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PREFACE 
 
 
The Philippine Economic Update provides an update on key economic and social developments 
as well as policies over the past 6 months. It also presents findings from recent World Bank 
studies on the Philippines. It places them in a longer term and global context, and assesses the 
implications of these developments and policies on the outlook for the Philippines. Its coverage 
ranges from the macro-economy and financial markets to indicators of human welfare and 
development. It is intended for a wide audience, including policymakers, business leaders, 
financial market participants, and the community of analysts and professionals engaged in the 
Philippines. 
 
The Philippine Economic Update is a report of the World Bank’s Macroeconomics and Fiscal 
Management (MFM) Global Practice Team. The macroeconomic sections were prepared by 
Paul Mariano (Research Analyst and Task Team Leader), Joseph Louie Limkin (Research 
Analyst), Christina Epetia (Research Analyst), and Christine Ablaza (Research Assistant) under 
the guidance of Karl Kendrick Chua (Senior Country Economist), Rogier van den Brink (Lead 
Economist and Program Leader), and Mathew Verghis (Practice Manager). The medium-term 
reform agenda section was prepared by Karl Kendrick Chua. Secretarial and publication support 
by Maria Consuelo Sy (Program Assistant) and Ayleen Ang (Team Assistant) are gratefully 
acknowledged. 
 
The Manila Communications Team, comprising Leonora Gonzales (Senior Communications 
Officer), David Llorito (Communications Officer), Justine Letargo (Online Communications 
Officer), and Geralyn Rigor (Program Assistant), prepared the media release, dissemination, and 
multimedia products for the web. 
 
The report benefited from the advice, comments, and views of various stakeholders in the 
World Bank, the Government, business, labor, academe, and civil society. The team is very 
grateful for their time and inputs. 
 
The findings, interpretations, and conclusions expressed in this Update are those of World Bank 
staff and do not necessarily reflect the views of its management, Executive Board, or the 
governments they represent. 
 
To be included in the email distribution list of the 

mailto:msy@worldbank.org
mailto:pmariano@worldbank.org
mailto:dllorito@worldbank.org
http://www.worldbank.org/ph
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Typhoon reconstruction 
 
6. Areas affected by Typhoon Yolanda have moved from relief to reconstruction efforts. 
After tackling the initial relief phase, the focus has now shifted to accelerating the 
implementation of reconstruction spending. The Government responded quickly to the 
typhoon when it rolled out immediate humanitarian aid and rapidly preparing by end-2013 the 
“Reconstruction Assistance on Yolanda (RAY),” a strategic plan to guide recovery and 
reconstruction in affected areas. A core principle guiding the reconstruction effort is the 
commitment to “build back better.” This takes into account the “new normal” of climate- 
change aggravated weather related shocks. 
 
7. The National Government (NG) has secured adequate fiscal space (PHP 162 billion or 
around 1.4 percent of GDP) in the 2013 and 2014 budgets to support the reconstruction 
phase for areas affected by Typhoon Yolanda, the Bohol Earthquake, and other s.1 5,5-411<06H1 0 , e
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On the other hand, bond prices6 remained depressed given rising interest rates (Figure 8). In 
May, Standard & Poo
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exposures.10 Apart from macroprudential measures to contain exposure to real estate, other 
banking sector reforms are underway. The most notable reform is the full liberalization of the 
banking sector, which allows up to 100 percent foreign participation in the domestic banking 
industry. 
 
Figure 10. Money supply growth 
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Customs (BOC) as well as more stringent requirements for import accreditation appear to be 
producing results, as its collection improved by 25.7 percent. 
 
18. The fiscal stance of NG remained broadly sustainable given low fiscal deficit and a 
manageable debt profile. Higher revenue provided more fiscal space for NG to increase overall 
spending, notably in infrastructure. With 12-percent growth in spending, fiscal deficit in Q1 
increased to PHP 84 billion (3 percent of Q1 2014 GDP), compared t
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PROSPECTS, RISKS, AND POLICIES 
 
19. Strong macroeconomic fundamentals, along with sound fiscal and monetary policies, 
would continue to support growth in the near-term while further structural reforms would 
al
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next 2 years. Finally, an acceleration of the planned 
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24. Given concerns about the external environment, capital flow reversals and volatilities 
cannot be ruled out.16 Emerging markets, such as the Philippines, remain vulnerable to 
headwinds from global financial sector adjustments. Tighter global financial conditions over the 
next 5 years is inevitable given monetary policy normalization in high-income economies. This 
implies weaker financial flows and rising costs of capital for developing countries. Moreover, 
political tensions discussed above are also sources of capital volatility for the Philippines. 
 
25. Monetary policy tightening and greater use of macroprudential measures would be 
warranted to buffer risks to price and financial stability. CPI inflation is projected to reach the 
ceiling of the central bank’s 3 to 5 percent target. Upward inflationary pressures would come 
from strong credit expansion and rising food and fuel prices. Food supply could remain tight 
throughout 2014 due to poor harvests on account of weather-related disturbances and could 
be exacerbated by droughts due to El Niño. In addition, because rice is a basic consumption 
necessity with inelastic demand, mistiming the importation of rice
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growth. Accelerating the current reform momentum would help the country yield additional tax 
revenues to create the fiscal space needed to enhance growth in 2014 
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MEDIUM-TERM AGENDA: 
TAX REFORM PACKAGE FOR MORE INCLUSIVE GROWTH19 

 

 
Why raise tax revenues? 
 

29. The Philippine economy has managed to sustain higher growth for over a decade now. 
From 2004 to 2013, average growth of GDP per capita reached around 3.4 percent, much 
higher than the historical average growth rate of 1.4 percent from 1950 to 2003. The medium-
term growth prospects for the Philippines are good. The country has weathered the impact of 
the financial crisis and global slowdown quite well in the last 5 years, given its strong 
macroeconomic fundamentals—the result of past and ongoing reforms in the financial and 
public sectors. The country’s strong growth record, robust external accounts, low and stable 
inflation, and improving fiscal condition (Figures 11 to 14) have brought back investor 
confidence and were globally recognized with credit rating upgrades to investment grade in 
2013. 
 
30. However, until recently higher growth has not translated into more and better job 
creation and poverty reduction. The rates of unemployment and underemployment remain 
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Figure 11. Growth was higher in the last decade. Figure 12. Current account surplus was 

maintained in the last decade. 
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Figure 15. Going forward, the country faces an enormous jobs challenge. 

 

 
 

 
33. More and better jobs can be created by accelerating reforms that protect property 
rights, promote more competition, and simplify regulations, while sustainably ramping up 
public investments in infrastructure, education, and health.22 However, fiscally sustainable 
increases in investment levels are possible only through a combination of more efficient 
government spending, increased revenues from new tax policies, and improved administrative 
measures. With these reforms, the private sector will have the incentive to invest more and 
create jobs, and the Philippines can attract more investments from within and outside the 
country.  
 
34. A unique window of opportunity exists today to accelerate reforms that will help 
create more and better jobs. The country is benefiting from strong macroeconomic 
fundamentals, political stability, and a popular G
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achievement level remained poor for mathematics and science. According to the 2003 Trends 
in International Math and Science Study, the average test score of Filipino eighth graders was 
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Figure 19. Philippine 
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SEPs paid taxes and the average income declared by SEPs was not far from the income of a 
minimum wage worker. According to the Government, successful implementation of this 
campaign can generate up to 2 percent of GDP in tax revenues without raising tax rates. 
 
44. However, relying solely on tax administration reforms may not yield the expressed 
revenue target by 2016, making the country fall short of its development targets. The Aquino 
Administration has laudably collected around 1.2 ppt of GDP in additional taxes from improved 
administration and higher growth in the last 4 years. Assuming that high growth is sustained 
and the pace of administrative effort accelerates over the next 2 years, the Government will be 
able to collect another 1 ppt of GDP in taxes without tax policy reform (Table 5). While this 
would easily count as a significant accomplishment, tax effort would still fall short of the 
expressed target of 16 percent of GDP by 2016. More importantly, it will still fall short of the tax 
revenue target needed to sustain inclusive growth (i.e., 20 percent of GDP). 

 
Table 5. Accounting for the tax effort accomplishment and the remaining challenge 

 Tax effort  
(percent of GDP) 

Baseline tax effort in 2010 12.1 
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i. Rationalize tax incentives by making them more transparent, performance-based, 
and temporary, and enact a tax expenditure ceiling to plug systemic leakages in the 
tax system, level the playing field, and raise revenues.  

ii. Reduce the number of VAT exemptions (e.g., cooperatives, power transmission, and 
selected inputs and imports) to reduce leakages and improve the administration of 
the VAT. Vulnerable groups can be better protected using the national household 
targeting system for poverty reduction.  

iii. Centralize the valuation of real properties and, if needed, levy a national surtax of up 
to 2 percent on real properties to improve the equity of the tax system. The 
increased burden of this tax can be reduced by eliminating the estate tax, which is 
very hard to collect in practice, and reducing the transfer tax. 

iv. Index petroleum excise taxes (which are frozen since 1996) to boost revenues and 
improve the overall progressivity of the tax system, as the top 10 percent of the 
population consumes almost 60 percent of total petroleum.28 In the short-term, 
given high fuel prices, a formula-based approach can be used to automatically raise 
excise taxes once fuel prices fall below a pre-determined retail price (e.g., PHP 50 
per liter).  

 
47. By 2015, only after revenue-enhancing measures are in place, a comprehensive tax 
reform to broaden the base and reduce the rate can be considered. This would help simplify 
and improve the efficiency and equity of the tax system. The end goal is to make the tax system 
more responsive to investment and job creation.29 With political feasibility in mind, this 
package of reforms could include the following:  
 

i. Reduce the corporate income tax rate from 30 to 25 percent while increasing the 
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48. While gains from a comprehensive tax reform will not be realized overnight in the 

http://www.dole.gov.ph/fndr/bong/files/2010%20SALN%20OF%20OFFICIALS%20(WEBSISTE)%207-15-11.pdf
http://nlrc.dole.gov.ph/?q=node/91
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vi. Institutionalize the recording and public reporting of key performance indicators to 
allow the public to track the performance of the BIR and BOC. 

vii. Strengthen BOC’s efforts to curb smuggling by inspecting all outward movements of 
goods from special economic zones. 

 
51. Ongoing reforms to improve public financial management (PFM) need to be 
strengthened and institutionalized. The Government has embarked on several reforms to 
institutionalize evaluation of government programs and budget items (e.g., CCT, lump sum 
funds), improve agencies’ absorptive capacities, and enhance transparency and accountability 
of the budget process, such as public posting of budget reports, harmonizing the budget chart 
of accounts across agencies, and promoting open data. These reforms need to be further 
strengthened and institutionalized. 
 
52. Successful PFM reforms would allow the public to see more tangible improvements in 
governance and convince them that their taxes are being spent wisely. This crucial reform 
would help make a better case for tax policy reforms. Successful implementation of public 
sector reforms would allow the country to increase public investment and pro-poor spending 
and take advantage of new opportunities arising from the global economic rebalancing, given 
rising production costs in the rest of the region, including China. 
 

Selected references 
 
Department of Budget and Management. 2014. P32-B in total Yolanda aid released as of mid-
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SPECIAL FOCUS 

China’s slowdown and rebalancing: How the Philippines can still benefit 
 
 
China’s impressive growth record and its recent slowdown 
 
1. Over the last 3 decades, China’s economic performance was unprecedented both in 
terms of pace and scale.34 
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and tourism channels. It ends by discussing the opportunities of China’s deceleration for the 
Philippines. 
 
 
The Link between China and the Philippines 
 
Exports and imports 
 
5.  
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Overseas worker remittances 
 
9. Unlike the US and the Middle East for instance, China is not a major source of 
remittances for the Philippines. Between 1998 and 2008, remittances from Overseas Filipino 
Workers (OFW) in China averaged only USD 2.3 million per year. This is equivalent to only 0.02 
percent of total remittances received during the same time period. However, since 2008, there 
has been a significant increase in workers’ remittances from China (Figure 26). The biggest 
increase occurred in 2012 when remittances grew more than three-fold from USD 23 million to 
USD 94 million. The surge in remittances was driven by strong demand for skilled and 
professional workers, such as teachers and engineers, as well as artists and performers. 



http://www.sunstar.com.ph/cebu/business/2013/12/08/cruise-ships-bring-tourists-317820
http://asia.nikkei.com/Politics-Economy/International-Relations/What-territorial-dispute-Chinese-tourists-enjoy-the-Philippines-anyway
http://asia.nikkei.com/Politics-Economy/International-Relations/What-territorial-dispute-Chinese-tourists-enjoy-the-Philippines-anyway
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Opportunities for the Philippines 

12.  However, China’s slowdown also presents an opportunity for the Philippines. With 
rising wages and production costs in China, territorial disputes, and the formation of the ASEAN 
Economic Community in 2015, investors will begin to seek new destinations for their labor-
intensive, export-oriented businesses.43 The Philippines stands to benefit and move up the 
global value chain, if it can provide relatively cheaper labor to produce goods and services of 
the same or better quality.  
 
13. As China rebalances towards consumption-led growth, the Philippines could expand 
its export portfolio to China from capital goods and parts to consumer goods. China’s 
rebalancing from an investment-led economy to one that is driven by consumption calls for its 
trade partners to diversify exports towards consumer goods. At 
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Table A.2. National Government cash accounts (GFS basis) (2010 to 2014) 

   

2010 2011 2012 2013

WB proj.

Revenue and grant 13.4 14.0 14.5 14.9 15.2

Tax revenue 12.1 12.3 12.9 13.3 13.6

Net income and profits 5.4 5.9 6.1 6.2 6.2

Excise tax 0.7 0.7 0.7 1.0 1.0

Sales taxes and licenses 2.4 2.4 2.7 2.7 2.8

Others 0.7 0.7 0.7 0.7 0.7

Collection from Customs 2.9 2.7 2.7 2.6 2.9

Nontax revenue1 1.3 1.6 1.6 1.6 1.6

Grant 0.0 0.0 0.0 0.0 0.0

 

Total expenditure 17.0 16.1 16.9 16.4 17.2

Current expenditures 13.8 13.3 13.6 13.3 12.9

Personnel services 5.2 5.1 5.1 5.0 5.2

MOOE 2.0 2.1 2.4 2.5 2.8

Allotment to LGUs2 2.4 2.4 1.9 2.1 2.0

Subsidies 0.2 0.5 0.5 0.6 0.1

Tax expenditures 0.5 0.3 0.5 0.2 0.2

Interest payment 3.4 3.0 3.1 2.9 2.6

Capital outlays 3.1 2.6 3.2 3.0 4.1

Net lending 0.1 0.2 0.3 0.1 0.2

Balance (GFS definition) -3.6 -2.1 -2.4 -1.5 -2.1

Balance (GOP definition) -3.5 -2.0 -2.3 -1.4 -2.0

Primary Balance (GFS) -0.2 0.8 0.7 1.4 0.6

Memorandum items

Privatization receipts (PHP billions) 0.9 0.9 0.0 0.2 0.0

CB-BOL interest payments (percent of GDP) 0.1 0.1 0.1 0.2 0.1

Nominal GDP (PHP trillion) 9.0 9.7 10.6 11.5 13.1

Source: Department of Finance, Bureau of Treasury, and  Department of Budget and Management, WB staff calculations

1 Excludes privatization receipts (these are treated as financing items, in accordance with GFSM).

2014

(in percent of GDP, unless otherwise stated)


