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EXECUTIVE SUMMARY

Recent economic and policy developments

Despite Typhoon Yolanda and a string of natural disasters throughout 2013, Philippine
economic growth accelerated to 7.2 percent in 2013. Underlying this remarkable
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support domestic demand and shield the economy from the persistent weaknesses of
the global economy.

Higher growth was underpinned by the robust performance of consumption and
services, and supported by the expansion of investments and manufacturing. As in
previous quarters, sustained inflow of remittances fueled private consumption, which
grew by 5.6



Prospects, risks, and policies

Amid the challenging global environment and the impact of Typhoon Yolanda, the
Philippines is likely to sustain high growth in the medium-term. The damage brought



the typhoon, of which



proposing additional insurance and investment mechanism to build resilience and
ensure against catastrophic shocks, and iv) at the international level, by participating in
international partnerships to support increased resilience. Such an integrated strategy
has +SG DZIGYHAL 12 0IGAHL) $WDAZIG +SG WSHRPDSYGE AGEGYDG +2 YARZAAI ESCAEHGAE and
integrate existing disaster risk management programs into a single coherent framework.

Medium-term agenda: Working together to address the jobs challenge

Notwithstanding higher growth in recent years, poverty incidence, according to official
statistics, declined only moderately between 2009 and 2012. In December 2013, the
National Statistical Coordination Board (NSCB) reported that poverty incidence of the
population barely improved from 26.3 percent in 2009 to 25.2 percent in 2012,
suggesting that the gains from higher growth were not fully benefiting the poor. In
addition, more frequent occurrences of calamities owing to climate change have pushed
millions of Filipinos into poverty.

Underlying the slow progress in poverty reduction is the lack of good jobs, which could
have reduced the vulnerability of millions of Filipinos who are the likely victims of
calamities. As of 2012, 10 million Filipinos were either unemployed (three million) or
underemployed (seven million). In addition, around 1.15 million Filipinos enter the labor
force every year from 2013 to 2016. However, only a fourth of them find good jobs in
the country. The remaining three-fourths or 910,000 find jobs abroad, exit the labor
force, become unemployed, or join the ranks of millions of underemployed workers in
the informal sector. All in all, 75 percent of workers or around 28 million Filipinos



sector will have the incentive to invest more and create jobs, and the country can
AHIADE WZ3G §YIGERVGYEE AE 156 GDZYZWiD AGAAIAYBEYO §Y +SG NZAIE € WZet ELYARD
region takes place. An initial assessment of a new dataset on trade in value-added
suggests that the Philippines is well-positioned to further enhance its participation in
the 4GOSZY € supply chains.

To increase the chances of success, broad reform coalitions — that is, multi-sectoral
group



RECENT ECONOMIC AND POLICY DEVELOPMENTS

Output and demand

1. Despite Typhoon Yolanda and a string of natural disasters throughout 2013,
the Philippine economy managed to grow at a remarkable 7.2 percent. The immediate
impact of Yolanda was less severe than initially projected. After growing by 7.4 percent
in the first three
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growth of the services sector. Manufacturing also grew strongly at 10.5 percent. The
strong domestic demand for food, chemical products, furniture and fixtures,
DZWWZYPAKZY GAZDWGYE dAH WGHAI DAZEZDEE dZZLGE 1SG EGPHZTE GHDAYEZY
despite negative growth in textile, garments, petroleum and other fuel products, and
transport equipment. Agriculture barely contributed to growth as production of major
crops, such as corn,
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Poverty and employment

5. Notwithstanding higher growth, poverty hardly declined between 2009 and
2012. In December 2013, the National Statistical Coordination Board (NSCB)® reported

12



forging strong reform coalitions that will support practical reforms to create more and
better jobs.

Figure 5. Poverty reduction was very slow despite
higher growth in recent years.

Figure 6. Regional disparities of poverty are huge.

Figure 7. Employment generation remained
relatively weak in October 2012 and October 2013,
leading to slow progress in poverty reduction.

Figure 8. While improving in recent months, the
rates of unemployment and underemployment
remained structurally high.

Typhoon Yolanda

Impact of Typhoon Yolanda

8.

The Filipino people’s vulnerability to poverty and the negative consequences of

13




people in 381 evacuation centers and around four million people outside evacuation
centers. The Government reported 6,201 fatalities and 1,785 persons missing. A total of
1.1 million houses were damaged, of which close to 551,000 were totally destroyed.’
While nine out of $SG DZZYHLS € 17 regions were affected, four regions bore the brunt of
the typhoon: Western, Central, and Eastern Visayas, and the MIMAROPA Region.?
Within these regions, the provinces of Eastern Samar, Western Samar, Leyte, Biliran,
northern Cebu, Occidental Mindoro, Negros Occidental, Capiz, Aklan, Romblon, and
northern Palawan already among the poorest provinces in the Philippines were the
worst affected.’

9. The typhoon severely affected the local economies, which is likely to have
long-lasting consequences. The loss of capital and assets, and disruption in electricity
and irrigation services, have led to the collapse of local economies in the severely
affected areas. The long-term risks include i) a sustained increase in unemployment and
underemployment, ii) a rise in poverty levels in the absence of social safety nets, and iii)
a deterioratio
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Box 1. Value-added of Philippine exports

In the May 2013 release of the Trade in Value-
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industry, contain about 50 percent in imported inputs, mostly from the US and China. Of the domestic
inputs, services (i.e., wages) account for some 13 percent. The majority of capital-intensive
manufacturing industries have low shares of domestic services in gross exports (Box Figure 1.3). This also
means that these industries provide few jobs for the domestic economy.

The TiVA statistics also show that half of all imported inputs are directed to export production.
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remained high at USD 80.3 billion, enough to cover 11.5 months of imports or 5.7 times
¥SG DZZYHLS € €SZt-term external liability by residual maturity®® (Figure 12).

Financial markets

23. Like other emerging markets, Philippine financial markets experienced large
volatilities as investors respond to the planned tapering of the US stimulus program.
Thailand (Figure 13). After reaching a historic peak of 7,392 points in May 2013, sharp
foreign sell-off of stocks dragged down the Philippine Stock Exchange Index (PSEi) by
nearly 30 percent. The increase in interest rate differentials caused foreign investors to
adjust their portfolios, reducing the prices of local bonds. For instance, the bond prices
of the benchmark ROP 2032 and ROP 2034 (i.e., government external debt papers)
declined by 20 percent (Figure 14). Sovereign spreads reached a high of 229 basis points
(bps) in June 2013, a two-fold increase from the beginning of the year, and remained at
elevated levels in the remainder of 2013. Treasury bill rates also increased from their
record lows in October.™ The outflow of portfolio investmeY# DZVHBJZIGE 17 +5G DGEZ €
12-percent nominal depreciation by year-end. However, in real effective terms,* the
peso has been appreciating relative to its regional competitors (Figure 15) and this could
pull down the growth of exports in goods and services (inclu483.34 43(go)8b(erv)-353(aP0s)-5()11(

reituanc

21



record low of 2.1 percent in August, inflation gradually accelerated in the following
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26. Given low inflation, monetary policy remained accommodating, with policy
rates maintained at record lows. The Monetary Board kept the overnight borrowing
and lending rates at 3.5 and 5.5 percent, respectively, since October 2012. To fuel
domestic demand, the rate of the special deposit accounts (SDA) was cut thrice by a
total of 150 basis points. Moreover, the Monetary Board tightened rules on the SDA
facility by limiting acce€€ ZYil +Z dAYUE peso trust accounts
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Fiscal policy

28. National Government (NG) spending was supported by strong growth in
infrastructure spending despite slowdowns in other spending categories. In 2013, NG
spending grew by six percent and was equivalent to around 94 percent of the PHP 2
trillion budget. Improved disbursements in the Department of Public Works and
Highways (DPWH) pushed up infrastructure spending by around 15 percent. Subsidies to
GOCCs increased significantly, with the PhilHealth program for indigents and the
of the increase. Other spending categories, however, decelerated in the last two
quarters of 2013.

29. On the revenue side, overall tax collection continued to improve. In 2013, NG
revenue expanded to PHP 1.7 trillion, or about 12 percent higher than the same period
last year. Tax collection improved to 13.3 percent of GDP from 12.9 percent of GDP in
2012, with the Bureau of Internal Revenue (BIR) accounting for more than two-thirds of
total tax revenues and collecting 15 percent more taxes. Following the implementation
Z1 1SGESY HAE_(AIl incremental excise taxes on tobacco and alcohol reached PHP 51.5
billion (0.4 percent of GDP). In contrast to the sustained performance of the BIR, tax
collection by the Bureau of Customs (BOC) increased by only five percent in the same
period.

30. Improvement in tax administration measures remained the main vehicle for
generating higher revenues. Through the Run After Tax Evaders (RATE) Program, the
number of tax evasion cases under the Aquino Administration totaled to 212 as of
January 2013, compared to only 23 in 2010.* The BIR targets to increase the number of
self-employed individual taxpayers (SEIT) from 402,000 to 1.8 million and to reach a PHP
200,000 average tax collection per SEIT. Key programs to achieve the targets include
systematic information sharing with other government offices, and encouraging citizens
to report tax evaders, smugglers, and corrupt BIR and BOC officials.'® Tax compliance is
also being improved by increasing the coverage of the withholding tax system such as
mandating hospitals and health maintenance organizations to withhold taxes from
doctors. In an effort to raise estate tax collections to PHP 50 billion by 2016, the BIR is
now strictly requiring tax clearances before changes in ownership of properties can be
registered. Finally, the Department of Finance (DOF) and the BIR launched a weekly
media campaign DAIGE dAt €AS to compare taxes paid by leading establishments
and their popularity rankings, as well as taxes paid by various occupations, in a bid to
raise tax compliance.?

8 DOF provides information on RATE cases in http://perangbayan.com/.

19 Citizens can report officials who are involved in graft, improper action, negligence, lavish lifestyle, and
other illegal practices §Y K& € DZMAI At http://perangbayan.com/.

20y GiAWDIG ZT 1S i #56Ts your favorite restaurant a top taxpayer in Pasig City?” ad in leading
newspapers, also available in http://www.dof.gov.ph/?p=8090. Other recent updates on Tax Watch are
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3L Rampant smuggling and weak customs revenue collection have led to a
revamp in the BOC. In September 2013, the President replaced all the deputy
commissioners with new officials recruited from the private sector and other
government agencies. Moreover, the Secretary of Finance has ordered the detail of 27
senior officials of the
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Figure 19. NG debt to GDP ratio projection with a
growth shock.

Figure 20. NG debt to GDP ratio projection with an
interest rate shock.
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PROSPECTS
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36. Over the medium-term, growth of above six percent can be sustained through
an acceleration of infrastructure spending. High growth can be sustained at above six
percent if the planned doubling of infrastructure spending from 2.5 to five percent of
GDP by 2016, as announced by President Aquino in his 2013 State-of-the-Nation
Address, materializes (Box 2). The planned infrastructure investments are ambitious and
will require sustained growth in revenues, and focused and improved coordination and
collaboration between various government agencies.
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include i) the Metro Manila Integrated Transport System, which would help reduce traffic congestion, ii)
other key tourism infrastructure under the Sustainable Tourism Destination Infrastructure Program,”
and iii) +56 GOATWGYH ZT YGIOL ¢ APBGIGAAIGE Sitio”” Electrification Program, which is expected to
benefit 36,000 sitios.

Aside from higher infrastructure spending from the budget, the Government
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Table 1. Impact of infrastructure spending on 2014 GDP growth
Infrastructure spending

Percent of GDP Growth GDP growth
25 35 6.1
2.7 11.4 6.2
2.9 19.6 6.4
3.1 28.3 6.6

Source: World Bank staff estimates

39. Other downside risks to growth could come from a slower global recovery, the
end of quantitative easing in the US, and potential supply “bubbles” in the real estate
industry. Slower recovery in high income countries would translate into lower external
products. While growth in high income countries is projected to improve to 2.2 percent
in 2014,% there are still uncertainties around its sustainability. However, even if global
03Z 114S $WPAZIGE, #SG DZZVHILY € S4ZY0 GiipSAYOG AAKG §Y AGAl GTIGBKIG #Gawe AVE #SG iADU
of diversification in key exports could undermine growth of external demand.
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percent, and this does not include lending through shadow banking (e.g., in-house
financing provided by real estate developers). Shadow banking in the Philippines is
GERWAIGE At WZdG #SAY A +S8E ZT +SG bZZYHdLr € +Z4Al Tinancial assets. This is quite large
relative to other developing countries, making it a significant source of risk to financial
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46.
end of

Prices and monetary policy

CPI inflation is expected to accelerate to around 4.5 to five percent, at the high
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49, On tax policy, enacting a fiscal incentives rationalization law should be the top
priority.*” This would allow the Government to plug systemic leakages in the tax system
(which amount to at least one percent of GDP), level the playing field, and raise
revenues by up to two percent of GDP over the long-term. The law should strive to put
in place key principles for the granting of fiscal incentives, such as: i) a maximum
duration followed by automatic withdrawal, ii) clear and measurable criteria for the
granting of incentives and the monitoring of their performance during the period when
these incentives are in place, iii) automatic withdrawal of incentives if performance
standards are not met, iv) full fiscal transparency and annual reporting of a tax
expenditure statement, and v) veto power by the Secretary of Finance on both the
granting of individual incentives as well as the total value of incentives to be given in any
given year. Particular attention is needed in reducing tax incentives for domestic firms,
given the high rate of redundancy, and for Philippine Economic Zone Authority (PEZA)-
accredited buildings, which often include many establishments that cater primarily to
the domestic market and not to exports.®

50. On tax administration, current efforts to improve tax compliance need to be
sustained while the overhaul of customs administration needs to be accelerated.
Alongside current efforts to reorganize the BOC (as discussed above), curbing smuggling
by inspecting all outward movements of goods from all special economic zones is crucial
to plug tax leakages from smuggling, which is estimated by the Department of Finance
to reach around two percent of GDP. Collecting just half of the forgone revenues from
smuggling, or around PHP 110 billion, can significantly boost the *ZI1GIYWGYF € anti-
poverty program. For instance, allocating PHP 110 billion to the conditional cash
transfer prograw DAY DZ4GYHAIL GIAEDALG $SG DZZYHL! € poverty income gap.*®

51. In the medium-term, a comprehensive tax reform to lower tax rates, broaden
the tax base, and simplify procedures is needed. Such a reform would enhance the
GAZH) GITPGYBL] AYE #SG AEWAYSCHIAKIG GASG ZT 1SG DZZYHLS € HAd ELEKGW This Update'€
section on the medium-term reform agenda discusses a menu of tax policy and
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BUILDING BACK BETTER AFTER TYPHOON YOLANDA

Reconstruction Assistance on Yolanda (RAY)

54. Recognizing the importance of a quick start to the recovery process, the
Government prepared in December 2013 the “Reconstruction Assistance on Yolanda
(RAY),” a strategic plan to guide recovery and reconstruction in the affected areas.
Using the best available data as of mid-December 2013, RAY provides a preliminary
assessment of damages, loss, and needs covering four sectors: infrastructure, economic,
social, and the government. It also provides a framework for implementation, including
budget estimates for the 2014 reconstruction program.

55. RAY estimates the value of damaged physical assets — both public and private —
at PHP 424 billion (3.7 percent of GDP). The bulk of the damage is found in the housing
sector, at almost PHP 300 billion (2.6 percent of GDP). Disruptions to production, sales,
and income amount to around PHP 147 billion (1.3 percent of GDP). Total damage and
losses combined are estimated at PHP 571 billion (4.9 percent of GDP).

56. The Government estimates preliminary recovery and reconstruction costs,
both public and private expenditure, at PHP 361 billion (3.1 percent of GDP). Over half
of the needs arise in the housing sector at over PHP 183 billion (1.6 percent of GDP).
This initial estimate is likely to increase as it covers only 85 percent of the estimated
damage, and a dZ{E dAPU dGHGE_ cHIAKGOL £200Gete 1SA AGBZIGAL costs could be 30
percent higher than the estimated total damage. This implies that housing costs may
ultimately exceed current estimates by over PHP 200 billion (1.7 percent of GDP).

57. RAY proposes a PHP 125 billion budget (1.1 percent of GDP) in 2013 and 2014
to fund the reconstruction effort. Over 70 percent of this expenditure is budgeted for
2014. Shelter and resettlement programs amount to PHP 73 billion, followed by
education and health services at PHP 22 billion, and infrastructure at PHP 10 billion.
Smaller but significant amounts are also allocated to crops, livestock, and fisheries (PHP
8 billion), livelihoods and enterprises (PHP 4 billion), local government assets (PHP 4
billion), and social protection (PHP 3 billion).

58. The cost of the reconstruction program in 2014 is likely to increase as the
needs assessment is refined and policy decisions are reached. For example, Z Z'¢€
estimate of PHP 3 billion in social protection expenditure in 2013 and 2014 is only
around one fifth of the total estimated needs for social protection. Similarly, planned
government expenditure on shelter and resettlement in 2013 and 2014 covers only one
quarter of the estimated damage. This would leave a large gap to be funded by
households ~ many of which are living in poverty = or by
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59. The RAY proposes that the reconstruction needs will be financed by a
combination of government funding and a multi-donor trust fund currently under
development. The 2014 national budget includes PHP 20 billion for a Rehabilitation and
Reconstruction Program to address damage caused by Yolanda and other disasters, and
another PHP 80 billion for reconstruction from the un-programmed fund (i.e., standby
funds approved under the budget law that can be disbursed only if incremental
revenues are identified). The Government is also working with the Asian Development
Bank and the World Bank to establish a multi-donor trust fund that will mobilize
resources from a range of development partners.

Sustainable reconstruction after Typhoon Yolanda
60. To significantly boost the country’s resiliency to natural disasters, the recovery
and reconstruction phase needs to be guided by a number of core principles and good
practices. These are summed up as follows: i) assets and livelihoods need to be rapidly
restored, ii) infrastructure and physical assets need to be rebuilt to withstand future
disasters, and iii) temporary jobs need to be provided to narrow the income gap. Box 4
summarizes 10 important lessons on reconstruction after disasters.

Core principles

61. The fundamental principle for sustainable reconstruction is that the strate5
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planning and design of roads and bridges need to include resilience to location-specific
natural hazards, in accordance with their strategic classification.

69. To facilitate relief operation and reconstruction, reliable information on roads
and bridges is needed immediately in the event of a disaster.

40
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households, and ii) using an automated database for quick registration and immediate
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The two factors that determine the success or failure of the reconstruction program are i) the
damage assessment and ii) the reconstruction policy.

Owner-driven reconstruction works best. It is the most empowering and dignified approach, but
it requires i) training and technical assistance, ii) updating codes, iii) mechanisms to regulate
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budget to execution and is the first step towards an Integrated Financial Management
Information System (IFMIS). However, it has yet to be fully adopted by all government
agencies. This means that budget allocation and transaction systems remain separate,
and there is no consistent reporting approach across the government agencies. In
practical terms, tracking Yolanda reconstruction will require new practices and
processes. It will be far more complex than simply creating a database to collect existing
information.

83. The Government is committed to an open and accountable process for post-
Yolanda reconstruction. It launched the online Foreign Aid Transparency Hub (FAITH)
within three weeks of the typhoon to track foreign contributions, and the Department
of Budget and Management issues regular updates on Calamity Fund releases. It has
expressed a desire to also report publicly #SG PdZ0aGee Z1 #SG *ZIGIYWGYF¢E
reconstruction and outcomes of allocated public funding.

84.
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(data.gov.ph) can be used to disseminate information on progress in rebuilding after
Yolanda, for example in the form of a Reconstruction Watch portal.

Disaster risk financing and insurance framework

88. Typhoon Yolanda has underscored the extreme vulnerability of the Philippines
to weather-related disasters amplified by climate change. The Philippines has
historically suffered from a high rate of natural disasters, but climate change is giving
rise to even
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MEDIUM-TERM AGENDA:
WORKING TOGETHER TO ADDRESS THE JOBS CHALLENGE

Development challenge Response of the government
“The most crucial failure of | “A government that prioritizes jobs that
Philippine development strategy | empower the people and provide them with
lies in its employment record.” | opportunities to rise above poverty” (excerpt
(Krugman et al. 1992) from President Aquino’s “Social Contract” with
the Filipino people)

94.  The central policy challenge facing the Philippines is how to accelerate
inclusive growth — the type that creates more and better jobs and reduces poverty. So
TAQ +Si¢ SAE PAZIGY +Z dG GiZesIG WASYIL) dGPAZEG ZT 456G DZZYHL! € (ZY0 SiekZdl) ZT bZikpL)
distortions that have slowed the growth of agriculture and manufacturing in the last six
decades. Instead of rising agricultural productivity paving the way for the development
of a vibrant labor-intensive manufacturing sector and subsequently of a high-skill
services sector, the converse has taken place in the Philippines. Agricultural productivity
has remained depressed, manufacturing has failed to grow sustainably, and a low-
productivity, low-skill services sector has emerged as the dominant feature of the
economy. Lack of competition in key sectors, insecurity of property rights, complex
regulations, and severe underinvestment by the government and the private sector
have led to this growth pattern, which is not the norm in the East Asia region. More
importantly, this anomalous economic growth pattern has not provided good jobs to the
majority of Filipinos and has led to a substantial out-migration of many of its best and
brightest people.*?

The jobs challenge
95. The Philippines faces an enormous jobs challenge. Good jobs  meaning jobs

that raise real wages and bring people out of poverty  need to be provided to around
10 million Filipinos who were either unemployed*® (three million) or underemployed*

*2 For instance, the exodus of Filipino scientists and engineers increased from about 10,000 in 1998 to
about 25,000 in 2009 according to the Philippine Overseas Employment Administration.

** Unemployment is defined to include workers who are 15 years old and over, and are reported as: i)
without work and currently available for work and seeking work, or ii) without work and currently
available for work but not seeking work for the following reasons: a) tired/believe no work is available, b)
awaiting results of a job application, c) temporarily ill/disabled, d) bad weather, and e) waiting for
rehire/job recall.

“ Underemployment is defined to include all employed persons looking for more work. Visible
underemployment includes persons working less than 40 hours per week while invisible
underemployment includes persons working 40 hours or more per week.
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(seven million) as of 2012, and to around 1.15 million potential entrants to the labor
force* every year from 2013 to 2016. That is a total of around 14.6 million jobs that
need to be created by 2016. In addition, better jobs need to be provided to another 21
million Filipinos who are informally employed.* All in all, informal workers comprise
about 75 percent of total employment or 28 million.*’

96. Every year in the last decade, only about a fourth of the potential entrants to
the labor force get good jobs. Of the 1.15 million potential entrants to the labor force,
slightly less than half have college degrees. Of the 500,000 college graduates every year,
240,000 can be absorbed in the formal sector, such as business process outsourcing
(BPO) (52,000) and manufacturing (20,000). About 200,000 find jobs abroad, and around
60,000 will be unemployed or exit the labor force. The remaining 650,000 entrants, of
which around half have high school degrees, have no other option but to find or create
work in the low-skill and low-pay informal sector.

97. Higher growth can provide more Filipino workers with good jobs. Under the
current high growth scenario and the removal of key binding constraints in fast-growing
sectors (e.g., skills constraint so that the BPO industry can accelerate its annual growth
from 20 to 30 percent, and power and other constraints so that the manufacturing
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99. This section tells the Philippine story as seen through the jobs lens. It analyzes
1SG DZIPL) ESCHZAKZYE +SA IGE 17 4SG DZZYHLI € NGAU GWBIZLUWGYH AGDZAE, Si0SKOSHE 456
unique window of opportunity where government, business, labor, and civil society can
work together and agree on an agenda on job creation, and outlines a number of
recommendations which reform coalitions can consider to put the country on an
irreversible path of inclusive growth and address the jobs challenge.

The Philippine development story

100. The Philippines enjoys a wide range of assets to draw upon for its
development. Government, business, and academia benefit from world-class talent,
and the large number of Filipino workers overseas reflects international demand for its
highly competitive labor force. Being located in the dynamic East Asia region, the private
sector is well-positioned to exploit trade and investment opportunities. The country
benefits from political stability, a free press, and an active civil society that has been an
important agent for change. It is also currently benefiting from sound macroeconomic
policies and a popular government that many see as committed to improving the lives of
the people.

101. In spite of its strengths, the country has so far not lived up to its potential.
KPDZMZYSKGE #2 AAEG DGZBIG € §YDZWG AGG WHGE ™ dSGAG AdG BZYPGAYE AdZZt 1SG aZAKH
of education and healthcare services, and thus of the quality of the labor force going
forward. Agriculture remains largely backward and unproductive. Manufacturing is
stagnant and offers very few jobs. Only a small segment of the services sector, notably
the BPO industry, is rapidly creating good jobs.

102. One of the main reasons for the country’s subpar performance on inclusive
growth, when compared with other countries in the region, is its historically weak
economic growth record. Although G DZZY4L € AIGIAGG 63Z 114S dGPZAE ZT n'6 DGIDGYH
in the last three decades is comparable to global performance, it is considerably lower
than the 6.5 percent growth of its more dynamic East Asian peers over the same period.
In per capita terms, Philippine growth is much lower at around 1.4 percent, given its
historically higher population growth rate of 2.7 percent. While there have been a few
growth spurts, the country has rarely been able to sustain growth at above five percent
for an extended period of time, again in contrast to its neighbors.*

% GHIGGY senc AVE 1661 +5G D224 € OIZIHS aGDZAE NAE dZZW-and-bust. Rapid growth during the
period of postwar recovery was not sustained in the 1950s, as the country looked inward for its sources of
growth. In the 1960s, export promotion led to higher growth but the largely protected domestic economy
could not sustain it. The 1970s saw higher growth as a result of large-scale investment in infrastructure,
but this debt-EBIGY 03Z IHS AleZ DZZIE YZt dG EZEHANYGE AVE §Y ceOt AGEZUGE § 4SG DZZVHAL € NNZaet EGdt
crisis. Growth accelerated in the mid-1990s as the government promoted exports, foreign direct
investment, and domestic competition. However, the 1997 Asian Financial Crisis brought the country to
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to deeper structural problems, which manifest themselves in a pattern of economic
growth that makes poverty reduction stubbornly difficult. Moreover, inequality has
worsened in the last three decades, indicating a growth pattern that does not benefit
the poor as much as it benefits the rich.

107.  With limited domestic job opportunities, about 10 million Filipinos and their
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115. The Aquino Government has demonstrated that it is not afraid to tackle vested
interests in areas that had previously been too sensitive to reform. Several reforms
have successfully started, notably in public financial management, tax policy and
administration, anti-corruption, and social service delivery. The government now needs
to maximize the chances that the country will follow a more inclusive growth path and
meet the jobs challenge by accelerating reforms to protect property rights, promote
more competition, and simplify regulations to trigger more private investments by firms
of all sizes, while sustainably ramping up public investments in infrastructure, education,
and health.

Working together towards a jobs agenda
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which appeals to a wide segment of society (i.e., an inclusive strategy), and second,
because the presence of broad coalitions makes it difficult for one sub-group (e.g., the
elite) to dominate and create a new extractive regime. Without broad coalitions,
dGTZawe WAEG ZYEGA A €13ZY0 DIGEEGYH DAY dG dGIGIEGE A€ #SG DZZYHL € Sietzal) SAE
shown. In practice, such coalitions are hard to sustain because some stakeholders may
be much more organized than others (e.g., tobacco lobby, political dynasties). However,
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Business

123.  As a community, businesses of all sizes need to embrace the principle of a level
playing field for all, in the interest of accelerating inclusive growth. This means actively
supportind +SG O0ZIGIYWGYFE dGIZowe +Z 0GEZDG dAdmGIE 42 GYHL) AYE WAGRWG
competition, particularly in sectors currently dominated by monopolies and oligopolies.
This also means that business associations, chambers, and professional groups should
help the government ensure compliance of its members with basic duties such as paying
correct taxes and adhering to other business and labor regulations.

124. In addition, businesses need to extend their corporate social responsibility to
their own employees, especially with regard to core labor standards. These include
GYeZ®YO0 1SAH NZaUGAE B0Ste, €2DS AE TAGCEZW ZT ACEZDSAKZY. DZWDIRAYDG IS WAYRZW
labor standards, and fair and equitable treatment of employees, are protected,
guaranteed, and fully supported in work premises. To promote mutual trust and
understanding, employers would need to make the first move to engage employees in
meaningful dialogue on various labor issues. Businesses would also need to enhance
HAYEPATGYDL) § #SGiT ZDGIAKZYE ~ZWG ZY$ZYe AGDZOVG dZesYGEeGE YGGE 42 dG TiGiisd(G
to remain competitive and are willing to cooperate with management especially if
management is fully open and transparent about its true financial conditions. To
SWPIZIG N1Z30GIE PAZEZDKISH] Sndustry associations need to work more closely with
their members, the government, labor organizations, the academe, and civil society
organizations to provide training, upgrade skills, and improve job matching, especially
for workers in the informal sector.®® &VAilL] §YUsY0 NZaUGde DAL 42 DIZEZDKISL NZZE
send a strong signal that employers value the contribution of their workers.

125.  When firms make big sacrifices and reach out to their employees, workers
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Labor

126.  As food prices fall and job opportunities increase, labor groups can respond by
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investments in health, education, and infrastructure through reforms in public finance is
essential.”*

Agriculture and rural development

128. The development of the rural sector is a crucial first step for the country to
provide more and better jobs for the poor. Three quarters of the poor are found in
rural areas, and agriculture employs most of the poor. This means that agriculture can
play a key role in efficiently reducing poverty. In turn, productivity improvements in
agriculture can help the country expand its manufacturing sector through lower
minimum wages (as transmitted by lower food prices) and input costs. The key
recommendations are as follows:

Investment and productivity can be improved by securing long-term individual
property rights. In rural areas, this means ensuring that farms of all sizes have
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monopoly) authority is needed. This office would need to have statutory
independence, be adequately funded and fiscally autonomous, and be led by
senior executives who are appointed for fixed terms. dSG 0Z1GIYWGY¥ € AGEZiIG
to enhance competition by creating the Office for Competition in the
Department of Justice to investigate monopolistic behavior is a step in the right
direction. Strengthening this office through legislation would have to be
pursued.

Priority should be given to enhancing competition in key sectors of the
economy where there is huge potential for reducing poverty and creating jobs
for the poor and vulnerable (directly or indirectly). These are ports, shipping,
water utility, power, and air transport. Enhancing competition in ports and
eSODYO  GEEGYRAL &Y (ZNGAYO TZZE AYE §YDZ DEDGE SWPAZI1Y0 DAZEZDGIE
access to markets, and raising the incomes of farmers in less developed regions,
such as in Mindanao. Enhancing competition in the water utility sector would
help improve access to clean and affordable water, thereby improving health
outcomes and raising worker productivity especially in rural areas. Enhancing
competition in the power and air transport sectors would help spur the growth
of manufacturing and tourism.

In addition to promoting domestic competition, more foreign participation
would facilitate technology transfer and innovation, create more jobs, and
raise productivity of workers. This entails i) amending the economic provisions
of the 1987 Constitution by removing the explicit rigidity imposed on natural
resources, public utilities, mass media, educational institutions, and the practice
of professions, and giving the prerogative to impose such restrictions to
Congress, as is the case in the other sectors, and ii) allowing more foreign
ownership in key sectors such as telecommunications, shipping, financial
services, and media sectors. These sectors are likely to have the largest gains
from competition, capital, technology, and improved governance.

In tandem with liberalization, regulatory capacity needs to be strengthened.
The independence and competence of important regulatory bodies and the
justice system need to be ensured, and political and judicial interference in
regulatory decisions, such as the reversal of decisions, need to be limited. These
can be achieved by i) clearly defining the role of regulatory bodies including
provisions to limit conflict of interest, ii) ensuring some degree of fiscal
autonomy and adequate expertise to avoid politicization of decisions and allow
them to execute their mandates freely, iii) reducing discretionary powers of
regulators through the establishment of clear and rule-based procedures and
policies, and iv) conducting regular regulatory assessments.
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Business regulations

130.  Simplifying rules and regulations in business registration and licensing, entry
and exit, paying taxes, and access to finance are needed to encourage rapid growth of
businesses of all sizes and encourage movement of small firms to the formal sector
and in the process increase their productivity and market access. The copious amount
of red tape not only hinders investment and entrepreneurship, they also provide fertile
ground for rent-seeking and corruption, which are detrimental to businesses. Priority
should be given to addressing the top three concerns in the Doing Business Report: i)
starting, operating, and closing a business, ii) paying taxes, and iii) accessing finance.

Starting a business can be simplified by harmonizing and streamlining
procedures. dSG WSHPPIYGE dZesYGee aGOZIALZAL ELEIGW DZadGYHL) dGAZIGE 6
procedures to start a business. The government needs to consider reducing
these procedures to around nine, which would put the Philippines at par with
regional comparator countries. This could include i) harmonizing and
streamlining procedures among national government agencies and local
government units (LGUs) to avoid overlaps and redundancies, ii) removing steps
that can be verified by government offices at the back end, and iii) reducing
requirements whose purposes are not fully justified. Full implementation of the
Philippine Business Registry and the Business Permit and Licensing System would
also facilitate business startup. Improving transparency of business regulations
can provide better understanding, especially among incipient firms, of the
different registration, licensing, and taxation processes, and can help reduce
transaction costs.

Moving toward a simplified tax regime for micro and small businesses is
warranted to reduce compliance costs and encourage movement of firms to
the formal sector. The administrative complexity of complying with tax
obligations is among the top complaints voiced by MSMEs and a frequent excuse
for remaining in the informal sector. The simplified system could include the
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increase financing secured by movable property (such as receivables and
inventory) as alternative to real property, and v) enhancing the role of
cooperatives.

Labor regulations

131. There is scope for making labor market regulations more responsive to job
creation, especially for small and labor-intensive firms. Labor market regulations need
to be crafted to ADS{GIG A TAG dAIAYDG dGHIGGY § dZEYGEEGE YGGE +Z dG DZWDGKKIG
majority of unemployed or underemployed workers in the informal sector and the need
to safeguard workers
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court, priority should be given to promoting alternative forms of dispute
settlement. The number of potential disputes could be reduced by educating
workers and employers on core labor regulations and on the observance of due
process when terminating employees.

Procedural barriers that hinder freedom of association and collective
bargaining need to be reduced, and alternative forms of organization for
informal workers need to be promoted. Procedures and conditions are
necessary to safeguard against spurious labor groups, but they should not hinder
legitimate groups from fully exercising their fundamental rights. For informal
sector workers, alternative forms of organization should be promoted and
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To enhance income protection for the poor, the government could make public
works a regular social protection program. Worldwide, public works, when
properly designed, are effective in providing income support to the poor. In the
Philippines, public works program beneficiaries can be selected using the
National Household Targeting System for Poverty Reduction (NHTS-PR).
Furthermore, public works could be managed at the community level in a more
effective manner by closely collaborating with community driven development
and Bottom-Up Budgeting projects.

Moving toward universal social insurance and health care coverage for all
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facilitate the creation of good jobs by the private sector. The priorities per area are as
follows:

On infrastructure, investments would need to focus on projects that have
strong employment, income, and poverty impacts. dSGEG TIYDIZEIG
$YT0ASHIZDAZAG_ §YPIZEG TAtt-tracking pipeline and ongoing project in ports, the
arterial road and expressway system, the urban commuter system, mass
housing, and agriculture infrastructure as discussed earlier.®? In tandem with
increasing investment spending levels, improving infrastructure management is
also essential.

On basic education, priority would have to be given to achieving universal
primary education and expanding secondary net enrollment by increasing
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Issuing an executive order mandating all government agencies and selected
private sector groups (e.g., electric and phone companies, and professional
associations) to provide third-party data to the BIR and BOC to improve tax
audits.

Further enhancing the integrity of revenue officials by, for example, requiring the
public posting of net worth of top revenue officials on official websites (following
the example of DOLE and the NLRC®®) to send a strong signal to the public that
the revenue agencies are committed to good governance.

Enhancing internal and external audits (i.e., by the Commission on Audit) of BIR
and BOC activities, in particular the adherence of the BIR and BOC to their own
audit rules, to improve transparency and accountability of tax administration.®

Institutionalizing the recording and public reporting of key performance
indicators to allow the public to track the performance of the BIR and BOC.

In BOC, strengthening efforts to curb smuggling by inspecting all outward
movements of goods from special economic zones.
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SPECIAL FOCUS 1

Philippine tourism industry challenge

Despite a range of natural endowments and a highly service-oriented culture, the
number of international tourists to the Philippines has been lower than potential (Van
der Weide 2010). The Aquino Administration has set itself an ambitious target of
increasing the number of foreign tourists to 10 million and domestic tourists to 56
million by 2016, from the current 4.3 million and 41 million, respectively, in 2012.% But
public infrastructure bottlenecks figure prominently as a binding constraint for a more
widely developed tourism sector across the Philippine archipelago. Many of the
DZZYHLI € prospective tourism destinations still cater to a more intrepid traveler. Flight,
road, and sea connections to potential destinations frequently remain challenging and
time consuming, certainly when compared to regional competitors such as Thailand,
Malaysia, Indonesia, and Vietnam.

Beyond the “It's More Fun in the Philippines” campaign, the Government of the
Philippines is taking a number of concerted actions to improve its tourism
infrastructure. As part of the 2012 and 2013 budgets, it has allocated PHP 17 billion
(about USD 400 Million or about 0.2 percent of GDP) for its Tourism Roads
Infrastructure Program (TRIP).%® Further growth in the TRIP program is projected for
2014. The TRIP program is notable for both its innovative way of prioritizing
infrastructure upgrade by the Department of Tourism (DOT), while focusing effective
implementation by the Department of Public Works and Highways (DPWH) (World Bank
2013).57 ke GAbEbst 12026 € ZY SWPAZI5Y0 —TACH WAIG _ APRGEE 12 PIZWAESYO dZZdew
Development Areas (TDAs) identified under the National Tourism Deve
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at least five
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additional interventions. First, airports and seaports must link up with last mile
connectivity if they are to attract
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national roads, LGUs will need to ensure that TRIP roads under their responsibility are
effectively maintained. Contracts will also need to be prioritized in such a way that full
travel segments are completed.

While the TRIP network will be important to enhance tourism flows to promising
destinations, wider potential poverty reduction impacts of the program will depend
on exploiting demand linkages notably to rural producers. Another layer of secondary
connectivity, including farm to market roads, is likely to play an important part in
promoting such prospective developments. Beyond physical roads infrastructure,
market information and sales channels are also likely to build opportunities for having
the poor benefit from tourism development. Towards this end the DOT has also been
putting in place a monitoring and evaluation platform to access the impact of the TRIP
program, as well as supporting convergence efforts.

Figure 1.2. Map of TRIP projects and national roads
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Figure 1.3. TRIP projects in Bohol Province

| e e =] Inclusive Tourism
ftei T l*" T 2 WU G Ve R vrap ~
= | .. BOHOL %
%}‘"!*E\:ﬂn e, St g es |73 | e = o e S G =
s | o i — - - >
e

Natonal Roads
—————————  Provincial Roads
Other Local Roads.

Figure 1.4. TRIP contracts in Bohol Province
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SPECIAL FOCUS 2

Impact evaluation of the KALAHI-CIDSS

This special focus section publishes the executive summary of the report:
“Philippines: The KALAHI-CIDSS impact evaluation: a revised synthesis
report.”®

The KALAHI-CIDSS (Kapit-Bisig Laban sa Kahirapan —
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Barangay Forum (MIBF), and therefore did not receive sub-project financing, was more
negative.

The KALAHI-CIDSS was designed to minimize the risk of elite capture and it appears to
have been successful in doing so. At the national level, the program directed resources
to some of the poorest municipalities in t
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Table 2.1. KALAHI-CIDSS impact evaluation report card

Key indicators Sign Size* Comments/explanation
Household welfare
Per capita consumption (log)— Positive Medium
Overall
Per capita consumption (log)— Positive Medium

poor households

80






World Bank, 201la. “The KALAHI-CIDSS impact evaluation: A synthesis report
Washington, DC: Sustainable Development Department, East Asia and Pacific
Region, World Bank.

World Bank, 2011b. —

82



DATA APPENDIX

Table A.1. Key economic indicators (2011 to 2016)
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