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I.   Snapshot of the Philippine Situation 
 
Sustainable economic development continues to be elusive for the Philippines. 
Compared with other economies in East Asia, the Philippines’ economic growth 
record has been disappointing. While the region’s middle and high income 
economies experienced at least two per cent average growth of real per capital 
Gross Domestic Product (GDP) during the past 50 years, the Philippines recorded 
only a 1.9 per cent average (Table I.1). As a result, the Philippines was not even 
described as a “high-performing economy” by the World Bank in its 1993 study of the 
East Asian Miracle while Thailand, Malaysia and Indonesia were included in this 
select group. 
 
The Philippines’ per capita GDP was almost twice as large than that of Thailand and 
thrice that of Indonesia in 1960 (Table I.2). The gap narrowed through time and by 
1984, Thailand’s per capita GDP was higher than that of the Philippines. In 2006 
Thailand’s per capita GDP was more than double that of the Philippines while 
Indonesia—which has a population more than twice as large—has nearly caught up. 
  
Meanwhile, the Philippines is also a laggard in East Asia in terms of poverty 
alleviation. Absolute poverty incidence—based on the one dollar a day threshold 
applied to recent data—is 13.2 per cent in the Philippines, higher than Indonesia (7.7 
percent) and Viet Nam (8.40 percent). In stark contrast, Malaysia and Thailand have 
virtually eliminated absolute poverty (Table I.3). At 0.44, the Philippines’ Gini 
coefficient per capita income is highest among all middle income countries in 
Southeast Asia (Table I.3). This is evidence that economic benefits have not been 
equitably shared and recent studies have argued that an inequitable distribution of 
wealth is a constraint to economic growth and development. 
 

Mainstream economists attribute this situation largely to economic protectionism and 
the import-substitution policy that were followed after World War II up to the 1970s. 
Protection of selected sectors led to the misallocation of the country’s resources. 
Sectors where the Philippines did not have a comparative advantage benefited from 
this policy stance. Moreover, the lack of competition removed the incentive of 
protected firms to become innovative and adopt more modern technology. This 
resulted in monopolistic firms producing poor quality goods and services at relatively 
high cost, the burden of which was passed on to the Filipino consumer. 
 
In response to this analysis, the Philippines—like many other developing countries—
adopted the “openness model”. This reform package began modestly in the early 
1970s and was interrupted by the debt crisis in 1983-85. The reform program, 
however, was accelerated in the late 1980s and has been the government mantra 
since. The general thrust of the reforms was closer global economic integration 
underpinned by liberalization, deregulation and privatization. At the same time policy 
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makers of developing countries adopted measures to strengthen the supply capacity 
of their economies with a view to building competitive industries which would be the 
main beneficiaries of increased access to world markets. More attention was given to 
macroeconomic stability and exchange rate movements; appropriate sequencing of 
liberalization of the trade, financial and capital-account regimes, supported by 
prudential regulation and financial sector reform; strengthening domestic institutional 
capacity; and attracting foreign direct investment (UNCTAD, 2004). 
 
Unfortunately, these policies did not generate the desired results and the Philippines 
continued to lag behind its neighbors. As seen from Table I.1, per capita GDP growth 
in 2001-06 was still below the peak reached in 1951-60 and was also lower than that 
of other East Asian economies. Given that a broad spectrum of policies has already 
been implemented and the Philippine economy remains stagnant, other factors 
behind the malaise have to be explored. This study considers the possibility that lack 
of policy coherence has prevented establishment of conditions that lead to an 
expansion of decent work opportunities along with economic stability. 
 
Policy coherence is defined in the next section. What is more is important is to clarify 
the difference between coherence among policies and coherence among policy 
objectives. This sets the stage for examining specific policies in general areas, 
including labor and employment. In order to tie these policies to a common 
framework, the policies are related to critical development constraints in the sense of 
Hausmann, Rodrik, and Velasco (2005). The framework and analysis is presented in 
Section III.  Specific policy areas are discussed in Section IV. The overall evaluation 
and assessment based on the dynamics between economic growth and employment 
is presented in Section V. Section VI briefly looks at the impact of the 2008 global 
financial and economic crises and the role of policy incoherence. Section VII 
concludes with policy recommendations. 
 
 
II.   Concept of Policy Coherence 
 
The idea of policy coherence is not new. However, it was first elucidated in the 
context of policies related to the “openness model” by UNCTAD (2004). For the 
“openness model” to be effective, there should be coherence between national 
development strategies and global processes and disciplines, as well as policy 
coherence between and within the various aspects/sectors of the global economy. 
For example, agreements to reduce tariffs have to be accompanied by policies to 
strengthen the supply capacity of the economy, e.g. better physical infrastructure. 
Otherwise, domestic firms will not be able to take advantage of the opportunities 
provided by a more open international trade regime. 
 
Policy coherence can be taken to mean several things. First, a policy may have a 
differential impact on two or more objectives, i.e. there is a trade-off involved. Second, 
there may be an inherent conflict between policy objectives, e.g. the traditional 
Kuznets curve showing a trade-off between economic growth and equity. Third, 
existing policies may not be consistent with each other or the existence of one policy 
undermines the effectiveness of another. Consistency between policies is the most 
straightforward definition of policy coherence and readily leads to specific 
recommendations. Finally, policies may be ineffective because they are not 
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accompanied by other policies. This can be succinctly described as a “sin of 
omission” while the previous case is a “sin of commission”. What follows is a detailed 
analysis of each concept of policy coherence. 
 
The first definition of policy coherence is exemplified by the Phillips curve (Figure II.1). 
The standard Phillips curve model indicates a trade-off between inflation and 
unemployment, at least in the short-run. A policy to ease monetary policy will likely 
generate more consumption, investment and employment. However, at the same 
time, looser monetary policy will likely lead to higher inflation in the short-run. The 
government is then faced with a trade-off between two objectives and has to find the 
optimal level of monetary policy. 
 
The impossible trinity in international economics illustrates a situation where there is 
an inherent conflict in policy objectives and therefore an inbuilt inconsistency among 
policies. The standard argument, as explained in the Mundell-Fleming model, is that 
it is impossible to have all three of the following at the same time: 1) a fixed 
exchange rate; b) free capital movement; and c) an independent monetary policy. In 
Figure II.2, the objectives are indicated in the sides of the triangle while the policy 
measures are the in the vertices. A specific policy is consistent with objectives that 
intersect the vertex. The objective across the vertex is inconsistent with the policy 
associated with the vertex.  A more intuitive approach is provided by Krugman 
(1999): 
 

“The point is that you can't have it all: A country must pick two out of 
three. It can fix its exchange rate without emasculating its central bank, 
but only by maintaining controls on capital flows (like China today); it 
can leave capital movement free but retain monetary autonomy, but 
only by letting the exchange rate fluctuate (like Britain--or Canada); or it 
can choose to leave capital free and stabilize the currency, but only by 
abandoning any ability to adjust interest rates to fight inflation or 
recession (like Argentina today, or for that matter most of Europe).” 

 
The Kuznets hypothesis is another example of inconsistency between policy 
objectives. The standard argument is that economic inequality increases over time 
while a country is developing, then after a critical average income is attained, begins 
to decrease (Figure II.3). Hence at the initial stage of development, policies that are 
aimed at promoting equity (e.g. land reform, minimum wage policy) will likely slow 
down economic growth. However, the development of the so-called Asian tigers—
Japan, Korea, Taiwan, and Hong Kong—has cast doubt on the relevance of the 
Kuznets hypothesis. These economies instituted egalitarian measures, e.g. 
comprehensive land reform, that helped spur economic growth. 
 
The dilemma underpinning the “openness model” is related to incoherence among 
policies. A more liberal trade regime may conflict with industrial policy which is 
defined as the application of selective government interventions to favor certain 
sectors so that their expansion benefits the productivity as a whole (Memiş and 
Montes, 2008). The implicit assumption here is that industrial policy is necessary in 
order to overcome the market failures associated with greater global economic 
integration. Of major concern is the incoherence arising from international 



6 

 

agreements, e.g. reduction in tariffs, and the diminution in policy space in developing 
countries. 
 
Another important example of policy incoherence is the desire to promote the exports, 
on the one hand, and the bias towards an overvalued currency, on the other. 
Exchange rate policy has played a crucial role in Philippine economic development. 
A historical narrative will reveal how it conflicted with other policies. 
 
Policy ineffectiveness may arise from the absence of prerequisites. Industrial policy 
may fail because of weak government institutions that reduce intervention to 
patronage politics. In this regard, the role of institutions will be discussed briefly in 
Section V. Policies that enhance global economic integration may falter because of 
supply side constraints, particularly inadequate physical infrastructure. 
 
To the extent permissible, the possible inconsistency between the objectives of 
employment generation and economic growth will be analyzed. Table II.1 provides a 
useful typology of possible scenarios that is derived from the above definitions of 
policy coherence. Policy A can be taken to be the ideal, e.g. a policy to increase 
public infrastructure spending.  There are instances, however, when a policy yields a 
trade-off between economic growth and employment, which is akin to the trade-off 
depicted in the Phillips curve. An example of Policy B is the adoption of labor-saving 
technology that stimulates economic growth at the expense of more jobs. 
The last two scenarios revert to the strict definition of policy incoherence. A policy 
combined with Policy A either may reduce its effectiveness thereby reducing 
economic growth and employment generation (Case 3 in Table II.1) or may lead to 
jobless economic growth (Case 4). An example of Case 3 is a large infrastructure 
program supported by monetization of the fiscal deficit. The resulting inflationary 
spiral and macroeconomic instability may offset the beneficial effects of the increase 
in public spending. Meanwhile, the Philippine experience with the openness model is 
the best example of Case 4. 
 

Table II.1: Framework for Analysis 
 POLICY OBJECTIVE 
 Faster Economic 

Growth 
More employment 

Case 1: Policy A (Ideal) YES YES 
Case 2: Policy B (Inherent 
conflict between objectives) 

YES NO 

Case 3: Policy A and Policy C 
(incoherence between A and C) 

NO NO 

Case 4: Policy A and Policy D 
(incoherence between A and D) 

YES NO 

 
 
This paper puts more emphasis on incoherence of policies, i.e. Cases 3 and 4. Major 
policy areas will be examined for possible conflicts with policies, both internally and 
with other areas. The conflict is conveniently defined in relation to critical constraint to 
development. This is explained in the next section. 
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III.  Critical Development Constraints in the Philippines 
 
A recent study by the Asian Development Bank (2007) applied the growth 
diagnostics model of Hausmann, Rodrik, and Velasco (2005) to the Philippines. The 
advantage of this approach is that it provides a consistent framework for identifying 
the most critical and binding constraints to economic growth and for discerning the 
priorities and sequence of policies required to stimulate and sustain growth.1 It also 
avoids the “one-size-fits-all” philosophy of the openness model, thereby catering to 
country-specific circumstances.  
 
The growth diagnostics approach begins with a set of factors that directly affect 
economic growth. These factors are analyzed to determine which pose the greatest 
impediments or are the most critical constraints to higher economic growth. The 
analysis then proceeds to identify specific distortions to these impediments. In Figure 
III.1, the most critical factor for the Philippines was determined to be the low level of 
private investment and entrepreneurship. This is consistent with the observation that 
the Philippines has one of the lowest investment rates in the region (Table III.1). A 
low investment rate also leads to lack of productive employment opportunities which 
is a source of the relatively high poverty rate in the Philippines (Figure III.2). 
 
The ADB study reveals the following critical constraints to private investment and 
entrepreneurship:2 
 

• Tight fiscal situation; 
• Inadequate infrastructure, particularly in electricity and transportation; 
• Weak investor confidence due to governance concerns, in particular 

corruption and political instability; and 
• Inability to address market failures leading to a small and narrow industrial 

base. 
 
Meanwhile, the critical constraints to poverty reduction are: 
 

• Lack and slow growth of productive employment opportunities, primarily due to 
low private investment and entrepreneurship; 

• Inequitable access to development opportunities, especially education, health, 
infrastructure, and productive assets; and 

• Inadequate social protection and social safety nets. 
 
The list of critical constraints provides a useful framework to evaluate various policy 
areas in terms of their coherence. The more crucial questions are: 
 

• What policies were implemented or not implemented that led to the 
constraints? 

• Were any of the critical constraints brought about by incoherence among 
various policies? 

• Have incoherent policies prevented these constraints from being eliminated or 
overcome? 

                                                
1
 ADB (2007), page 1. 
2
 ADB (2007), pages 49-50. 
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The main thrust of this study is to examine various policies in the context of these 
questions. Policy incoherence will be defined in terms of conflicting impact on the 
critical constraints. In the case of Type A policies (as defined in Table II.1), the more 
relevant question is whether their non-implementation has contributed to the 
persistence of the critical constraint to economic growth. However, the emphasis will 
still be on policy coherence in its strictest sense. Possible conflicts within and 
between policy areas will be discussed in the next section. 
 
 
IV.  Policy Areas  
 
A.   Trade Policy and the Exchange Rate 
 
The Reform Program Since 1980 
 
Trade liberalization is at the heart of Philippines’ adherence to the openness model. 
The government introduced a comprehensive trade reform program in the 1980s to 
liberalize trade unilaterally. The program spanned more than a decade and was 
implemented in three phases up to the 1990s. The first phase was implemented from 
1981-1985, and narrowed down the tariff structure from a range of 100-0 per cent to 
50-10 percent. This was accompanied by the Import Liberalization Program (ILP), 
which sought to eliminate non-tariff import measures. Implementation of the program, 
however was stalled by the economic and political crises in the country in the mid-
1980s.   
 
The second phase of trade liberalization was implemented in 1991, which was aimed 
at lowering tariff rates over a five-year period. The program clustered the 
commodities within a tariff range of 10-30 per cent. The following year in 1992, 
Executive Order 8 was issued to provide tariff protection measures to replace 
quantitative restrictions (QRs) on imports of 153 commodities.   
 
The third and final phase of the unilateral trade reform took place in 1994. It created 
a four-tier tariff structure with the end goal of achieving a low, uniform tariff by 2002. 
The aim was to simplify the tariff structure by achieving the following rates: 3 percent 
for raw materials and capital equipment that are not available locally; 10 percent for 
raw materials and capital equipment that can be sourced locally; 20 percent for 
intermediate goods; and 30 percent for finished goods.  The third phase was 
implemented by four Executive Orders:  
 

• EO 189 issued on 1 January 1994 reduced tariff rates on capital equipment 
and machinery.  

• EO 204 issued on 30 September 1994 lowered tariff rates on imported textiles, 
garments and chemical inputs.  

• EO 264 issued on 22 July 1995 reduced tariffs on 4,142 lines of the 
Harmonized System (HS) in the manufacturing sector. This is considered to be 
the biggest reform in the tariff code. 

• EO 288 introduced on 1 January 1996 complemented the reform in 1995 thru 
reduction of tariffs on non-sensitive agricultural products. 
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With the country’s accession to WTO, it committed to eliminating all its quantitative 
import restrictions on agricultural products, except rice. Congress passed Republic 
Act 8178 on 29 March 1996 to implement this, supplemented by Executive Order 313 
which specified the tariff equivalent rates for each agricultural quantitative restriction.  
 
Further, the government expressed its intention to adopt a uniform 5 per cent tariff by 
the year 2004 to comply to the AFTA-CEPT Agreement where the tariffs on most 
products is to be reduced to a range between 0 and 5 per cent by 2002 . This has 
been complied with as the average CEPT Tariff Rate in the Philippines at present is 
already 3.75 per cent. 
 
The series of reforms gradually lowered nominal and weighted average tariff rates 
and simplified the tariff structure. Temporary periods of reversals were implemented 
such as during the Asian financial crisis in 1998 and 1999 and another increase in 
tariff protection for certain industries in 2003, particularly for steel, sugar and 
polymers, with specific schedules for lowering them gradually. 
 
Empirical Evidence and the Role of the Exchange Rate 
 
As a result of trade liberalization, total trade as a percentage of GDP increased 
sharply between 1990 and 2002 (Table IV.A.1). There was a reversal of the trend 
between 2002 and 2007 primarily because of the sharp appreciation of the peso in 
2007. Nevertheless, increased trade did not lead to substantial economic 
transformation in the Philippines. 
 
Compared to many countries the share of manufacturing value added to GDP in the 
Philippines is lower in 2003 (Table IV.A.2). The list would include Indonesia, Malaysia, 
and Thailand.  Moreover, the share in the Philippines was stagnant between 1993 
and 2003 while it increased in most of the other economies. Meanwhile, the structure 
of domestic manufacturing value added and manufactured exports is quite revealing. 
In 2003, the Philippines had the highest share of medium-or-high technology 
products in manufactured exports among the countries in the list, except for Japan. 
However, the Philippines had one of the lowest shares in terms of domestic 
manufacturing valued added in the medium-or-high technology sectors. The variance 
indicates a dichotomy between the domestic manufacturing sector and export sector. 
  
The main reason for the lack of economic transformation following the 
implementation of the openness model in the Philippines is the unsupportive 
exchange rate policy. Conventional wisdom states that an overvalued currency will 
be disadvantageous to industrialization because it penalizes exporters and domestic 
manufacturers. Moreover it encourages consumption spending over investment.  
 
In a recent study, Rodrik (2008) formalized and consolidated the discussion on the 
impact of the real exchange rate on economic growth. Empirical results indicate that 
an undervaluation of the currency works its way through the tradable sector—
particularly industry—in order to stimulate economic growth. The analysis suggests 
that the tradable goods sector suffers disproportionately from institutional 
weaknesses and product-market failures. In both cases, a real currency 
depreciation—or equivalently the relative rise in the price of tradables—acts as a 
second-best mechanism to alleviate the effects of the aforementioned distortions. 
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The most recent study showing the effect of the real exchange rate on the 
performance of the manufacturing sector in the Philippines is that of Lim (2007). The 
econometric results indicate that the overvaluation of the peso is one of the 
significant factors explaining why the domestic manufacturing is concentrated on low 
productivity, low technology and scale products. Another study even cites the 
overvalued peso as the primary source of the economic woes of the Philippines 
(Angeles, 2006). 
 
The post-war travails of the Philippines with respect to the exchange rate can be 
traced to the Dodge line and the Bell Trade Act. The Dodge Line was a financial and 
monetary contraction policy drafted by Joseph Dodge for Japan which fixed the 
exchange rate to 360 yen to one US dollar mainly in order to keep Japanese export 
prices low.3 Meanwhile, the Bell Trade Act of 1946, also known as the Philippine 
Trade Act, was legislation passed by the United States Congress specifying the 
economic conditions governing the independence of the Philippines from the United 
States. One of the stipulations was that the peso exchange rate—which was then set 
at 2 pesos per US dollar—would be pegged to the US dollar and could not be 
changed without the approval of the US government. 
 
While these conditions changed over time—the control of the exchange rate was 
passed on to the International Monetary Fund—laws of physics and economics 
dictate that initial conditions matter a great deal. The combination of the Dodge Line 
and Bell Trade Act led to an overvalued peso which became the penchant of the 
Central Bank of the Philippines and the current Bangko Sentral ng Pilipinas.  
 
Industrial Policy 
 
Another set of reasons that explains the lack of economic transformation is related to 
market failure. Memiş and Montes (2008) cite three factors why the Washington 
Consensus developmental approach of relying on price signals to private investment 
is misleading. The first is the existence of dynamic scale economies and knowledge 
spillovers. Second, some agency, such as the State, might be needed to address 
coordination failures in private investment activities. Third, there are important 
informational externalities in the process of industrial investment. 
 
Some analysts argue that the Philippine government has not adopted an effective 
strategic role in order to address these market failures. It was therefore unable to 
provide the necessary physical, institutional and social infrastructure for 
industrialization. Instead, it has allowed economic managers to follow a program that 
largely mimicked the openness model.  The first attempts to implement a strong and 
effective industrial policy failed because it did not target high value added exports, 
and instead favored sectors owned by close political allies of the Marcos government. 

                                                
3
 For example, see http://en.wikipedia.org/wiki/Dodge_Line. This line of analysis is collaborated by the 
late Salvador Araneta in his book America's Double-Cross of the Philippines: A Democratic Ally 
in 1899 and 1946. Araneta states: “The indifferent economic development of the country ... was due 
to America's policy toward Japan and the Philippines. This policy was the result of the Dodds Report 
which Truman accepted and which had as its objective to make Japan the industrial workshop of Asia 
and the Philippines a mere supplier of raw materials”, page 55. It is not clear in the book whether Dr. 
Araneta misspelled “Dodds” and may have actually been referring to the Dodge Line. 
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On the other hand, the more recent programs of attracting FDI and setting up 
industrial and export processing zones only achieved employment generation. They 
had weak or absent links to local firms, thereby failing to create technological 
spillovers to the domestic industry. There is a need for the government to reassess 
its industrial policy and create an enabling environment that will facilitate a more 
dynamic interaction and exchange between foreign and local firms, and between 
large and small and medium enterprises. 
 
 
B.  Fiscal Policy and Debt Dynamics 
 
The Philippines has had a fragile fiscal position since 1980. This was largely a result 
of the international debt crisis that erupted in 1982 leading to a large external debt 
overhang. Not only did the Philippine government borrow heavily between 1976 and 
1980, it assumed responsibility over many debts extended to the private sector. This 
was facilitated by President Corazon Aquino’s Proclamation 50, which mandated the 
government to honor all Philippine debt and thus legitimized the assumption of debts 
by the national government including private loans. This policy dovetails with 
Presidential Decree 1177 which appropriates debt service automatically into the 
national budget. 
 
In 2005, the national government’s debt was equivalent to 79.3 percent of GDP while 
the consolidated public sector debt accounted for more than 130 percent of GDP. 
Figure IV.B.1 shows that since 1985 debt service dominated government 
expenditures except for the period 1995-2000. Between 1986 and 2002 the national 
government shelled out the equivalent of $74.7 billion for servicing its outstanding 
debt. This is on average 7 percent of GDP and does not even include the operations 
of government owned and controlled corporations (GOCCs). 
 
The other factor that has contributed to the country’s fiscal bind is weak revenue 
collection. Figure IV.B.2 indicates that the Philippines has one of the lowest tax 
efforts in East Asia. The weak and declining tax effort can be attributed to three 
general factors: 1) Change in economic structure, i.e. economic activity is greater in 
lightly taxed sectors like agriculture or there is a change in composition of imports; 2) 
Change in tax policy, the main examples being trade liberalization and the shift from 
an ad valorem to specific tax system for assessing excise taxes; and 3) Increased tax 
evasion. 
 
Meanwhile, GOCCs have exacerbated the country’s fiscal position as many of them 
suffer from poor cost recovery due to inadequate tariff adjustments, political 
interference in tariff setting, government intervention in pricing policy, liabilities that 
they had contracted through the years, poor revenue generation performance, and 
overstaffed structures with grossly overpaid staff.  Manasan (2004) showed that the 
fourteen GOCCs of the country are responsible for the huge deficit of the non-
financial public sector. The most notable in terms of contribution to the deficit are: the 
National Power Corporation (NPC), the National Food Authority (NFA), the Light Rail 
Transit Authority (LRTA), the Metropolitan Waterworks and Sewerage System 
(MWSS), the National Irrigation Administration (NIA) and the Home Guaranty 
Corporation (HGC).   
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Despite these problems the Philippines was able to consolidate its fiscal balance in 
the early 1990s partly because of proceeds from privatization of government assets. 
The result was surpluses of less than 1 percent of GDP  in 1994-1997, a stark 
contrast from years of fiscal deficit in the 1980s up to the early 1990s (Figure IV.B.3). 
However, while the Philippines did not suffer as much as other East Asian countries, 
one visible mark left by the financial crisis is that it squandered fiscal gains achieved 
in the 1990s. Deficits persistently grew, from 1.9 percent of GDP in 1998 to 4.1 
percent in 2000, and reached a peak of 5.4 percent in 2002. The level subsequently 
fell from 2003 to 2007 largely a result of reforms aimed at increasing revenues.4 
 
In general, the government relied on expenditure cuts to maintain fiscal stability. This 
took a heavy toll on public service as government agencies had to work with budgets 
so much smaller than what is needed to effectively deliver social services and much 
needed physical infrastructure. For example, the World Bank estimates that a middle 
income country in East Asia will need to spend at least 5 percent of GDP annually on 
infrastructure to meet their needs in the next 10 years. Infrastructure expenditure in 
the Philippines is much below this benchmark as it only accounts for 2-3 percent of 
GDP. In addition, resources allotted for infrastructure development are spent 
inefficiently. 
 
At the World Summit for Social Development held in Copenhagen in 1995, the 20/20 
Initiative was crafted. This initiative proposed that in order to achieve universal 
coverage of basic social services, 20 percent of budgetary expenditure in developing 
countries and 20 percent of aid flows should on average be allocated to social 
services. However, on average, basic social services account for only 8.6 percent of 
the Philippine national budget in contrast to the combined debt service and defense 
budget which account for 40.6 percent. 
 
 
C.  Monetary Policy and Financial Openness 
 
The Philippines suffered a major financial crisis in 1983, the effects of which still 
linger up to the present. A major response to resuscitate the poorly functioning 
financial sector was to rehabilitate the Central Bank of the Philippines, which had 
suffered losses in the 1980s as a result of swap arrangements and interest rate 
losses. A series of enactments in 1993 established the Bangko Sentral ng Pilipinas, 
making the Central Bank more independent and substantially boosting its 
capitalization. The problem assets of the old Central bank were transferred to a 
separate body for liquidation. The latter was consistent with the policy to honor all 
debts incurred during the Marcos administration. 
 

                                                
4
 In 2005, the Attrition Act (Republic Act No. 9335) was implemented. It provides for a system of 
rewards and sanctions to encourage revenue and customs officials and employees to exceed their 
revenue targets, creates a rewards and incentives funds, draws specific measures for employees who 
fail to meet the revenue targets, and creates the Revenue Performance Evaluation Board for the 
purpose. Meanwhile, in 2006, Reform of the Value-Added Tax (RVAT- Republic Act No. 9337) was 
enacted.  It substantially expanded the scope of the VAT and gave powers to the President to 
increase the VAT rate based on specific criteria. RVAT also institutes mitigating measures such as 
reduction in excise tax on certain petroleum products, and increases corporate income tax from 32% 
to 35%, subsequently to be reduced to 30% in 2009. 
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To complement these reforms, the foreign exchange market was liberalized, resulting 
in the elimination of the restrictions in the current account and reduction of 
regulations on inward and outward capital flows. At the same time, the BSP lifted the 
prohibition on off-floor foreign exchange trading. This transformed a highly regulated 
foreign exchange market with significant controls on capital flows to a highly 
deregulated one.  
 
Lastly, an important policy change undertaken was the liberalization of entry of 
foreign banks in 1994 either as fully owned full service branched through equity 
purchase in an existing bank, or the establishment of a joint venture between foreign 
and local groups.  With the liberalization of bank entry, banks were allowed to open 
branches anywhere as long as requirements on capital adequacy, liquidity, 
profitability and soundness of management are met. This also paved the way for the 
entry of new commercial banks in the country. 
 
Table IV.C.1 shows that there was a surge in foreign capital inflows in 1995 and 1996 
as a result of these financial reforms. The capital account registered $4.1 billion and 
$6.6 billion in 1995 and 1996 respectively.  The primary impact was an appreciation 
of the currency in real terms—depicted by a rise in the real effective exchange rate in 
Figure IV.C.1. This led to an overvaluation of the peso, which was one of the factors 
behind the 1997 financial crisis. 
 
As mentioned in Section IV.A, an overvalued currency was generally preferred by the 
Central Bank and BSP. The exchange rate was used as the primary inflation tool until 
the inflation-targeting framework was adopted in January 2002. In fairness to the 
BSP, it did not intervene when the peso depreciated further and became undervalued 
in 2000-04. However, inflation at this time was fairly low (Figure IV.C.2). 
 
In 2005 and 2007, there was another surge in capital inflows although milder in 
comparison to the 1995-96 episode (Table IV.C.1). During this time there was also 
general weakness of the US dollar. The combination of these two factors caused the 
peso to appreciate by 39 percent against the US dollar between September 20, 2005 
and February 29, 2008. The bias of the BSP towards an overvalued currency was 
again evident. The BSP claimed to have intervened to stem the peso appreciation by 
purchasing $10 billion in the foreign exchange market in 2007.5 However, it was 
during this time that the Special Deposit Account (SDA) facility became an important 
tool for sterilization. Established in 1998, SDA is BSP’s alternative to open market 
operations. Banks could place funds with the BSP under the SDA facility which is 
subject to interest rates depending on the term of the placements. SDA interest rates 
have been generally higher than those in the money or interbank markets. For 
example, when the SDA was first opened to state firms and banks’ trust units in the 
second quarter of 2007, it offered as much as 8% for the three-month tenor while the 
overnight placements facility stood at 7.5%. The 91-day Treasury Bill rate averaged 
only 5.3 percent in 2007.  
 
Data from 2004 onward show that the SDA was hardly used until 2006. In April 2006 
the amount in the SDA jumped to P19.3 billion from just P2.5 billion in February and 
P9.6 billion in March. Then in September 2006 the amount in the SDA facility 
                                                
5
 For example, see “BSP currency swaps climb” Philippine Daily Inquirer, December 3, 2007, 
http://business.inquirer.net/money/topstories/view_article.php?article_id=104654. 
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increased to P49.7 billion. In May 2007, the BSP allowed banks’ placements in the 
SDA to be an alternative way to comply with the liquidity floor requirements for 
government deposits. Access to the SDA was likewise widened to include trust units 
and state firms. In that same month the SDA increased sharply to P222.9 billion from 
only P54.2 billion in April 2007. The amount in the SDA stood at P583.3 billion as of 
February, 2008. The net effect was to negate the BSP intervention in the foreign 
exchange market. 
  
 
D.  Rural and Agriculture Development6 
 
Trends in Agriculture Sector 
 
Agriculture continues to play a critical role in the country’s development. Over two-
thirds of the poor live in rural areas, and a sizable portion of rural household income 
is still derived from agriculture. In aggregate terms, however, agriculture accounts for 
just a minor share in aggregate output (Table IV.D.1). This is the natural outcome of 
a process of structural change over the course of economic development. However 
the process is much slower in the case of agriculture’s employment share, because 
of rapid population growth and weak labor absorption in the non-agricultural sector. 
Labor productivity has stagnated, growing by just an average of 1.5 percent per year 
from 1985 – 2005. The ideal situation of growth with decent work has largely eluded 
the rural economy over the past three decades.  
 
This experience is even more disappointing given the record of rapid growth 
achieved by Philippine agriculture from the mid-1960s throughout most of the 1970s, 
at an average of nearly 6 percent per year (Balisacan, 1993). This period coincided 
with the world commodity price boom, extensification or the continued expansion of 
agricultural area, as well as intensification or the rising application of inputs per unit 
area. Intensification accompanied technological change in agriculture, anchored on 
the modern varieties of the “Green Revolution”.  
 
The distribution of farm land remains highly skewed. The Gini coefficient for 
landholding is high compared to other developing countries in East Asia, though it 
falls below that of Latin America (Table IV.D.2). Inequality appears to be worsening 
over time, based on the changes in the coefficient, compared to improvements in 
other developing countries.  
  
The country has not been able to add much new farm area since the 1980s, 
signifying the close of the land frontier at around that decade. The past history of 
extensification has unfortunately taken its toll on integrity of the resource base for 
agriculture. About 47% of the country’s land area is classified as upland, and 
technically should remain as forest land under the public domain; however the reality 
is that upland settlers are cultivating a large proportion of these areas to farming 
annual crops (Cramb 2000). This is well known to cause serious land degradation 
problems, particularly through erosion of irreplaceable topsoil (Rola 2004). 
 

                                                
6
 This section was contributed by Roehlano M. Briones, Senior Research Fellow at PIDS. 
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Public policies and programs are fraught with inconsistent goals and targets, 
inappropriate instruments, and ineffective implementation. These gaps are a key 
reason behind the persistent failure of growth with expanding employment in the rural 
and agricultural economy.  
 
Price policies 
 
While public policy invokes “competitive markets”, this has in practice been obscured 
by other pursuits related to industrialization, market stability, and food security. The 
postwar development strategy until the last two decades was anchored on import 
substitution industrialization, in which agriculture was effectively penalized by trade 
protection of manufacturing as well as an overvalued currency (as discussed in 
Section IV.A). The effective protection rate (EPR) in the 1970s was much higher for 
manufacturing than for agriculture (Table IV.D.3).  
 
The authoritarian government in the 1970s also created agricultural trade parastatals 
to regulate domestic trade and monopolize foreign trade in rice, corn, feeds, coconut, 
and sugar. The return to democracy in the mid-1980s ushered in an era of policy 
reform. Imports were liberalized and industry tariffs reduced; monopoly parastatals 
were dismantled, except for the National Food Authority (NFA). Consequently 
effective protection rates for manufacturing began to fall.  
 
However, the bias of protection was reversed in the 1990s, as the average EPR in 
agriculture began to exceed that of manufacturing. High rates could be seen for 
major import-competing commodities such as rice, corn, and hog. Based on the 
nominal rate of assistance (a concept similar to the nominal protection rate), the 
major agricultural products are all recipients of strong market price support, with the 
highest rates observed for sugar, corn, chicken, and rice (Table IV.D.4).  
 
On the other hand, exportable commodities within agriculture (e.g. coconut and 
banana) receive a net penalty (negative nominal assistance). The pervasiveness of 
market distortions in import-competing products has been justified by domestic self-
sufficiency, which has been conflated with food security in policy discourse. RA 8435 
(Agriculture and Fisheries Modernization Act) defines food security as “the policy 
objective, plan and strategy of meeting the food requirements of the present and 
future generations of Filipinos in substantial quantity, ensuring the availability and 
affordability of food to all, either through local production or importation, or both, 
based on the country’s existing and potential resource endowment and related 
production advantages, and consistent with the overall national development 
objectives and policies” (Sect. 4). However it also asserts: “The State shall promote 
food security, including sufficiency in our staple food, namely rice and white corn. 
The production of rice and white corn shall be optimized to meet our local 
consumption and shall be given adequate support by the State” (Sect. 1). Such 
incoherence in the basic law of agricultural development presents a serious 
challenge to policy reform.  
 
Rice importation continues to be monopolized by the NFA, which also intervenes 
extensively in domestic rice marketing through offering a support price for farmers, 
while selling subsidized rice to consumers. In sugar likewise, market segmentation is 
imposed through a quedan system administered by the Sugar Regulatory 
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Administration (SRA); sugar itself enjoys high tariff protection, as does corn and 
feedgrains.  
 
Expenditure program 
 
There are some strong arguments for public spending on agriculture (David 2003), 
revolving around public goods, economies of scale and scope, long gestation periods, 
asymmetric information, covariate risks, and underdeveloped markets. In practice 
however allocation of public resources has been largely squandered on costly and 
ineffective interventions. Policies and programs are guided by short-term production 
targets—as these are politically convenient yardsticks of success— rather than long 
term development goals.  
 
The World Bank (2007) argues that the country has concentrated spending on rice 
and on production support, to the detriment of public goods provision and food safety 
assurance (i.e. regulation). Over the last ten years, real agricultural spending 
increased by over 50%, but a large share of this was due to the expansion of 
spending for NFA interventions in rice trade. In 2006, the NFA deficit ballooned to 
16.4 billion, accounting to 43% of the total deficit of government-owned corporations. 
Even within the operating budget of the Department of Agriculture, the allocation for 
rice rose from 39 to nearly 60% from 2000 to 2005. Production assistance was 
mainly spent for subsidized seed and input distribution for the dissemination of hybrid 
rice. Meanwhile, other public sector functions that could support long term 
productivity have been neglected. Consider research and development; research 
intensity (public agricultural R&D spending as a ratio to agricultural GDP) has been 
declining, from 0.62% in 2000 to just 0.33% in 2005 (averaging 0.36% over the 
period). In contrast, developing countries average a 1% intensity ratio for agriculture. 
 
An instrument with potentially sizable long term impact is agriculture support 
infrastructure. Investments in irrigation have been growing very slowly; from the 
1980s irrigated area grew by just 0.3% per year (Table IV.D.5).7 The stock of rural 
roads has been rising though at a faster rate, by an annual average of 2%.  
 
The size and quality of investments have largely failed to keep pace with the needs 
of the agricultural economy. Irrigated area still covers less than half of potential area; 
moreover supply of water has become limited and unreliable owing to poor 
maintenance and watershed degradation, in turn a function of upland resource 
management. Road density averages 0.26 km/km2 nationwide, compared to 5.72 
km/km2 average for CALABARZON and NCR (Balisacan et al, 2007). Only a fifth of 
all roads are paved (DPWH), raising transport and logistics cost for farm produce.  
 
Roads are deemed important for agriculture as it facilitates input and output flows, 
reduces transaction cost, enables market access, and integrates isolated production 
units. The Department of Agriculture contributes only a small part of the rural roads 
network (through its farm-to-market roads program); mostly this is administered by 
the DPWH (for national roads) and LGUs (for provincial and barangay roads). The 
benefits of an adequate road network are by no means confined to market access for 

                                                
7
Data before and after 1994 are not comparable; that year, field validation was conducted, showing 
that earlier reported figures did not adjust for area under repair, rehabilitation, or had been converted 
to other uses.   
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agriculture; Llanto (2007) found that overall GDP growth (at the regional level) is 
increased by raising the stock of paved roads. This confirms that road infrastructure 
should be the top investment priority for regional development.  
 
Reform of institutions and institutional arrangements 
 
Agrarian tenure reform has been conducted through a series of land reform programs, 
the most important of which was PD 27 (1972 – 1988) and the Comprehensive 
Agrarian Reform Program or CARP (1988 to the present). PD 27 covered only rice 
and corn lands, and was effective in breaking up large estates and converting share 
tenants into owner-operators in the cereal lands (Otsuka 1991). The CARP expanded 
coverage to all crops, targeting farmland properties above 5 hectares. Of the total 
coverage of 5.2 million ha, the CARP has redistributed 75%, leaving still about 1.3 
million hectares undistributed. In the public forest lands, property rights reform 
involves the conferment of formal tenure for upland settlers and communities. The 
most important tenure instrument now in place is the community based forest 
management (CBFM). CBFM areas now cover nearly six million ha or two-thirds of 
the target 9 million ha (Pulhin et al 2005).  
 
For a number of reasons however the agricultural transformation expected following 
implementation of tenure reform has failed to materialize. First, implementation of the 
program has been slow, having twice exceeded its timetable, and with currently an 
enormous backlog. Protracted implementation, however, undermines farm 
investments, particularly in permanent land improvements (Briones 2002). Second, 
redistribution accomplishments have mostly occurred in government-owned lands 
and settlements, in which reform is reduced to a titling program rather than an actual 
asset transfer. Third, 72 percent of distributed land is actually covered by collective 
land title (Asia Pacific Policy Center, 2007), further undermining investment 
incentives, this time from the viewpoint of beneficiaries. Finally, land reform brings 
with it an array of formal restrictions on the transfer, sale, conveyance, and rental of 
agricultural land, imposing severe distortions on rural land markets and driving many 
such transactions into undocumented informality (Ballesteros and Cortez, 2007). 
 
Decentralization has also been pursued since 1991 to address problems in service 
provision. This involved devolution of functions from the national to local government 
units (LGUs). In agriculture, local governments handle extension, and administer 
local infrastructure such as provincial, municipal, and barangay roads. However 
decentralization remains far from complete. There remains a significant vertical 
imbalance (difference between LGU share in government spending and its share in 
revenue). In general, “form did not follow function” (Manasan, 2007). Given fiscal 
constraints, LGU service delivery still largely follows priorities and approaches of the 
central government as practiced in commodity-based programs. Gaps in LGU 
capacity to take over agricultural service functions have also been noted, even as 
capacity building of devolved units remains a low priority of the national government 
(Contado 2003).  
Policy Directions 
 
To address the problem of feeble growth and job creation, the agricultural 
development strategy would need a more coherent set of goals and instruments, to 
be simultaneously implemented over a broad front. First, market distortions would 
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have to be dismantled to reallocate resources into those activities in which the 
country is more competitive. This entails reversing the legacy of agricultural 
protection in the 1990s, and decoupling food security from domestic self-sufficiency. 
NFA functions would have to be completely overhauled, away from competing with 
the private sector in the provision of domestic and foreign trade service, towards its 
fundamental mandate of price stabilization through maintenance of food reserves. 
Certainly its monopoly of rice importation would need to be repealed, as well as its 
subsidy lifeline from the government. Similar reforms would have to be implemented 
for other trade regulating bodies, such as the SRA.  
 
Second, the expenditure program of the government would have to eliminate its bias 
for short-term production targets, achieved through input and related subsidies of 
private goods (i.e. seed, fertilizer, and postharvest facilities). Rather spending should 
be oriented towards instruments with long term impacts, by way of encouraging 
productivity growth – most important of which is research and development, 
extension, and provision of public or quasi-public goods such as irrigation and rural 
roads. To protect short-term food security, commodity-based subsidies to consumers 
(i.e. sale of cheap rice) can be replaced by more targeted programs such as 
conditional cash transfers.  
 
Third, institutional reforms initiated earlier should be continued. There is a real 
danger that the failures of existing programs may be used to reverse these programs, 
forfeiting all the gains made thus far. The debate over CARP extension is a case in 
point. 8  However, continuation of reforms should address known gaps and 
shortcomings. For instance, tenure reform should not be used to introduce more 
distortions into the rural economy; rather, sale, conveyance, lease, and share 
contracting over agricultural land should be liberalized. The distortions in property 
rights assignment, owing reliance on collective titling, should be rectified immediately 
by subdividing these into individual titles. To address implementation difficulties, 
CARP should take a flexible stance over the instruments and implementation 
arrangements for transferring land; for instance, market-based instruments such as a 
progressive land tax may be explored.  
 
In the case of decentralization, despite earlier reforms, there remains a severe 
concentration of budget control and human resource capacity in the central 
government. The solution lies in further decentralization of powers and local level 
capacity building, both in human resources and organizations, should be pursued.  
 
Furthermore, the animating spirit of decentralization—the assignment of authority to 
the parties most closely affected by certain types of decisions i.e. subsidiarity—
should be vigorously pursued. Community-driven approaches can greatly benefit 
service delivery and program implementation, particularly for: community 
infrastructure, provision of basic services, and common property resource 
management (Asian Development Bank, 2006). Even R & D and extension, 
traditionally the province of scientists and trained professionals, should evolve 
towards farmer-responsive approaches to develop technologies more appropriate to 
the local setting (Balisacan and Sebastian, 2007). Moving from the rhetoric to the 

                                                
8
On December 16, 2008 the Philippine Congress approved a join resolution extending CARP for six 
months but with the provision that there will be no new land acquisition. Advocates of genuine land 
reform stated that the latter provision violates the spirit of CARP. 
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reality of participation would conform more closely to the principle expressed in the 
country’s own Medium Term Development Plan, that “Development happens 
because the citizens become active players in the transformation process in their 
communities” (p. 174).  
 
Finally, recent literature on rural development and transformation (see e.g. the review 
by Briones 2006) points to critical role of economic linkages, first between agricultural 
and nonagricultural activities within the rural economy, between rural- and urban-
based sectors, as well as economic development overall. Tight linkages between a 
dynamic agricultural and nonagricultural sector will ensure that gains from 
specialization and complementarity be realized in the medium to long term, and lead 
to sustained expansion of both output and employment.  
 
 
E.  Labor and Employment 
 
Employment Trends 
 
In 1996, the Philippines had the second highest unemployment rate among the Asian 
Development Bank’s developing member countries (Table IV.E.1).  However, this 
situation improved over the past three years owing primarily to faster economic 
growth during this period. The unemployment rate fell to 6.3 percent in 2007 from 
10.9 percent in 2004 (Table IV.E.2). Nevertheless, the 2007 figure is still relatively 
high, with only Indonesia having a higher rate of unemployment among ASEAN 
member countries. Unemployment among the young workers (15-35 years old) 
underpins the overall unemployment rate.  
 
The services sector has absorbed surplus workers from agriculture9 while the share 
of manufacturing has been stagnant at 9-10 percent (Table IV.E.3). The lack of 
employment opportunities in the country is the reason for the increasing number of 
Filipinos working abroad. Felipe and Lanzona (2006) pointed out that the current goal 
in the current Medium Term Philippine Development Plan of generating 1.5 million 
jobs a year from 2004-2010 or a total of 10 million jobs would not be enough to solve 
the unemployment problem.  
 
It is worth noting that the country has consistently shown one of the highest 
employment elasticities in Asia (Table IV.E.4). Employment elasticity measures the 
response of employment to the expansion in output.   Kapsos (2006) argues that 
elasticities between 0 and 1 are ideal because GDP growth means both positive 
employment and productivity growth. Higher employment elasticities beyond this 
range imply more employment intensive, i.e. lower productivity growth.   
 
The growth diagnostics model as applied by Boyer (2006) will be used to analyze the 
employment situation in the Philippines. Figure IV.E.1 identifies three groups of 
factors that limit employment generation: namely, lack of demand (Keynesian), 
excessive cost or lack of profitability (classical), and lack of productive capacity 

                                                
9
 It has been pointed out that the declining share of the agriculture sector is not because of increasing 
productivity but due to increasing agricultural protection and inability to exploit opportunities in the 
export market (see Section IV.E). 
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(Marxian). The same framework discussed in Section III will used to evaluate the 
labor and employment sector for possible policy incoherence. 
 
Lack of Demand 
 
The level of domestic demand is directly related to economic growth. However, there 
are other factors that contribute to the lack of domestic demand to perk up 
employment.  One reason is the slow decline in poverty incidence and deteriorating 
income inequality. Another is the lack of success in merchandise trade. Labor-
intensive garments exports have been replaced by more capital-intensive electronics 
exports which have little value-added in the domestic economy. This is primarily a 
result of the absence of a strategic industrial policy as discussed in Section IV.A. 
Moreover, resource-based primary exports continue to decline. 
 
Meanwhile, the sectoral composition of employment generation has not yielded 
higher average labor income. As mentioned earlier, the service sector is absorbing 
the surplus from the agriculture sector while the industry’s employment share is not 
increasing. While the service sector includes modern sectors such as IT firms and 
banking, it also covers retail trade and personal services which generally are low-
wage sectors. 
 
Recently, relatively high economic growth has led to a fall in the unemployment rate. 
This was complemented by the rise in overseas employment. In other words, “lack of 
demand” was not a binding constraint during the period 2005-07. A major element 
was mismatch between job requirements and educational achievements. This is 
discussed in the next sub-section. 
 
Excessive Costs and Lack of Profitability 
 
Labor and capital productivity have been declining in the 1980s and 1990s (Felipe 
and Sipin 2005). This phenomenon cannot be attributed to lack of education and 
skills since the Philippines has one of the highest enrollment rates in all levels, 
approximating that for developed countries. The record on the quality of education 
outcomes though is mixed.  
 

Lack of skills is not a constraint per se to greater employment and a source of 
declining labor productivity. Indeed the upward trend in educational attainment of the 
labor force is a commendable feat. However, many of them end up holding “low-end 
jobs” or are forced to be “self-employed”. The quality of jobs held by majority of 
college graduates has deteriorated as an increasing number of college graduates are 
employed in the sales, service, agriculture and production-related sectors, and fewer 
college graduates are entering the professional and technical category (Batalla, 
2005). This is consistent with the observation of Son (2007) that even ‘low-
productivity jobs have been taken over by the more educated labor force, which 
consequently crowded out the less educated and lowered the price for skilled labor 
for the period’. These findings indicate that the current education sector is not 
capable of producing the right skills that the local market demands. 
 
The mismatch of jobs and skills is a confluence of several factors, not least of which 
are the education and training of the job seekers, prevailing hiring practices, and the 
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attitude of would be employees toward the job. The Institute of Labor Studies (ILS) 
admits that the country’s education and training institutes are plagued with over-
subscription in certain courses and under-subscription in some priority courses, low 
survival or graduation rate, and low performance in licensure examinations. Orbeta 
(2003) also noted that up until year 2000, the bulk of graduates were in business and 
social sciences, which were not exactly in line with the prevailing industry trends. And 
although there were a considerable number of engineering, education, medical field 
and IT graduates, the quality of these graduates appear to be questionable as many 
or 60 percent of them did not pass the required licensure examinations, making them 
unfit to practice their chosen fields or areas of specialization. This perhaps explains 
the jump in the proportion of college graduates taking up sales and production-
related occupations that do not require a great deal of technical skills.  
 
Productive Capacity 
 
The investment rate in the Philippines is one of the lowest in East Asia, even less 
than Indonesia which has a lower per capita income (Table III.1). The foregoing 
discussion indicates that this is not due to lack of profitability as profit rate has been 
stable. Analysts have pointed to the poor quality of physical infrastructure in the 
country and the unstable macroeconomic environment. To increase employment in 
the country, Felipe and Lanzona (2006) have argued for an increase in investment by 
a sufficiently large amount to put the Philippines out of the low-level-equilibrium trap. 
 
The discussion of the unemployment story in the case of the Philippines is not 
complete without looking at the labor supply side. While other countries in the region 
have successfully reduced their population growth, it is still a relatively high 2.04 
percent for the Philippines as of the last census in 2007. There is no clear indication 
that there will be a substantial decline in the near future given the lukewarm 
implementation of the population program. This is clearly indicated by the 
contraceptive prevalence rate which has stalled at 49 percent. Besides the continuing 
high growth of the working-age population, the labor force participation rate of 
women is also rising. Felipe and Lanzona (2006) have argued that the high 
population growth has counteracted whatever economic gains the country has made. 
 
Policy Directions10 
 
The foregoing discussion indicates the Philippine case is not necessarily a case of 
“jobless growth”. As a matter of fact, Son (2007) points out that per capita 
employment increased from 0.375 in 1997 to 0.384 in 2003. Nevertheless, this has 
not been sufficient to accommodate the growing number of new entrants in the labor 
force. During the past few years the major constraint has been that the quality of the 
workers has deteriorated to the extent that majority of them failed to meet the 
demands of the jobs generated.  
 
Cognizant of these realities, the government has implemented a number of policy 
measures designed to address these issues. The 2004-2010 MTPDP not only 
acknowledged the gravity of the situation but has also targeted 1.4 to 1.6 million jobs 
a year or 10 million jobs by 2010, alongside an annual economic growth of 6 to 9 

                                                
10
 Fatima Lourdes E. Del Prado, Research Specialist at PIDS, contributed to this section. 
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percent.  The policy and legal framework of the country’s labor laws are enshrined in 
the 1974 Labor Code, the 1987 Constitution and the various executive policy 
instruments. These laws cover wide-ranging issues—individual employment 
contracts, wage setting and adjustments, notice of separation, severance payments, 
length of trial periods and industrial relations. Aside from promoting tripartism, 
ensuring right to self-organization and/or participation in collective bargaining 
agreements, the Philippine labor laws likewise guarantee workers security of tenure 
after a 6-month probationary period. This not only assures the employee of the 
various benefits but also immunity from dismissal except for a just cause. The 
government likewise institutionalized the granting of 13th month pay and through the 
twin offices of National Wage and Productivity Commission and Regional Tripartite 
Wage and Productivity Boards has formalized wage determination in the country. 
Some economists, however, believe that the latter be left to market forces.   
 
The concept of employment generation was not really given much emphasis by the 
Marcos administration. Although the 1987 Constitution has made provisions for the 
promotion of full and equal employment for all, the major employment-generating 
program initiated by the Aquino government was through the Community 
Employment and Development Program (CEDP), which involves generating 
temporary and low-wage employment in government-sponsored public works and 
infrastructure projects. It was during President Ramos’ term that the government 
came up with well-crafted development plans with the intent to generate employment 
and improve industrial relations. These are the National Employment Plan (NEP) 
1993-1998, the Medium-Term Philippine Development Plan (MTPDP) 1993-1998 and 
the Comprehensive Employment Strategy Program (CESP) 1995.11  
 
To date, the government is set to promote full, decent and productive employment 
under the following employment-promoting strategies—employment generation, 
preservation, enhancement and employment facilitation. Employment generation will 
be pursued by modernizing the agriculture sector, strengthening ICT, tourism and the 
revival of the mining industry. To facilitate this, the government recommends 
amending some provisions in the Labor Code to support flexible work arrangements 
like subcontracting, flexi-work and flexi-wage, provided that such arrangements will 
adhere to the Philippines’ core labor standards. 
 
Security of tenure may be an avowed principle in the Philippine Labor Code but given 
the increasing pressure to survive, it is inevitable that some firms find ways to avoid 
the costs associated with regular work and resort to ‘short-term employment 
contracts’ like subcontracting to minimize costs. While this set up allows firms to 
adjust to market fluctuations and meet short-term demands, it has however, an 
adverse effect on workers’ welfare and income prospects. Hence, despite marked 
improvements in employment generation and over-all output, trends in labor share 
and real wages have stagnated.12   
 
Perhaps in anticipation of such developments, the government has prepared a 
package of assistance for displaced workers. These temporary measures may come 
in the form of severance payments, emergency loan programs, training/re-training 
and non-training programs. A similar program was established shortly after the 
                                                
11
 Canlas, Aldaba and Esguerra (2006). 

12
Quantitative indicators are shown in Section V. 



23 

 

government’s accession to UR-GATT. This assistance package known as ‘GATT 
Adjustment Measures Program’ has training/re-training and non-training components. 
The training/re-training component prepares displaced workers and rural workers for 
non-farm productivity, and provides skills upgrading for industrial workers. The non-
training component consists of, among others, labor market information and 
counselling networks, employment facilitation services, and productivity improvement 
programs.  
 
Recently, the Technical Education and Skills Development Authority (TESDA) in 
collaboration with the Commission on Higher Education (CHED) launched the 
‘Ladderization Program’. By recognizing and accrediting the skills and knowledge 
acquired in both areas of education and training, the program is expected to resolve 
the dual problems of jobs-skills mismatch and access and equity. Based on an 
agreed curriculum, college or university students may opt to earn Technical-
Vocational certificates on their way to earning a degree. In a similar manner, tech-voc 
graduates can also choose to have their tech-voc courses credited to earn a 
bachelor’s degree. The program, which is the Philippines’ version of Germany’s ‘dual 
training system’, is being criticized for lack of business/industry participation, which is 
deemed critical in ensuring that the curricula being offered have labor market 
significance (ADB, 2008). 
 
In terms of employment facilitation, the government has been focusing on improving 
the Public Employment Service Office/s or PESO activities like job solicitation, 
referrals, and placement; provision of career counselling or guidance, and 
administration of government-funded programs (Taña, 2004). PESOs, which had its 
roots in the CEC or Community Employment Centers in the mid-1980s, are non-fee 
charging entities intended to facilitate job exchanges in different areas in the country. 
Phil-Jobnet is also one of the major services under the PESO initiative. This is an 
online job-applicant matching system, much like Jobstreet and JobsDB.com 
 
According to a Bureau of Local Employment report, both the PESO and the Phil-
Jobnet had very low utilization levels prior to 1999. Most of the problems were 
attributed to internet or connection-related setbacks like difficulty accessing and 
downloading data, and breakdown connections. Moreover, the additional cost of 
paying monthly fees for ISP servers proved too burdensome to a number of local 
government units. By 2003 however, the trend was reversed as an increasing 
number of applicants drove to PESO offices searching for possible employment 
(Taña, 2004). 
 
F.  Identifying Policy Incoherence 
 
The discussion on policy coherence revolves around the adoption of the openness 
model as the centerpiece for economic development. Given the disappointing record 
of the Philippines with this reform program, it is necessary to identify the policies that 
were in place that constrained the economy from taking advantage of the 
opportunities that emerged. 
 

• The primary source of incoherence was an overvalued currency. It should be 
noted that during the post-war period the Philippines never devalued the peso 
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as a matter of strategy or policy. Sharp currency depreciations were the result 
of various forms of economic crises. 

 
• The Philippines failed to adopt a strategic policy for industrialization. One 

example was documented by Austria (2000) who laments that the relatively 
low-value added in the electronics sector is primarily attributed to lack of 
political will to implement a comprehensive policy to promote information 
technology as an industry. 

 
• The policy to honor all debt incurred during the Marcos administration led to a 

fiscal bind that resulted in the poor provision of physical infrastructure and the 
reduction in spending on social services. The fiscal bind was exacerbated by a 
persistent drop in the tax effort. 

 
• The overvalued currency and lack of physical infrastructure adversely affected 

the agriculture sector and magnified the internal policy inconsistencies in that 
sector. 
 

• The cutback in expenditure for educations has prevented the Government 
from adopting a more pro-active approach in influencing the curriculum of 
tertiary schools and improving the quality of elementary and high school 
education. One consequence of this is the existing job mismatch in the labor 
market. 
 

• Poor physical infrastructure, lack of a strategic industrial policy, and 
inadequate human resources have discouraged investment. The low 
investment rate has in turn limited employment opportunities. 
 

Clearly, the inconsistencies in these policies have contributed to the critical 
constraints identified in Section III: the tight fiscal situation; inadequate infrastructure, 
particularly in electricity and transportation; inability to address market failures 
leading to a small and narrow industrial base; lack and slow growth of productive 
employment opportunities, primarily due to low private investment and 
entrepreneurship; and inequitable access to development opportunities, especially 
education, health, infrastructure, and productive assets. The interaction of these 
factors has led to a disappointing record in both economic growth and employment. 
Other patterns that relate macro-level policies and employment are discussed in the 
next section. Specific policy recommendations are the subject of Section VII. 
 
 
V.  Dynamics of Economic Growth and Employment 
 
This section explores how inconsistent policies as summarized in the previous 
section affected employment outcomes in the Philippines. The discussion largely 
revolves around the openness model using the basic framework of Rama (2003). His 
literature survey reviews the positive and negative effects of globalization on workers.  
The analysis is related to the factors that explain the employment situation in the 
Philippines as described in Section IV.E.  
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Openness and Labor Market Outcomes 
 
Economic theory predicts that greater openness will cause wages in developing 
countries to catch up with those in industrialized countries. International trade leads 
to a more efficient use of scarce resources according to international division of labor 
and specialization according to comparative advantages of countries, thereby 
maximizing factor incomes and therefore potential national and global welfare. Rama 
(2003) finds that the globalizers among developing countries experienced about 
twice as high as wage growth as the non-globalizers during the 1980s and the 1990s. 
Empirical results also show a high positive effect of foreign investment indicating that 
globalization will be more beneficial to workers if their respective economies are 
successful in attracting investors from abroad. FDI therefore is as important as 
comparative advantage in trade in explaining wage growth. 
 
The benefits from globalization are not evenly distributed across workers, however. 
There is no evidence of an increase in the dispersion of wages by occupation. But a 
variety of studies uncover an increase in the wage premium to skill, which contradicts 
the prediction of one of the most popular international trade models. Disentangling 
whether this effect is actually due to trade, or rather to technology, or foreign 
ownership, is difficult. If anything, foreign direct investment appears to have a 
stronger impact on the returns to education than openness to trade. To the extent 
that poor workers have a limited educational attainment, they would not be the main 
beneficiaries from globalization. On the positive side, openness to trade seems 
associated with a narrowing of the gender gap in earnings. 
 
Globalization affects workers not only through wages, but also through employment. 
Trade liberalization is associated with job losses in formerly protected sectors. It is 
also associated with the replacement of permanent workers, who have a more 
privileged status, by temporary and casual workers, who enjoy fewer benefits. The 
loss of “privileged” jobs is especially dramatic in the context of public sector 
downsizing. While the latter is not directly connected to globalization, the need to 
increase competitiveness often pushes governments to privatize state-owned 
enterprises, abolish legal monopolies in utilities, and retrench redundant civil 
servants. But integration with world markets is also associated with substantial job 
creation, especially in export-oriented activities such as textile, garments or 
footwear.13 
 
Philippine Experience: Do Labor Market Rigidities Matter? 
 
Felipe and Sipin (2005) provide estimates of the labor share of output, unit labor 
costs and real wage for the Philippines from 1980 to 2002. During this period, the 
labor share lost 10 percentage points, from 75 percent to 65 percent. Meanwhile, the 
real wage rate fell sharply between 1980 and 1994 but increased by an average of 
1.5 percent per annum from 1994 to 2002. Despite the recovery, the real average 
wage in 2002 was only about three quarters that in 1980. 
 
The profit rate, on the other hand, was stable and the mark-up rate14 rose during this 
period. The latter increased by over 50 percent, from 0.35 in 1980 to 0.58 in 1996. 
                                                
13
The last two paragraphs were lifted from Rama (2003), page 32.  

14
 The ratio of capital to the labor share. 
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This has been attributed to rising concentration of ownership an issue that will be 
discussed in more detail in the next section. The falling labor share implies that the 
high cost of doing business in the Philippines is not due to high labor cost but is 
attributable to other factors, e.g. high cost of power, poor infrastructure, and lack of 
competition in certain sectors.  
 
Meanwhile, the Philippines has one of the highest unemployment rates in Asia (Table 
IV.E.1). This seems to contradict an earlier statement that the Philippines has a 
higher employment elasticity compared to other Asian economies and its level has 
remained fairly stable. However, this is likely due to the lower growth of the Philippine 
economy and flexible labor arrangements. These flexible arrangements have 
contributed to stagnant real wages and a declining share of labor in total income. 
 
While these outcomes are already clear evidence of the disappointing record of the 
openness model, what is more important is the performance of the manufacturing 
sector. Despite the increase in the share of manufactured exports, valued added of 
the domestic manufacturing sector has stagnated (Table IV.A.2). This was 
accompanied by a decline in the share of employment in the manufacturing sector 
(Table IV.E.3). Arguably, the inability of the manufacturing sector to generate 
employment is one of the main reasons for the failure of the Philippines to 
substantially reduce its incidence of poverty as compared to the other economies in 
the region. 
 
Various reasons have been cited to explain the poor wage and employment record of 
the manufacturing sector in the context of the openness model. Two general sets of 
factors are cited. One is rigidities in the labor market which are direct result of labor 
market policies. The other set relates to incoherent policies that prevent the economy 
from taking advantage of the opportunities provided by globalization. These two sets 
of factors, however, are not mutually exclusive. 
 
The possibility that rigidities have been the major constraint to greater employment, 
and that labor market reforms are necessary to address this situation, emerged 
primarily because of three reasons:15 
 

“The first is that competitiveness has become the main objective of 
economic policy. To become more competitive, reforms in all areas, 
including labor markets, are needed. The second argument pertains to 
institutional forces that lead to the inflexibility of labor markets. These 
are wage-push factors like unionization or minimum wages, which 
increase the bargaining power of labor, increase the cost of labor, and 
lower the demand for labor. Again, the implication is that the labor 
market must be deregulated. Finally, some central banks see the role of 
monetary policy as exclusively to combat inflation and believe that their 
policies have no impact on employment; on the other hand, the fear of 
budget deficits does not allow fiscal policies to stimulate employment. If 
fiscal and monetary policies cannot be used, ,the only option left to 
stimulate employment seems to be, once again, labor market reforms.” 

 

                                                
15
 Felipe and Lanzona (2006), pages 370-371. 
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Felipe and Lanzona (2006) cast doubt on the importance of labor market rigidities as 
the primary factor constraining employment generation. They argue that for 
investors—both foreign and domestic—who want to invest in the Philippines to serve 
the domestic demand, the cost of labor is probably offset by the demand effect. On 
the other hand, for investors who intend to export, countries like China and Viet Nam 
offer substantially lower wages. These investors would have already left if only 
wages determined their preference for the Philippines as a business location. 
 
Earlier it was pointed out that wages have fallen vis-à-vis profits over the past 20-30 
years. This outcome is more consistent with a situation where labor market 
arrangements are flexible. Such flexibility in the labor market was already alluded to 
in the last part of Section IV.E. This supports the contention of Felipe and Lanzona 
that labor market rigidities are not that important in the Philippines. 
Is Policy Incoherence to Blame? 
 
One specific result of policy incoherence has been the low investment rate, as 
explained in Section IV.F. This has limited the productive capacity of the economy 
thereby constraining employment opportunities (see last part of Section IV.E). 
However, limited productive capacity is equivalent to insufficient capital stock which is 
the primary reason for the stable profit rate and rising mark-up rate during the past 
20-30 years. Following Rowthorn (1995), Felipe and Lanzona argue that an 
insufficient capital stock necessitates a higher unemployment rate to equilibrate the 
income claims of workers and capitalists. Meanwhile, the combination of a low 
investment-to-GDP ratio and stagnant capital productivity leads to a low growth rate 
of the capital stock. Quoting Rowthorn: “Unemployment reduces the ability of the 
workers to push up wages, while excess capacity limits the ability of firms to raise 
prices.”16 
 
Thus, apart from failing to increase productive capacity that will generate more 
employment, a low investment rate exacerbates the distributive conflict among 
income groups in the Philippines.17 
 
An interesting issue would be whether institutional factors can partly explain the low 
investment rate. This was recently attempted by Bocchi (2008) when he analyzed 
why investment in the Philippines did not respond to higher economic growth in 
2005-07. One major reason is the dominance of corporate conglomerates in strategic 
sectors such as agriculture, maritime and air transport, power, cement, and banking. 
These corporate conglomerates do not have an incentive to invest and expand their 
operations since their main source of profitability is a captured market. In turn the 
resulting higher costs in these sectors discourage investment in sectors that have 
strong backward and forward linkages with them, particularly in manufacturing. 
 
The analysis of Bocchi dovetails with the finding of Felipe and Lanzona (2006) that 
even at the height of trade liberalization, the degree of monopolization of the 
economy was increasing. As evidence they point to an increasing trend in the price-
markup ratio between 1980 and 2003. These results corroborate what is well known 

                                                
16
Rowthorn (1995), page 28 as quoted by Felipe and Lanzona (2006). 

17
 Felipe and Lanzona (2006) cite Bardhan (2001) when they pointed out that beneficial institutional 

change in the Philippines and in many other developing countries has been prevented by distributive 
conflicts and asymmetric bargaining power. 
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about the Philippines, that is, the country is characterized by a lack of “culture of 
competition”. Monopolies and cartels are accepted as a part of doing business, an 
attitude that can be readily explained by institutional factors. 
 
Policy Incoherence: The Institutional Dimension 
 
Institutions are defined as a “system of rules, beliefs, norms, and organizations that 
together generate a regularity of social behavior.”18 Stable and credible institutions 
are important for the development of the rule of law, the enforcement of contracts, 
and the protection of property rights. The latter are important pre-conditions for the 
support of anonymous exchange and long-term contracting especially for credit, 
venture capital, and technological innovation. Economic development, therefore, is 
virtually impossible without the appropriate institutional support. The contents of 
policies themselves assume second-order importance since whether or not policies 
are taken and the degree to which they are implemented become matters that are 
endogenous to prevailing institutions and political economy (De Dios, 2008). In other 
words well designed policies can become “incoherent” and ineffective as a result of 
weak institutions. 
 
The Philippines is an example of a country where “the exogenous introduction via 
colonial experience of political and economic institutions amid great and persistent 
social inequities and a parallel network of informal, personal, and kin-based 
institutions, clearly placed such institutions beyond the reach of the larger part of the 
population.”19 As a result, the formal institutions have not been given the proper 
respect and became largely ineffective. Instead what became dominant almost by 
default were primordial institutions, such as the clan or family, or religious and ethnic 
affiliations, with their workings being superimposed upon the formal political process 
(De Dios, 2008). 
 
Consequently, what evolved in the Philippines was a semi-feudal economy 
dominated by elite factions. Instead of encouraging competitive behavior, a culture of 
‘rent-seeking’ was engendered. The political and economic elite used state 
institutions as instruments of wealth accumulation. It was deemed that more money 
could be made by redistributing wealth through the political process than by actually 
creating wealth. 
 
This is the context in which the absence of a “culture of competition” can be 
explained. One of the outcomes was the inability to take full advantage of the 
opportunities afforded by globalization. In the Philippines, this has been reflected in a 
low investment rate and higher incidence of poverty compared to other economies in 
East Asia. 
 
Future analysis of economic development constraints should consider a multi-
disciplinary approach which can put more emphasis on the “deep parameters” 
affecting economic performance. For example, related to the institutional dimension, 
culture and values can partly explain the lack of social cohesion, spotty 
entrepreneurship, and general inability to establish a credible and selfless political 

                                                
18
De Dios (2008) citing the definition of A. Greif (2005): Institutions and paths to and the road to 

the modern economy: lessons from Medieval trade. Cambridge University Press. 
19
 De Dios 92008), page 27. 



29 

 

leadership in the Philippines. A Weberian framework would certainly cite the 
inconsistency between religion and capitalist development in the Philippines. 
Meanwhile, values such as ningas cogon 20  have definitely adversely affected 
economic growth. However, even if this analysis was accurate, effective policy 
prescriptions would still be elusive.21 At best, the analysis would yield guidelines that 
will make policymakers aware of the limitations of economic reforms and enable them 
to contextualize these reforms.  
 
Dynamics of Economic Growth and Employment: An International Overview 
 
Table IV.E.4 shows a general decline in the employment elasticity over time. Felipe 
and Hasan (2006b) provide several reasons to explain this trend. The analysis can 
help guide domestic policy. 
 
First, the integration of such economies as China, India, and the ex-Soviet block has 
effectively increased the global supply of labor. Unfortunately, this has not been 
accompanied by a surge in investment, leading to a steep reduction in the labor 
capital ratio from $53,500 in 1990 to $37,600 in 2000. Second, globalization and 
competition may have made the production technology of formal sectors in 
developing countries as capital intensive as those in industrial countries, thereby 
limiting the growth of employment in these sectors. These outcomes are also related 
to the underlying structure of the Asian economies. 
 
Market segmentation and dualism is an important feature of the region’s labor market 
with “modern” or “formal” co-existing with “traditional” or “informal” sectors. There is 
also a relatively wide urban-rural divide. Formal sectors are usually dominated by 
large firms and regulated by government in many dimensions. Employment in 
government institutions often contributes a substantial proportion to this sector. This 
sector not only offers higher wages but also greater job security. It has been 
observed lately, however, that job security is also weakening in the government 
sector (Felipe and Hasan, 2006a). 
 
The informal sector, on the other hand, is characterized by self-employment and/or 
flexible wage arrangements with vaguely defined contracts. This sector declined in 
importance prior to the 1997 financial crisis but has since experienced a resurgence. 
Contributing substantially to this phenomenon is the retrenchment of formal sector 
workers, particularly in state-owned enterprises, and the easing of restrictions on 
rural-urban migration in rapidly growing transition economies such as China and Viet 
Nam. While it has been argued that working in the informal sector can be more 
remunerative than the formal sector, in Asia’s developing economies the more 
important reason is that these workers fail to find jobs in the formal sector. 
 

                                                
20
"Ningas Cogon" is an old Filipino expression, which literally means "grass flash-fire". It refers to 

cogon dry grass which blazes furiously when set alight, but only for a few minutes before turning to 
cold ashes. When applied to society, it refers to people who are enthusiastic about something but then 
lose interest quickly. It applies particularly to personal effort and business ventures. Some sociologists 
have cited this as a general weakness of Philippine society which is inconsistent with successful 
entrepreneurship. 
21
 For example, a policy of “changing religions” is not feasible and is actually foolhardy. 
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Because of improving technology, enterprises often prefer to mechanize. The 
resulting improvement in productivity has contributed to lower employment elasticity. 
However, economic managers in developing countries should not exacerbate this 
trend by maintaining artificially low interest rates—effectively giving capital preference 
over labor. Interest rates should therefore reflect the real price of capital, not the rate 
that industrialists would prefer (UNDP 2006). Generally, this concern does not apply 
to the Philippines since real interest rates have been fairly stable and moderately 
positive since 1980 (Figure V.1). 
 
In a similar vein, governments should phase out fiscal incentives to enterprises; 
these may attract investment, but not necessarily in businesses that maximize 
employment since these tax breaks artificially raise the return to capital and therefore 
encourage capital-intensive investments (UNDP 2006). 
 
Another reason why enterprises may be reluctant to take on new workers is that 
labor contracts can be too rigid. In rapidly changing markets, companies that find it 
difficult to predict future demands may prefer to invest in machinery rather than 
commit themselves to a larger permanent workforce. This is the primary reason 
behind the persistent duality in many Asian economies—a small and protected group 
of ‘insiders’ with secure employment influenced by national regulations and a large 
casual, and often exploited, workforce working on piece rates. Instead, more workers 
should steadily be absorbed into formal employment but on contracts sufficiently 
flexible that they can readily be deployed to other sectors or companies as trading 
conditions change. 
 
 
VI.  A Note on the 2008 Financial and Economic Crisis: Has the Philippines 
Benefited from the Lessons of 1997? 
 
The economic difficulties that emerged in 2008 provided a stark reminder of the 
potential adverse impacts of globalization. In general, because of globalization 
economies are more susceptible to external shocks. Trade liberalization itself leads 
to economic dislocation as will be explained in the subsequent paragraph. Policy 
coherence enables the economy to adjust to the shocks more smoothly. 
  
Globalization has led to greater firm “churning” or the rate of firm exit and entry. The 
exits can be accounted by low productivity firms that were not able to adjust to 
greater import competition. In theory, the exits should be offset by new entrants as 
trade and investment liberalization effectively reduces the barriers to entry. While the 
net turnover rate of firms is usually low, there is potential for large productivity gains. 
Firm churning has corresponding effect on the labor market in terms of job losses 
and job gains. Studies indicate that while the overall industry data on net job losses 
or gains may be small, firm level data show large labor turnovers as workers transfer 
work and firms within the industry. It may noted that the new hires may have a 
different demographic (e.g., female, young, literate) from the laid off workers (e.g., 
male, middle aged, unskilled, unionized), thereby creating social costs. Also, there 
may not be synchronicity between job destruction and job creation, resulting in high 
frictional unemployment. 
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Economic crises also lead to labor market churning. One important lesson from the 
1997 East Asian financial crisis was the need to put in place a system of social 
protection. Most of the countries that did not have social safety nets when the crisis 
erupted. These measures could have helped workers who were temporarily laid-off 
(e.g. unemployment insurance) or families who fell into poverty as a result of the 
economic downturn. Social protection would thus add another element to policy 
coherence in order for the openness model to be more efficient and equitable. 
 
In the aftermath of the 1997 crisis many governments in East Asia responded to 
labor market changes through active labor market interventions in terms of job 
creation, skills training, employment services, employment subsidies and skills 
transfers. Unfortunately some of the programs were poorly designed and 
implemented with poor targeting, making them ineffective in reaching the intended 
beneficiaries (Khandker 2002). 
 
Partly in response to this shortcoming, the 2004-2010 Medium-Term Philippine 
Development Plan devoted one chapter to labor issues. It called for the Government 
to pursue more vigorously the four major employment strategies: employment 
generation, employment preservation, employment facilitation, and employment 
enhancement. Various strategies in each area were identified. Unfortunately, there is 
no rigorous study on the impact of these strategies. Nevertheless, the unemployment 
rate for the period 2005-08 has been the lowest over the past 20 years. Moreover, 
the employment impact of the economic slowdown in 2008 appears to be modest as 
the unemployment rate increased to only 6.8 percent compared to 6.3 percent in 
2007 (Table IV.E.2). 
 
The onset of the global financial crisis raised fears that many emerging markets will 
face a debacle similar to the 1997 financial crisis that hit East Asia. The initial impact 
on asset markets did put pressure on financial markets especially in economies with 
high foreign participation in local equity markets, banking systems that depend 
heavily on short-term foreign currency funding, and those running external current 
account deficits (ADB, 2008). In East Asia, Korea and Indonesia experienced severe 
foreign currency liquidity shortages but the situation has improved considerably in 
December, 2008. 
 
However, East Asian financial sectors have largely weathered the crisis. The relative 
resilience of regional banking and financial systems in East Asia reflects a number of 
factors, including:22 (i) the very limited direct exposure of the region to subprime and 
other related securitized products; (ii) relatively strong bank balance sheets with a 
return to profitability—as impaired loans from the 1997/98 Asian financial crisis have 
been worked off; (iii) improvements in risk and liquidity management; (iv) 
strengthening of supervisory and regulatory systems; and (v) moves by banks into 
new and profitable domestic business lines such as consumer lending. The move 
into consumer lending implies an absence of the strong search for yield that led 
many banks and other financial institutions in industrialized countries to take on too 
much leverage and risk. 
 

                                                
22
 This paragraph is lifted from ADB (2008), page 46. 



32 

 

These factors largely reflect the Philippine situation. 23  The government’s policy 
responses seem to be timely and comprehensive. Moreover, policies that were 
designed in the aftermath of the 1997 crisis seem to have shielded the economy from 
more serious damage. In this context, the degree of policy incoherence was 
somewhat mitigated. Regional central banks must, however, remain vigilant and 
implement measures to maintain stability of their financial sectors. 
 
 
VII.  Policy Recommendations 
 
There is no dearth in analysis and policy recommendations to address the incoherent 
policies in the Philippines. Some of these studies, however, tend to highlight weak 
institutions, a factor that has not figured prominently in this paper. These studies 
overlook the fact that recommendations to strengthen and improve institutions do not 
readily flow from standard economic analysis. A political economy framework must 
be adopted along with a variant of the new institutional economics. For example, De 
Dios (2008) emphasizes the need to nurture and reinforce existing groups and 
constituents that adhere strongly to democratic principles. Such a policy measure will 
indeed go a long way in strengthening institutions in the sense described in Section V 
but does not evolve directly from the discussion of policy coherence. 
 
What follows instead is a discussion that unequivocally addresses the problem of 
employment generation. Many recommendations stem for individual country 
experiences that are readily applicable in the Philippine context. Following the 
diagnostic approach, policies are divided into the demand side and supply side.  
 
Demand Side Policies  
 
These are measures geared towards generating economic activity in areas that 
require a significant amount of labor. The general policy prescription is to encourage 
investment into these sectors. For example, a prevalent prescription is to increase 
economic activity in the rural sector where the majority of Asia’s workers are 
employed.  
 
The rural sector is characterized by a high degree of underemployment and low 
productivity. Increased public investment in rural infrastructure and provision of 
extension services are vital for raising productivity in agriculture. A rise in productivity 
in the farm will also benefit the non-farm rural economy. For example, rural roads and 
rural electrification will directly facilitate the expansion of the non-farm sector. 
Meanwhile, increased incomes from improved farm productivity will raise demand for 
the output of the farm sector. 
 
Economic managers can also consider policies that simultaneously address labor 
demand and supply issues. One set of policies are those that promote diversification 
of production activities into new areas, facilitate restructuring of existing activities, 
and foster coordination between public and private entities to make all of this happen. 
These policies form the core of ‘industrial policy’ although they need not be restricted 
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 This can be gleaned from a presentation of the Bangko Sentral ng Pilipinas (BSP) entitled 

“Managing Current Risks and Concerns Facing the Philippine Economy: The Role of the BSP” 
November 19, 2008. 
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to the industry sector. They also apply to the development of nontraditional activities 
in agriculture and services. Additionally, the use of industrial policies should not imply 
that governments make production and employment decisions. Instead, it requires 
that governments play a ‘strategic and coordinating role’ in the development of 
nontraditional activities—activities where the underlying costs and opportunities are 
unknown to begin with and unfold only when such activities start (Rodrik 2004). 
 
A good example for the application of strategic industrial policy is in the area of 
foreign direct investment. Attracting a large amount of FDI generates economic 
growth and additional employment. But to maximize the gains, there should be 
spillover effects on the domestic sector. The Singaporean government implemented 
a Local Industries Upgrading Program that encouraged multinational firms to source 
their inputs from domestic firms. While the main objective was technology transfer, it 
had the effect of turning domestic small and medium enterprises (SMEs) into 
attractive input and service suppliers. The overall effect was to increase the demand 
for domestic labor. The success of this program is clearly indicated by the increasing 
employment elasticity of Singapore in the 1990s and beyond.  
 
This type of policy can also be used to integrate domestic SMEs—which are more 
labor-intensive than large firms—to growth areas. One successful case is Korea. 
While industrialization in the 1970s and 1980s is largely attributed to large-scale 
enterprises, subcontracting with small and cottage producers was practiced widely 
especially in later years. In the case of the electronics industry, which was the main 
driver of the Korean economy in the 1990s, the government took active steps to 
encourage the formation of a domestic equipment and supplies industry (Matthews 
and Cho, 2000). For example, there has been active encouragement of clustering 
supply firms on the Chonan Second Industrial Complex in central Korea so that 
several emerging supply firms such as DNS Korea, Mirae and POSCO-Huls are now 
located there or in its vicinity. 
 
In cases where globalization and competition have left no other recourse for 
exporting firms but to employ capital-intensive production technologies developed in 
industrial countries, these firms can turn around and engage domestic SMEs for 
support production services. This ‘local production strategy’ is similar to the national 
autonomy strategy pursued by Japan to avoid ‘import dependence’ (Matthews and 
Cho, 2000). Such a policy can be considered by economic managers in their attempt 
to stem the decline in employment elasticity. 
 
The food processing industry of India can also be considered in the context of 
industrial policy. This is a labor-intensive industry that has strong direct linkages with 
the agriculture sector. Less than 2 percent of fruit and vegetable production in India is 
processed, compared with 30 percent in Thailand and 80 percent in Malaysia 
(Sundaram and Tendulkar 2002). Several market analysts have identified food 
processing as an industry with significant potential to expand. However, there are a 
number of constraints that have prevented this. The most important are: cultivation of 
traditional varieties of fruit and vegetables unsuitable for processing; weak 
infrastructure for post-harvest preservation and quality control; and lack of modern 
storage, transportation, processing, and packaging facilities. While some of these 
constraints may result from misguided government policies, coordination failures 
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abound in preventing the growth of a sector in which there are so many inputs and 
players. 
 
Supply Side Policies 
 
It is widely accepted that investments in education are critical for economic growth. At 
the aggregate level societies would like to prepare their labor force for the increasing 
sophistication of production, the challenges of globalization and rapidly changing 
market demand. At the firm level, production decisions are shaped by the type of 
workers available to it. If highly-skilled workers are relatively abundant, firms would 
likely choose to produce high-value products. Conversely, with low-skill workers firms 
will tend to produce low-value products. At the individual level, workers decide to 
invest on skills that will facilitate productive employment in rapidly changing 
production environments. Individuals may not be fully compensated for investing in 
high-skill education (i.e., there are differences between private and social returns to 
investment in knowledge) resulting in under-investment. In this situation, firms react 
by choosing to produce low-value products thereby triggering a “low-skill, bad-job 
trap” (Felipe and Hasan, 2006a). 
 
Felipe and Hasan (2006a) pointed out the importance of gearing human resource 
programs for trainability. Trainability is defined as the capacity to understand how to 
use a given technology and for assimilating new technologies effectively. This means 
good basic education rather than gearing for a tertiary level diploma for majority of 
the students. In addition, low quality basic education can mean that higher education 
is merely performing remedial training to cover what was lost in basic education. This 
can also mean high training costs for firms for majority of its entering workers. Felipe 
and Hasan also emphasized the importance of making the structure and content of 
education appropriate for the economic environment in which most students will live. 
Without this slant, education can turn out to be urban-biased so that it contributes to 
rural-urban migration or similarly foreign-labor-market-biased contributing to exodus 
of trained workers abroad.   
 
In the case of vocational training, the emphasis should be in improving the link 
between industry needs and training provision by allowing industry associations to 
participate fully in both the planning and conduct of the training.  
 
East Asian and Southeast Asian economies have demonstrated how investments in 
education have kept their workers productively employed as well as propel their 
economies into much faster growth. Some (e.g. Korea and Taipei,China) have 
invested ahead of demand. Others (e.g. Thailand) were forced to reconsider their 
human capital policies after it become clear that severe skill shortage was hampering 
their growth potential. On both cases, the emphasis is on high-quality basic 
education and these are accompanied by complementary capital investments. 
 
However, experiences of other countries have also revealed that investments in 
human capital do not necessarily improve the chances for productive employment 
and contribute to economic growth. It can even cause new sets of problems. In the 
Philippines, for instance, the highest unemployment rates are among those with 
secondary education and higher, partly indicating misplaced investments. This was 
discussed extensively in Section IV.E. In addition, it also produced what appears to 
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be a dualistic education system where few expensive high quality schools are 
catering to a small set of students while the bulk of the students are enrolled in cheap 
but low quality training institutions. As a result, only the high-wage formal sector 
benefits from the high quality training of elite school students but the rest of the 
economy has to make do with the bulk of poorly trained workers. This situation is 
also observed in India where elite schools are presumably providing highly trained 
workers for a few world-class service sector firms. Thus, investments in education in 
these cases have contributed to rather than eradicated the dualities in the labor 
market.  
 
Moderating the growth of the population would also be critical in containing 
unemployment particularly for countries whose population is still growing very rapidly. 
This is very clear in the case of the Philippines where high employment elasticities 
and moderate economic growth failed to reduce unemployment rates. 
 
Coordination Among Government Agencies and Policy Coherence 
 
The proposed “demand-” and “supply-side” policies must be geared towards the 
ultimate objective of achieving full employment of the economy. The risk is that 
implementing the recommendations may itself be subject to “incoherence” since 
various government agencies are responsible for different aspects. 
 
In the Philippines, the risk should in theory be relatively low. As a matter of fact, 
major policy inconsistencies in the Philippine government can be avoided largely 
because of the structure of policymaking that has been in place for the last 35 years. 
The National Economic and Development Authority (NEDA) is mandated to 
“coordinate the development planning and policy formulation process, in order to 
achieve the objectives of sustainable economic growth coupled with an equitable 
distribution of income and wealth.”24 The primary authority lies with the NEDA Board 
which is chaired by no less than the President of the Philippines. 
 
The NEDA Board—which on paper should meet at least once a month—also has the 
responsibility to ensure that “major socio-economic policies, plans, programs and 
projects of different government agencies must be properly coordinated with the 
Authority at both the national and regional levels prior to their adoption, in order to 
ensure their consistency with established national priorities and coordination with 
other policies, plans, programs and projects of the government.” This process should 
therefore reduce the likelihood of policy incoherence. 
 
The situation begs the question of why policy incoherence still exists despite a 
process that is designed to avoid it. Based on the earlier discussion the answer lies 
largely with historical and institutional factors. Even well designed policies will be 
ineffective if they are not supported by strong institutions and the necessary political 
will. This draws the discussion again into the realm of political economy. Appropriate 
policy recommendations are best left to other studies. 
 
 
 

                                                
24
Lifted from http://www.neda.gov.ph/about/legal_mandate.htm. 
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Table I.1: Annual Average Growth Rate of Real Per Capita GDP, 1950-2006 (in %) 

Period Hongkong, 
China 

Indonesia Korea Malaysia Philippines Singapore Taipei, 
China 

Thailand 

1951-1960 9.2 4.0 5.1 3.6 3.3 5.4 7.6 5.7 

1961-1970 7.1 2.0 5.8 3.4 1.8 7.4 9.6 4.8 

1971-1980 6.8 5.3 5.4 5.3 3.1 7.1 9.3 4.3 

1981-1990 5.4 4.3 7.7 3.2 -0.6 5 8.2 6.3 

1991-2000 3.0 2.9 5.2 4.6 0.9 4.7 5.5 2.4 

2001-2006 4.0 3.3 4.2 2.7 2.7 3.2 3.4 4.0 

Average growth rate for 56 years 5.9 3.6 5.6 3.8 1.9 5.5 7.3 4.6 

Source: Asian Development Bank (2007) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Table I.3. Poverty and Inequality in East Asia 

  

Population in 
Poverty 

(in percent) 

Proportion of 
Population 
Below $1 

(PPP) a Day 
(%) 

Gini 
Coefficient 

PRC 2.50 10.80 0.47 

Indonesia 16.70 7.70 0.34 

Malaysia 5.10 0.00 0.40 

Philippines 30.00 13.20 0.44 

Thailand 9.80 0.00 0.42 

Viet Nam 19.50 8.40 0.37 

Source: Asian Development Bank Key Indicators, 2007 

 

 

Table I.2: Per Capita in GDP in 2000$ 
  1960 1983 1984 2006 

Hongkong, China 
  
1,960  

   
13,028  

 
14,163  

   
31,779  

Indonesia 
     
196  

        
444  

      
467  

        
983  

Korea, Republic of 
  
1,110  

     
3,884  

   
4,147  

   
13,865  

Malaysia 
     
784  

     
2,059  

   
2,161  

     
4,623  

Philippines 
     
612  

     
1,004  

      
908  

     
1,175  

Singapore 
  
2,251  

   
10,386  

 
11,042  

   
27,685  

Taipei, China 
  
1,468  

     
2,846  

   
3,169  

   
15,482  

Thailand 
     
329  

        
897  

      
933  

     
2,549  

Source: Asian Development Bank (2007) 
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Table III.1: Gross Domestic Investment (% of GDP)

Item  Indonesia Republic of Korea Malaysia Philippines Thailand 

1994 31.1           37.0                       41.2           24.1           40.3           

1995 31.9           37.7                       43.6           22.5           42.1           

1996 30.7           38.9                       41.5           24.0           41.8           

1997 31.8           36.0                       43.0           24.8           33.7           

1998 16.8           25.0                       26.7           20.3           20.4           

1999 11.4           29.1                       22.4           18.8           20.5           

2000 22.2           31.0                       26.9           21.2           22.8           

2001 22.0           29.3                       24.4           19.0           24.1           

2002 21.4           29.1                       24.8           17.7           23.8           

2003 25.6           30.0                       22.8           16.8           24.9           

2004 24.1           30.4                       23.0           16.7           26.8           

2005 24.6           30.1                       20.3           14.4           31.5           
2006 24.6           29.8                       20.7           13.8           28.6           

Note: 2007 figure for the Philippines is 14.2 percent. Source of data: ADB  
 

Table IV. A.1: Degree of Openness, Measured 
by Total Trade/GDP (%) 

   1980  1990  2002  2007  

Cambodia   ..  17.8  96.3  110.1  

Indonesia   42.0  41.5  45.2  43.6  

Lao PDR   ..  30.5  40.9  48.6  

Malaysia   95.4  133.3  172.4  172.9  

Philippines   43.3  47.9  99.3  75.3  

Singapore   370.2  307.0  273.5  348.2  

Thailand    48.6  65.7  104.6  119.3  

Viet Nam   ..  79.7  104.0  157.3  

China   20.2  29.6  42.7  66.3  

Korea   62.4  51.1  57.5  75.1  
Source: ADB Key Indicators, 2008; World Bank, World 
Development Indicator, 2006 CD-ROM 
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Table IV.A.2:  Six indicators of industrial performance (1993, 1998 and 2003)

China, P.R. 409.6 258.9 157.1 332.9 142.3 70.3 36.70 33.80 31.80 46.92 43.14 37.15 97.36 95.82 90.21 52.79 38.93 28.46

Hong Kong, SAR 1,404.4 1,764.4 1,704.2 32,152.3 26,164.3 22,204.3 5.57 7.86 7.86 27.69 36.84 32.66 99.19 98.89 98.40 58.75 48.08 43.57

India 82.0 67.4 50.2 53.0 29.4 21.2 15.63 15.69 14.67 39.27 43.35 41.82 89.89 87.04 85.48 24.89 19.27 16.66

Indonesia 291.2 246.4 204.7 193.2 139.8 128.1 26.92 25.64 22.58 29.79 31.58 25.03 69.65 59.14 66.69 33.78 28.45 14.90

Japan 10,881.3 9,771.4 9,523.3 3,539.0 2,976.5 2,834.1 24.39 22.46 23.19 56.94 54.19 52.54 95.76 97.51 98.60 85.02 84.64 84.57

Korea, Rep. 4,587.5 2,868.6 2,343.9 4,049.0 2,730.2 1,830.6 29.83 24.56 23.73 60.26 53.71 46.67 99.65 95.28 98.36 73.93 63.17 54.84

Malaysia 1,519.4 1,202.0 977.8 3,851.3 3,058.4 2,073.3 29.96 27.18 25.51 49.85 54.88 51.65 89.86 92.11 85.03 73.21 71.37 62.87

Philippines 275.9 254.7 232.2 446.2 400.1 106.2 22.33 22.60 22.41 40.09 34.17 30.71 98.60 98.94 61.29 81.02 77.33 39.38

Singapore 6,612.1 5,792.8 4,798.7 36,107.9 27,998.7 21,500.3 23.94 22.60 22.53 77.58 71.40 66.99 96.21 97.56 96.02 80.43 79.36 70.56

Taiwan Province 4,240.5 3,631.6 2,955.8 6,308.9 4,998.7 3,972.7 25.06 24.55 25.92 49.43 49.43 43.87 94.75 97.36 97.03 71.35 64.05 54.38

Thailand 1,098.0 810.3 724.8 1,183.5 843.4 600.6 34.89 30.82 29.04 37.84 34.70 21.43 92.71 94.50 91.30 57.64 51.43 38.05

Source: UNIDO Website, Industrial Development Scoreboard-2007 Update. http://www.unido.org/fileadmin/user_media/Services/Research_and_Statistics/full_sample.xls

19931993 2003 199819982003 19981998 1993 1993 20032003 1998 1993 2003 1998 2003

Industrialization Intensity

Manufactured Value Added per capita

(constant 1995 USD)

Manufactured Exports per capita

(current USD)

Manufacturing Export Quality

Country 1993

Share of MVA in GDP

(Percentage)

Share of Medium- and Hightech Value 

Added in total Manufacturing

Value Added (Percentage)

Share of medium- and high tech 

Exports in Manufactured exports 

(Percentage)

Share of Manufactured Exports in 

total Merchandized Exports 

(Percentage)
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Table IV.C.1a: Current Transfers and Net Capital Flows in the Philippines (in million US$), 1989-1999

1 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

2 Current Transfers (3)-(4) 832 717 828 825 746 1041 1147 1185 1670 758 5784

3 Credit: Receipts 832 717 828 825 746 1041 1147 1185 1670 758 5969

4 Debit: Payments 0 0 0 0 0 0 0 0 0 0 185

5 Capital and Financial Account (6)+(9) 857 480 669 384 2135 2492 4097 6643 1822 1962 4185

6 Capital Account (7)-(8) 0 0 0 1 0 0 0 0 0 0 163

7 Credit: Receipts 0 0 0 1 0 0 0 0 0 0 270

8 Debit: Payments 0 0 0 0 0 0 0 0 0 0 107

9 Financial Account (10)+(13)+(20)+(33) 857 480 669 383 2135 2492 4097 6643 1822 1962 4022

10 Direct Investment (12)-(11) 563 530 544 228 1238 1591 1478 1517 1222 2287 1114

11 Debit: Assets, Residents' Investments Abroad 0 0 0 0 0 0 0 0 0 0 133

12 Credit: Liabilities, Non-Residents' Investments in the Phil.563 530 544 228 1238 1591 1478 1517 1222 2287 1247

13 Porfolio Investments (17)-(14) 294 -50 125 155 897 901 2619 5126 600 -325 3315

14 Debit: Assets, Residents' Investments Abroad (15)+(16)0 0 0 0 0 0 0 0 0 0 603

15 0 0 0 0 n.a. n.a. n.a. 0 0 0 0

16 0 0 0 0 0 0 0 0 0 0 0

17 Credit: Liab., Non-Residents' Investments in Phil.(18)+(19)294 -50 125 155 897 901 2619 5126 600 -325 3918

18 0 0 0 0 n.a. n.a. 2101 -406 264 0

19 294 -50 125 155 897 901 2619 3025 1006 -589 0

20 Financial Derivatives (22)-(21) n.a. n.a. n.a. n.a. n.a. n.a. n.a. 8

21 Debit: Assets, Residents' Investments Abroad n.a. n.a. n.a. n.a. n.a. n.a. n.a. -51

22 Credit: Liabilities, Non-Residents' Investments in the Phil.n.a. n.a. n.a. n.a. n.a. n.a. n.a. -43

23 Other Investments (25)-(24) 0 0 0 0 0 0 0 0 0 0 -415

24 Debit: Assets, Residents' Investments Abroad 0 0 0 0 0 0 0 0 0 0 1051

25 Credit: Liabilities, Non-Residents' Investments in the Phil. 0 0 0 0 0 0 0 0 0 0 636

Source of Data: Bangko Sentral ng Pilipinas  
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Table IV.C.1b: Current Transfers and Net Capital Flows in the Philippines (in million US$), 2000-2008Q2

1 2000 2001 2002 2003 2004 2005 2006 2007 2Q2008

2 Current Transfers (3)-(4) 5643 6860 7680 8386 9160 11391 13197 13977 3886

3 Credit: Receipts 5909 7119 7948 8626 9420 11711 13511 14397 3996

4 Debit: Payments 266 259 268 240 260 320 314 420 110

5 Capital and Financial Account (6)+(9) 3363 911 1056 726 -1630 2229 20 2889 442

6 Capital Account (7)-(8) 138 62 27 54 17 40 138 24 9

7 Credit: Receipts 168 86 50 82 46 58 181 108 24

8 Debit: Payments 30 24 23 28 29 18 43 84 15

9 Financial Account (10)+(13)+(20)+(33) 3225 849 1029 672 -1647 2189 -118 2865 433

10 Direct Investment (12)-(11) 2115 335 1477 188 109 1665 2818 -514 216

11 Debit: Assets, Residents' Investments Abroad 125 -140 65 303 579 189 103 3442 77

12 Credit: Liabilities, Non-Residents' Investments in the Phil.2240 195 1542 491 688 1854 2921 2928 293

13 Porfolio Investments (17)-(14) -553 1027 746 562 -1713 3475 3043 4382 -636

14 Debit: Assets, Residents' Investments Abroad (15)+(16)812 57 628 818 910 146 1567 -813 -1034

15 0 0 0 0 0 0 0 0

16 0 0 0 0 0 0 0 0

17 Credit: Liab., Non-Residents' Investments in Phil.(18)+(19)259 1084 1374 1380 -803 3621 4610 3569 -1670

18 0 0 0 0 0 0 0 0

19 0 0 0 0 0 0 0 0

20 Financial Derivatives (22)-(21) 44 -15 -21 -64 -27 -43 -138 -288 61

21 Debit: Assets, Residents' Investments Abroad -166 -83 -85 -54 -58 -98 -159 -170 -99

22 Credit: Liabilities, Non-Residents' Investments in the Phil.-122 -98 -106 -118 -85 -141 -297 -458 -38

23 Other Investments (25)-(24) 1619 -498 -1173 -14 -16 -2908 -5841 -715 792

24 Debit: Assets, Residents' Investments Abroad -2455 -761 256 -743 859 4791 3512 4852 402

25 Credit: Liabilities, Non-Residents' Investments in the Phil. -836 -1259 -917 -757 843 1883 -2329 4137 1194

Source of Data: Bangko Sentral ng Pilipinas
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Table IV.D.1: Indicators for the agriculture, fisheries, and forestry sector, 1981 – 2005 

 1981 1985 1990 1995 2000 2005 
Share in real GDP (1985 
prices) 23.5 24.6 22.3 21.5 19.8 19.1 
Share in labor force 51.7 49.1 45.8 42.6 39.5 36.5 
Labor productivity (1985 
prices) 

15,20
1 

13,62
0 

14,61
1 

14,68
2 

15,49
4 

17,64
9 

Source: FAOStat. 

 

 
Table IV.D.2: Gini coefficients for landholdings, Philippines and other regions 

 1960s 1990s 
Philippines 53.0 57.0 
East Asia and Pacific 47.3 41.1 
Latin America 81.2 77.4 
Source: Asia Pacific Policy Center (2007).  

 

 
Table IV.D.3: Effective protection rates, 1974 – 2004 

 1974 1990 1996 1998 2002 2004 
Agriculture 9 26 29 19 14 15 
   Rice - 53 53 53 - - 
   Corn - 20 44 36 31 26 
   Hog - - - 40 36 35 
Manufacturing 44 31 28 7 5 5 
Source: Aldaba (2005) 

 

 
Table IV.D.4: Nominal rates of assistance by agricultural commodity, in percent 

  1980-84 1985-89 1990-94 1995-99 2000-04 

Exportables  -22.6 -16.5 -11.4 -5.4 -8.7 

Coconut -27.1 -20.6 -15.3 -7.8 -14.1 

Banana -4.0 -0.8 0.0 0.0 0.0 

Importables 2.2 30.2 25.1 48.1 31.4 

Rice -16.3 14.5 20.9 52.7 50.7 

Maize 20.1 59.8 62.6 78.5 54.5 

Sugar 59.5 123.2 49.3 97.2 79.3 

Beef 5.0 17.0 28.0 28.0 10.0 

Pigs 35.8 51.0 25.1 20.6 -8.3 

Chicken 38.4 42.9 56.5 42.2 52.1 
Source: David, Intal, and Balisacan (2007) 
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Table IV.D.5: Irrigation area and road length, 1982 – 2007 

 1982 1987 1992 1997 2002 2007 
Irrigated area  
(‘000 ha) 

1,337 1,488 1,554 1,416 1,387 1,435 

Percent irrigated 
to potential area 

43 48 50 45 44 46 

Barangay road 
length (km) 

85,264 87,149 88,364 88,364 121,989 121,989 

Sources: DPWH for road length.  
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Table IV.E.1 Unemployment Rate in Asia  

    

  Unemployment Rate 

Country 1996 Latest Year 

       

East Asia      

China, People's Rep. of 3.0 4.0 2007 

Hong Kong, China  2.8 4.0 2007 

Korea, Rep. of 2.0 3.2 2007 

Mongolia  6.7 2.8 2007 

Taipei,China 2.6 3.9 2007 

       

Southeast Asia      

Brunei Darussalam  4.9 
a
 3.4 2007 

Cambodia  0.9 1.8 2001 

Indonesia  4.9 9.8 2007 

Lao PDR   3.6 
a
 1.4 2005 

Malaysia 2.5 3.2 2007 

Myanmar 4.1 4.0 2003 

Philippines 8.6 6.3 2007 

Singapore  2.4 2.9 2007 

Thailand 1.5 1.4 2007 

Viet Nam  3.5 
b
 2.0 2007 

       

South Asia      

Bangladesh  3.5 4.2 2006 

India  6.0 
c
 3.1 2005 

Maldives 0.8 
a
 14.4 2006 

Nepal 4.5 7.7 2005 
Sri Lanka 11.3 6.0 2007 

Notes
  a/
 1995; 

b/
 1998;  

c/
 1994   

Source: 2007 ADB Key Indicators   



Table IV.E.2: COMPARATIVE LABOR FORCE PARTICIPATION RATES (LFPR), EMPLOYMENT AND UNEMPLOYMENT RATES, PHILIPPINES

1987                     34,840               22,880          65.7 20,795                         90.9 2,085                              9.1                      11,960 

1988                     35,865               23,858          66.5 21,497                         90.1 1,954                              8.2                      12,413 

1989                     36,916               24,525          66.4 21,849                         89.1 2,009                              8.2                      13,058 

1990                     37,999               25,246          66.4 22,532                         89.2 1,993                              7.9                      13,474 

1991                     39,114               26,180          66.9 22,979                         87.8 2,267                              8.7                      13,868 

1992                     40,265               26,822          66.6 23,917                         89.2 2,263                              8.4                      14,085 

1993                     41,453               27,483          66.3 24,443                         88.9 2,379                              8.7                      14,631 

1994                     42,670               28,040          65.7 25,032                         89.3 2,317                              8.3                      15,188 

1995                     42,770               29,637          69.3 25,698                         86.7 2,342                              7.9                      14,730 

1996 45,034                    29,637                       65.8 27,442                        92.6 2,195                             7.4 15,396                     

1997 46,214                    30,265              65.5        27,888               92.1        2,377                  7.9          15,949                     

1998 47,415                    31,278              66.0        28,262               90.4        3,016                  9.6          16,138                     

1999 46,749                    30,693              65.7        27,762               90.4        2,931                  9.6          16,055                     

2000 48,076                    30,908              64.3        27,775               89.9        3,133                  10.1        17,167                     

2001 49,424                    33,354              67.5        30,085               90.2        3,269                  9.8          16,069                     

2002 50,841                    33,674              66.2        30,251               89.8        3,423                  10.2        17,167                     

2003 52,305                    35,120              67.1        31,553               89.8        3,567                  10.2        17,185                     

2004 53,562                    35,619              66.5        31,733               89.1        3,886                  10.9        17,944                     

2005 54,799                    35,494              64.8        32,875               92.6        2,619                  7.4          19,305                     

2006 55,638                    32,886              63.8        32,886               92.7        2,620                  7.4          22,752                     

2007 56,845                    35,938              63.2        33,671               93.7        2,246                  6.3          20,907                     

2008* 58,183                    37,063              63.7        34,542               93.2        2,525                  6.8          21,120                     

Source:   Income and Employment Statistics Division, Labor Force Survey

         Household Statistics Department, National Statistics Office Philippines

  *Preliminary
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Table IV.E.3 Employment Data, Sectoral Distribution: Philippines, 1987-2008

1987 22,880                     20,795                      47.80              14.64            9.90                 0.70               37.56           2,085

1988 23,858                     21,497                      46.15              15.57            10.41               0.73               38.28           1,954

1989 24,525                     21,849                      45.09              15.77            10.52               0.70               39.14           2,009

1990 25,246                     22,532                      45.20              15.03            9.71                 0.59               39.77           1,993

1991 26,180                     22,979                      45.27              16.04            10.41               0.65               38.69           2,267

1992 26,822                     23,917                      45.44              11.77            6.46                 0.60               38.60          2,263

1993 27,483                     24,443                      45.80              15.52            10.04               0.53               38.69           2,379

1994 28,040                     25,032                      45.09              15.78            10.14               0.44               39.14           2,317

1995 29,637                     25,698                      44.06              15.60            10.00               0.37               40.33           2,342

1996 29,637                     27,442                      41.73              16.64            10.04               0.42               41.63           2,195

1997 30,265                     27,888                      40.38              16.71            9.88                 0.44               42.92           2,307

1998 31,278                     28,262                      39.88              15.72            9.51                 0.37               44.40           2,933

1999 30,693                     29,003                      39.11              15.58            9.58                 0.31               45.32           2,931

2000 30,908                     27,775                      37.45              16.00            10.05               0.38               46.55           3,133

2001 33,354                    30,085                      37.40              15.56            9.61                 0.34               47.04           3,269

2002 33,674                    30,251                      37.39              15.43            9.44                 0.33               47.18           3,423

2003 35,120                    31,553                      36.66              15.68            9.65                 0.32               44.63           3,567

2004 35,619                    31,741                      37.13              15.37            9.51                 0.30               47.50           3,888

2005 35,494                    32,875                      37.03              14.86            9.27                 0.35               48.10           2,619

2006 32,886                    33,155                      36.74              14.81            9.11                 0.40               48.45           2,620

2007 35,938                    33,671                      36.10              15.10            9.10                 0.40               48.80           2,246

2008p 37,063                    34,533                      35.70              14.70            8.40                 0.50               49.60           2,252

Source: NSO, Labor Force Survey, Various Years; p-preliminary

Labor force 
Total Employed    (% 

of the Labor Force)
Employed, 

agriculture 

Employed, 

industry 

% of Total Employed Persons
Total Unemployed    
(% of the Labor Force)

Employed, 

manufacturing 

Employed, 

mining 

Employed, 

services 
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Table IV.E.4: Employment Elasticities and GDP Growth

Countries 1980s 1990s 1980-1990 1990-2000 1991-1995 1995-1999 1999-2003 1991-1995 1995-1999 1999-2003

East Asia

PRC 0.330 0.129 6.7 8.8 0.14 0.14 0.17 12.7 8.3 8.1
Korea, Rep. of 0.223 0.225 8.8 6.3 0.30 0.17 0.38 7.7 3.4 5.6

Taipei, China 0.242 0.139 8.3 6.5 - - - - - - -

Southeast Asia

Indonesia 0.435 0.379 5.9 4.7 0.37 -0.08 0.43 7.6 -0.3 4.1
Malaysia 0.683 0.406 5.5 7.2 0.31 0.51 0.67 9.5 3.7 4.6

Philippines 0.535 0.731 1.6 3.3 0.99 0.69 0.76 2.8 3.4 4.4
Singapore 0.375 0.711 6.8 9.2 0.21 0.54 0.62 9.6 5.4 2.8

Thailand 0.315 0.193 7.3 5.3 0.09 0.14 0.38 8.6 -0.6 4.8

South Asia

Bangladesh 0.550 0.495 5.0 4.9 0.38 0.48 0.06 4.6 5.0 5.3

India 0.384 0.312 6.1 5.8 0.40 0.43 0.36 6.3 6.3 5.3
Pakistan 0.406 0.553 7.5 3.9 0.49 0.96 0.63 4.5 3.0 3.9

Source: Table 3.6 Felipe and Hasan (2006) and Appendix Table A4.2.5 in Kapsos(2006)

Estimates in Felipe and Hasan (2006) Estimates in Kapsos (2006)
Employment Total Employment Average Annual

Elasticities Real GDP Growth Elasticity GDP Growth (%)
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Figure II.1: The Standard Phillips Curve 
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Figure II.2: The Impossible Trinity 
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Figure II.3 The Kuznets Curve
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Figure III.1: Growth 
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Source: Hausmann, Rodrik, and Velasco, 2005 (as cited in ADB, 2007) 
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Figure III.2: Diagnostic 
Framework for Poverty 

Source: Hausmann, Rodrik, and Velasco, 2005 (as cited in ADB, 2007) 

 



    

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Figure IV.B.1: Government Expenditures by Type of Services (% GDP): 1985-2007

Economic Services

Social Services

National Defense

Public Services

Debt Service (Interests)

 



 

56 

 

 

0

5

10

15

20

25
1

9
8

5

1
9

8
6

1
9

8
7

1
9

8
8

1
9

8
9

1
9

9
0

1
9

9
1

1
9

9
2

1
9

9
3

1
9

9
4

1
9

9
5

1
9

9
6

1
9

9
7

1
9

9
8

1
9

9
9

2
0

0
0

2
0

0
1

2
0

0
2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

Figure IV.B.2: Comparison of Tax Revenues (% of GDP) 1985-2006

INDO Korea

Malaysia Philippines

Taipei, China Thailand

 



 

57 

 

 

-6

-5

-4

-3

-2

-1

0

1

2

1
9

5
7

1
9

5
8

1
9

5
9

1
9

6
0

1
9

6
1

1
9

6
2

1
9

6
3

1
9

6
4

1
9

6
5

1
9

6
6

1
9

6
7

1
9

6
8

1
9

6
9

1
9

7
0

1
9

7
1

1
9

7
2

1
9

7
3

1
9

7
4

1
9

7
5

1
9

7
6

1
9

7
7

1
9

7
8

1
9

7
9

1
9

8
0

1
9

8
1

1
9

8
2

1
9

8
3

1
9

8
4

1
9

8
5

1
9

8
6

1
9

8
7

1
9

8
8

1
9

8
9

1
9

9
0

1
9

9
1

1
9

9
2

1
9

9
3

1
9

9
4

1
9

9
5

1
9

9
6

1
9

9
7

1
9

9
8

1
9

9
9

2
0

0
0

2
0

0
1

2
0

0
2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

2
0

0
7

Figure IV.B.3: National Government Deficit,  Philippines , 1957- 2007 (% of GDP) 
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Figure IV.E.1: A growth diagnostics approach to employment creation 
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Figure V.1: Real Domestic Interest Rates, Philippines: Jan 1980-June 2008

 


