean of the sum of days lost due to labor strikes, strikes against 
industry, and civil unrest.  
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Appendix 2 
Sample Survey Design 

 
Introduction 
 

The Investment Climate and Productivity Study (ICS) was conducted in 2003 by the 
Asian Development Bank (ADB) in collaboration with the World Bank to examine the institutional 
factors and policies that make up the investment climate by probing, at the micro level, the 
stumbling blocks and constraints to private investment and productivity growth.  This section 
describes the design of the sample survey.  
 
Population Coverage 
 

The target population of the survey is all the establishments2 in the Philippines that are 
currently operating with at least 10 employees in the following sectors (Philippine Standard 
Industry Classification, PSIC):  food (151-159); wearing apparel (181-189); textile (171-179); 
electronics and electrical equipment (311-324) and specific areas: National Capital Region, 
Cavite-Laguna-Batangas-Rizal-Quezon (CALABARZON), Clark Field (Balibago, Angeles City), 
Subic (Olongapo City), Metro Davao (covering Davao City, Panabo City, Island Garden City of 
Samal and Sta. Cruz, Davao del Norte), Metro Cebu (covering Cebu City, Mandaue City, 
Consolacion, Liloan, Compostela, City of Talisay, Minglanilla, Naga, Lapu-lapu City and 
Cordova) and General Santos City.   
 

The sampling frame used in the design is the list of establishments from the National 
Statistics Office (NSO).  This list is updated annually through monitoring visits of NSO field staff 
and from the lists derived from various organizations such the Philippine Food Exporters 
Association, Association of Electronics Exporters, Philippine Chamber of Commerce, Securities 
and Exchange Commission, etc.   
 
Sampling Design 

 
A total of 800 establishments were selected.  Those 203 establishments that have 500 

or more employees were selected with certainty while others were selected by using the 
stratified simple random sample design.  In general, the strata were defined by the sector x 
employment groups.    In cases where the stratum sizes across sectors in specific areas were 
very sparse, the areas were collapsed.  Establishments in Subic and Clark were assimilated to 
the National Capital Region (NCR) and those in General Santos City were attached to Metro 
Davao.  Hence, the final stratification was determined by iteratively collapsing small strata to 
ensure 100% replacement in all strata and adequate strata sample sizes were obtained. 
 

In the absence of any other auxiliary variables in the list frame that could be used in the 
sample allocation and selection, sample sizes across strata were determined using proportional 
allocation.  That is, if  is the population size in stratum h and N is the population size, the first 
iteration sample size  in stratum h is derived by 

hN

hn
 

597×=
N
N

n h
h  

                                                           
2  An establishment in this survey is defined as the lowest level of a business that maintains production information, 

generally at a single location. 
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The final sample allocation is in Appendix Table 2.1.  For each of the strata (excluding those 
where all the establishments were selected),  
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        Appendix Table 2.1:  Final Sample Allocation 

Stratum (Location/Sector/Employment Group) hN  hn  
Selection 

Probability 

NATIONAL CAPITAL REGION +Clark + Subic 
Food (151-159) 

     10-19      448        81  0.1808 
     20-49      180        32  0.1778 
     50-99        69        15  0.2174 
    100-499        90        17  0.1889 
    500 and over        30        30   1.0000 

Wearing apparel (181-189) 
     10-19      461        83  0.1800 
     20-49      206        37  0.1796 
     50-99      101        18  0.1782 
    100-499        95        17  0.1789 
    500 and over        25        25   1.0000 

Textile (171-179) 
     10-19      100        18  0.1800 
     20-49        96        20  0.2083 
     50-499      111        25  0.2252 
    500 and over          7          7   1.0000 

Electronics and electrical equipment (311-324)        
     10-49        98        18  0.1837 
     50-499        74        17  0.2297 
    500 and over        17        17   1.0000 

CALABARZON 
Food (151-159) 
     10-19      266        48  0.1805 
     20-49        79        14  0.1772 
     50-499        78        14  0.1795 
    500 and over        14        14   1.0000 

Wearing apparel (181-189) 
     10-19      230        41  0.1783 
     20-49        85        15  0.1765 
     50-499      107        19  0.1776 
    500 and over        30        30   1.0000 
Textile (171-179) 
    10-499        76        14  0.1842 
    500 and over          7        7   1.0000 

Electronics and electrical equipment (311-324) 
    10-99        50        10  0.2000 
    100-499        82        15  0.1829 
    500 and over        51        51   1.0000 
METRO CEBU    
Food (151-159)    
     10-19        99        13  0.1313 
     20-499        84        13  0.1548 
    500 and over          4          4   1.0000 
Others(181-324) 
    10-499        80        17  0.2125 
    500 and over        11        11   1.0000 
METRO DAVAO + General Santos 
    10-499      186        30  0.1613 
    500 and over          8          8   1.0000 
    

Total    3835      865  



  
 
 
 
Determination of weights 
 
The final weight for respondent k in stratum h -- whk,  is a composite of the base weight, , 
the non-response adjustment, , and the factor to compensate for coverage errors, , 
such that: 

hkw1

hkw2 hkw3

                                                                  hkhkhkhk wwww 321 ××=  (1) 
 

Base weight 
 
The base weight is the inverse of the probability of selection.  In this case, since all large 
establishments (those with 500 or more employees) were selected their base weight will be 1.  
Appendix Table 2.1 presents the selection probabilities by strata for all the sample 
establishments, while Appendix Table 2.2 presents the components of the final weight–the base 
weight, non-response adjustments, and frame error adjustments. 
 
Adjustments for Non-response and Frame Errors 
 
The non-response weight is the ratio of the sample size to the total respondents. The 
establishments that were considered as non-respondents are those who refused to participate 
in the survey.  The following are considered with frame problems: those establishments that 
cannot be located, those that are out-of-scope (the ISIC classification was not specified 
correctly) and those that were duplicates. 
 
 To illustrate, if is the population size for stratum h and  is the corresponding sample size, 
then the corresponding selection probability  is 

hN hn

hp

                                                                      
h

h
h N

np = .                                                             (2) 

 
If given the stratum h,  is the proportion of establishments with frame problems as defined 
above, is the proportion of establishments that were missed in the frame (those that should 
be listed but were not included), are those closed establishments that were still in the frame, 
then the true population size of stratum h should be 

hq1

hq2

hq3

 
                                                                 )1( 321

1
hhhhh qqqNN −+−×=  (3) 

 
and the frame adjustment rate,  hkw3

 
                                                                    )1( 3213 hhhhk qqqw −+−= . (4) 
 
We estimated  with the proportion of those sampled establishments with frame problems. 
However, we do not have measures for and .  In this case, we assumed that -  is 
almost negligible.  

hq1

hq2 hq3 hq2 hq3

 
 
 
 
 
 
 



Appendix Table 2.2:   Weights 

Stratum (Location/Sector/Employment Group) Base 
Weight 

Non-response 
Adjustments

Frame Error 
Adjustments Final Weight

NATIONAL CAPITAL REGION +Clark + Subic 
Food (151-159) 

     10-19 5.5309 1.1739 0.6566 4.2629 
     20-49 5.6250 1.1034 0.8171 5.0715 
     50-99 4.6000 1.0000 0.8889 4.0889 
    100-499 5.2941 1.0000 0.8710 4.6110 
    500 and over 1.0000 1.4286 0.8571 1.2245 

Wearing apparel (181-189) 
     10-19 5.5542 1.4821 0.6814 5.6092 
     20-49 5.5676 1.1563 0.7821 5.0345 
     50-99 5.6111 1.2000 0.8936 6.0170 
    100-499 5.5882 1.0000 0.7805 4.3615 
    500 and over 1.0000 1.3889 1.0000 1.3889 

Textile (171-179) 
     10-19 5.5556 1.1250 0.7872 4.9202 
     20-49 4.8000 1.0000 0.8409 4.0364 
     50-499 4.4400 1.0000 0.9318 4.1373 
    500 and over 1.0000 1.0000 1.0000 1.0000 

Electronics and electrical equipment (311-324)        
     10-49 5.4444 1.0588 0.7500 4.3235 
     50-499 4.3529 1.0000 0.8158 3.5511 
    500 and over 1.0000 1.8889 0.7778 1.4691 

CALABARZON 
Food (151-159) 
     10-19 

METRO CEBU 

5.5417 1.0213 0.6961 3.9395 
     20-49 5.6429 1.0000 0.8710 4.9147 
     50-499 5.5714 1.2727 0.9259 6.5657 
    500 and over 1.0000 1.2727 0.8824 1.1230 

Wearing apparel (181-189) 
     10-19 5.6098 1.1714 0.7257 4.7686 
     20-49 5.6667 1.1538 0.8276 5.4111 
     50-499 5.6316 1.1875 0.8293 5.5457 
    500 and over 1.0000 1.2500 0.9355 1.1694 
Textile (171-179) 
    10-499 5.4286 1.1667 0.7692 4.8718 
    500 and over 1.0000 1.4000 1.0000 1.4000 

Electronics and electrical equipment (311-324) 
    10-99 5.0000      1.0000 0.9259 4.6296 
    100-499 5.4667 1.0000 0.9655 5.2782 
    500 and over 1.0000 1.1591 0.9464 1.0970 

Food (151-159) 
     10-19 7.6154 1.0000 0.7188 5.4736 
     20-499 6.4615 1.4444 0.9286 8.6667 
    500 and over 1.0000 1.0000 1.0000 1.0000 
Others(181-324) 
    10-499 4.7059 1.7000 0.8846 7.0769 
    500 and over 1.0000 1.1000 0.9091 1.0000 
METRO DAVAO + General Santos 
    10-499 6.2000 3.0000 0.8710 16.2000 
    500 and over 1.0000 2.6667 0.6250 1.6667 



Estimation 
 
Estimates for each of the strata described in Appendix Table 2.1 could be derived separately.  
For example, the estimator for a total in stratum h is 
 
                                                               ∑=

k
hkhkh ywŶ  (5) 

where   yhk is the observed value from the kth sample in stratum h.  The estimator for the 
variance of this estimator is 

                                                   ( ) ( )
h

h
hh n

s
fYv

2

1ˆ −=  (6) 

where fh is the sampling fraction and  is the sample variance in stratum h.    2
hs

 
The estimator for the population total would be 
 
                                                               ∑∑=

h k
hkhk ywŶ  (7)    

 
and its variance estimator is 

                                                     ( ) ( )
h

h
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s
fNYv

2
2 1ˆ −= ∑  (8) 
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Appendix 3:  A Short Description of the Regression Model and Estimations 
 
In determining the impact of various investment climate indicators on firm performance, this 
study used the following general form: 

 

 

 
iiioi SICPV εααα +++= 21  

where the dependent variable, PVi,  represents a measure of firm performance; ICi is the 
investment climate indicator; and Si is a vector of industry controls.  The estimation is done 
through ordinary least squares (OLS) method.  
 
The firm performance measures used in the regressions are sales growth, employment growth, 
labor productivity, and total factor productivity.  Sales and employment growth are computed as 
annual average for 2000-2002.  Labor productivity is computed using 2002 data as: (value 
added/ no. of permanent employees + temporary workers adjusted by average length of 
employment).  
 
All performance measures are straightforward except for total factor productivity, which is 
obtained as the residual of the production function with the following form: 
 

iiitjkitjl

J

j
ijoi KLDV εγααβ ++++= ∑

=

)lnln(ln
1

 

where Vi is value-added for firm i, which is computed as sales less energy and raw material 
costs; L is number of workers, defined similarly as that in the labor productivity equation, and K 
is capital stock, represented by fixed assets.  D is a dummy variable for industry to account for 
differences in technology across industry types, considering that four industries (i.e., food and 
food processing, textiles, garments, and electronics and electrical machinery) are covered in the 
survey; Di takes the value of 1 if firm is part of industry j. Since the estimation employs pooled 
cross-sectional and time-series data for three years, a year dummy, γ, is introduced to capture 
time effects on firm performance.  Finally, ε is the total factor productivity, or part of the value-
added not explained by production inputs—labor, capital, raw materials—nor captured by 
industry and time effects. 
 
The investment climate indicators in the regression include governance and administrative 
barrier, infrastructure, labor market issues, finance, and international integration. For finance, an 
index is constructed through principal components.  The index summarizes information on the 
following: share of working capital from banks and new investments from banks, and if firm has 
overdraft facility or credit line. 

Firm performance measures are regressed with each investment climate indicator, results of 
which are shown in Appendix Table 3.1.  
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Appendix Table 3.1: Regression Results 

 
 (1) (2) (3) (4) 
 Sales 

Growth 
Employment 

Growth 
Labor 

Productivity 
Total Factor 
Productivity 

Governance and 
Administrative Barrier:     

Gift-giving (dummy if firm 
resorts to bribery) -0.069*** -0.018 

 
Observations 648 644 604 604 

0.141 0.007 

(3.33) (1.22) (0.90) (0.06) 

R-squared 0.18 0.00 0.06 0.00 
Informal payments as 
percent of sales -0.003 -0.002 -0.025** -0.013 

 (1.03) 
533 

R-squared 0.18 0.01 

-0.001 0.005 -0.002 

(1.47) (2.21) (1.48) 
Observations 574 571 534 

0.06 0.01 
Percent time spent with 
government 
administrators 

-0.002** 

 (2.16) (1.00) (0.92) (0.77) 
Observations 591 588 550 549 
R-squared 0.19 0.01 0.05 0.00 
     
Infrastructure:     
No. of days with 
infrastructure bottlenecks 
(electricity, telephone, 
water, and transport)  

-0.000 -0.000** -0.001 -0.001 

 (0.37) (2.34) (1.36) (1.65) 

-0.000 -0.000* -0.002** -0.002* 

Observations 590 588 554 552 
R-squared 0.18 0.02 0.06 0.01 
No. of days with 
insufficient water  
 (0.48) (2.03) 

0.06 
No. of days with power 
outages -0.001 -0.001* 0.004 -0.000 

(1.95) (1.86) 
Observations 602 600 562 561 
R-squared 0.17 0.01 0.01 

Observations 600 598 561 560 
R-squared 0.18 0.00 0.06 0.00 
     
Labor Market Issues:     
Overmanning (dummy if 
current workforce is higher 
than desired level) 

-0.042 -0.039** -0.273* -0.173 

 (1.60) 
571 

(2.27) (1.69) (1.41) 
Observations 612 609 571 
R-squared 0.18 0.01 0.06 0.00 
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 (1) (2) (3) (4) 
 Sales 

Growth 
Employment 

Growth 
Labor 

Productivity 
Total Factor 
Productivity 

-0.000 0.001 0.101 0.162** Share of temporary 
workers 
 (0.04) (0.10) (1.12) (1.97) 
Observations 593 590 556 555 
R-squared 0.16 0.00 0.07 0.01 
If firm offers formal 
training or beyond “on the 
job: training (dummy) 

-0.026 -0.016 0.699*** 0.178 

 (0.86) (0.69) (3.40) (1.48) 
Observations 648 644 604 604 
R-squared 0.17 0.00 0.09 0.00 
Finance:     
If firm has overdraft facility 
or credit line (dummy) -0.004 -0.010 0.570*** 

 (0.23) 
Observations 644 

0.024 

(0.15) (0.59) (3.89) 
640 599 599 

R-squared 0.17 0.00 0.09 0.00 
Finance index (share of 
financing from new 
investments and banks, 
and if firm has overdraft 
facility or credit line) 

0.000 -0.004 0.172*** -0.030 

 

0.00 

(0.05) (0.73) (3.22) (0.88) 
Observations 612 608 570 567 
R-squared 0.17 0.08 0.00 
If firm has external auditor 
(dummy) -0.013 -0.008 0.888*** 0.104 

 (0.58) (0.46) (6.41) (0.96) 
Observations 647 603 

0.17 0.00 
643 603 

R-squared 0.00 0.13 
International Integration:     
If firm imports or exports 
(dummy) 0.013 -0.007 1.414*** 0.283*** 

 (0.61) (0.46) (10.67) 

-0.022 

(2.78) 
Observations 621 617 578 578 
R-squared 0.17 0.00 0.23 0.02 
If firm exports (dummy) 0.010 1.137*** 0.168 
 (0.86) (0.52) (8.24) (1.50) 
Observations 621 617 578 578 
R-squared 0.17 0.00 0.15 0.01 
SEZ firm (dummy) -0.025 0.046 0.703*** -0.146 
 (0.37) (1.36) (4.24) (1.04) 
Observations 648 644 604 604 
R-squared 0.17 0.01 0.07 0.00 
Notes:  
(i) Each cell represents a separate regression, using industry controls which are not shown here. 
(ii) Absolute value of t statistics in parentheses 
* significant at 10%; ** significant at 5%; *** significant at 1% 
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Appendix 4 
 

Issues and Concerns of the Business Community Raised during their Quarterly Meetings 
with the DTI Secretary that have been or are being addressed by the Government 

 
1. Taxation and Tariff 

 
a. Use of foreign currency in preparation of financial statements 
b. Value-added tax refund claims 
c. Rationalization of automotive excise tax structure 

 

a. Streamlining process on environmental licenses and permits 

c. Transfer of Regulatory Functions of Laguna Lake Development Authority to the 
Department of Environment and Natural Resources. 

d. Amendment of the Clean Air Act to allow use of incinerators 

 

 

d. Passage of Barangay Micro Business Enterprises (BMBE) Act 

2. Security 
 

a. Drive to curb out industrial hijacking and pilferage 
 

3. Environment 
 

b. Implementation of Mining Law vis-à-vis Indigenous People’ Rights Act 

 
4. Government Procedures 

a. Immigration procedures 
b. Harmonization of systems, standardization of business requirements and 

application procedures, setting of reasonable cap on fees and deadline for the 
release of approvals 

 
5. Infrastructure (CALABARZON) 

a. South Luzon Expressway extension 
b. Rehabilitation of Alabang Viaduct 
c. STAR Stage 2 (Batangas) 
d. Rehabilitation of roads in Cavite 
e. Improvement of traffic situation in Cavite 
f. Removal/relocation of road obstructions in widened roads in Cavite 
g. Improvement of Batangas Port Facility 

 
6. Labor 

a. Modernization of the Labor Code 
b. Expeditious and fair resolution of labor issues 
c. Expanded Quick Response Team (QRT) – joint effort of DTI and Department of 

Labor 
d. Implementation of pro-active training programs to promote industrial 

competitiveness 
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7. Other Issues 
 

a. Erosion of English 
b. Uncontrolled population growth 
c. Amendment of investment laws 

 

 

 

 

d. Research and Development initiatives 
e. SME Unified Lending Opportunities for National Growth (SULONG)  

                  designed for SME lending and guarantee 
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