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Ssummary: Referred to as the “sick man of Asia” during the last third of the 20th century, the
Philippines has recorded dynamic economic growth since the mid-2000s and is beginning to catch up
with the more advanced economies of ASEAN (Association of Southeast Asian Nations). This catching-up
has come about through macroeconomic stability, combining fiscal discipline external accounts
consolidation, and financial system strengthening. To preserve the Philippine economic model, it is
essential to maintain this stability, in particular to limit financing requirements and bolster investor
and consumer confidence. Threatened by global economic disruptions since 2020, in particular on the
fiscal front, this stability remains one of the top priorities of President Marcos Jr. and his administra-
tion, in power since 2022. However, it should be reconciled with the ambitious national development
and public investment programs. The initial favorable macroeconomic situation, including relatively
moderate debt and substantial foreign exchange reserves, would appear to provide safety nets to
achieve this without undermining the hard-earned stability.

Indeed, the authorities are seeking to accelerate the pace of the country’s economic and
human development so that it can achieve high-income status by 2040. Achieving this goal does
require a significantly higher level of economic growth than in recent years. However, several persistent
structural barriers need to be removed to unleash economic activity, in particular in terms of invest-
ment, human capital, productivity, and the business climate. Here again, the public authorities have
taken up the issue, through reforms and national strategies, but there are many challenges, with some
concerning the fundamentals of the economic model.

At the same time, the Philippines will need to anticipate climate issues as best it can. Indeed,
the country is highly exposed to physical climate risks, the impacts of which are expected to signifi-
cantly intensify with climate change and could, ultimately, hold back the objective of accelerated
economic growth. This is one of the reasons why the authorities have opted to make adaptation
measures their main climate policy. The country could also benefit from giving greater priority to the
low-carbon transition. This would place it in a favorable position, in terms of competitiveness and
attractiveness, on the issue of decarbonization. Philippine economy's relatively low-carbon footprint
mitigates exposure to the risks associated with transitioning to a low-carbon environment.

Thematic area: Macroeconomics

Geographical area: Philippines
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1. Preserving macroeconomic stability, the cornerstone
of a dynamic economic model since the late 2000s

The former “sick man of Asia”, the
Philippines has renewed with macroeconomic
stability and a dynamic growth regime since the
late 2000s. At the end of the Second World War,
the Philippines was considered as one of the most
promising democracies in Asia, with a relatively
high level of human capital and industrialization for
the region, and a per capita GDP much higher than
in the other ASEAN countries, excluding Singapore.
However, growth has been considerably lower than
the average of its neighbors as a result of politi-
cal instability (in particular under the presidency
of Ferdinand Marcos), a less favorable business
climate, and a relatively low degree of openness.
Additionally, the country faced recurrent macroe-
conomic imbalances, which lead to balance of
payments crises. The country’s path was thus
marked by five major crises between 1960 and 2000,
accompanied by some 23 International Monetary
Fund (IMF) programs. Following the “lost decade”

Graph 1 - Growth rate has caught up
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after the debt crisis of 1983, sounder economic
policies, a phased liberalization of the economy,
and an opening up to competition allowed the
country to catch up in terms of growth and macroe-
conomic consolidation. GDP growth thus stood at
an average of 4.1% between 2000 and 2009 and 5.7%
between 2010 and 2019, one of the most dynamic
rates among ASEAN countries (Graph 1).

Macroeconomic stability is now one of
the main strengths of the Philippine model, as a
result of appropriate fiscal and monetary policies.
Fiscal consolidation was a priority of the succes-
sive governments from the early 2000s to 2016 and
has been significant, in terms of both revenues and
expenditures. The fiscal deficit" thus stood at 0.7%
of GDP on average between 2005 and 2019 and has
never exceeded 2.5% of GDP (level reached during
the global financial crisis in 2009-2010). This fiscal
discipline, coupled with high growth, also led to a
reduction in the public debt ratio, from 65% of GDP
in 2005 to 37% of GDP at year-end 2019. These efforts
have been noted by the main international rating
agencies, which assigned investment grade status
to the Philippines in 2013. Similarly, the monetary
and financial environment has stabilized since
the Asian crisis of 1997: annual inflation remained
contained at 3.8% on average between 2001 and
2021 and there was no very excessive volati-
lity in the floating exchange rate over the period,
as a result of the proactive policy of the Central
Bank (BSP) during episodes of tension. Finally, the
balance of external accounts until 2015, combined
with inflows of external financing, contributed to a
strong accumulation of foreign exchange reserves
allowing exogenous shocks to be absorbed. They
have increased from just under $20 billion in the
mid-2000s to a level close to $100 billion in recent
years, an adequate level according to the standard
metrics (7.5 months of imports of goods and
services at year-end 2023).

[1] General government scope, comprising the central government, social
security institutions and local governments (Local Government Units, LGU).
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However, the macroeconomic environ-
ment has been faced with new challenges since
the pandemic of 2020-2021. Indeed, the Covid-19
crisis led the country into an historical recession
(-9.5% in 2020) due to the extremely restric-
tive measures introduced by the authorities. In
response, the Government launched an extensive
plan to support households and companies, which
led to a 4.2 point rise in GDP for public expendi-
ture and anincrease in the fiscal deficit, from 1.5%
of GDP in 2019 to 6.2% of GDP in 2021 (Graph 2).
With the gradual elimination of support measures
and the recovery in economic growth (rebound
at 7.6% in 2022), public finances have started to
improve (public deficit estimated at 4.8% of GDP
in 2023 by the IMF). At the same time, international
financial tensions and the increase in commodity
prices since late 2021 have put pressure on the
external accounts, with the Philippines recording
its highest current account deficit since the 1997
crisis and a marked decline in its foreign exchange
reserves. At the same time, the peso depreciated
by 10% against the US dollar in 2022, one of the
worst performance in the entire ASEAN region.
Inflation, which had already been rising in 2021 with
the post-Covid economic rebound, saw a marked
acceleration as of February 2022. It stood at an
annual average of 5.8% in 2022 and reached a
peak at 8.3% (year-on-year) in March 2023. Since
mid-2023, the pressures have eased slightly:
the exchange rate, while volatile, has generally
remained stable in 2023 (-0.7% against the US
dollar over the first 11 months of the year), while
inflation is decreasing. At end-November 2023, it
stood at 4.1% year-on-year, its lowest level since
March 2022. Underlying inflation is also decele-
rating (4.7% in November 2023, against 8% eight
months earlier). This stabilization has in particular
come about through the response of the BSP, with

Graph 2 - A slippage in the government
deficit but an ambitious consolidation

objective
2 28
! /\ 26
O " '...
4 24
) L 22
-3 LR’ 20
-4
18
-5
-6 16
-7 14

Fiscal balance (% GDP, Ihs)
Fiscal revenues(% GDP, Ihs)
Public expenditures (% GDP, Ihs)

Source: IMF (World Economic Outlook)

cumulative increases in its key interest rate of 450
basis points between January 2022 and November
2023, the highest level since the early 2000s. It thus
stood at 6.5% in December 2023, its highest level
since 2007.

These cyclical exogenous shocks
accentuate a paradigm shift initiated de facto
in 2016 by President Rodrigo Duterte. In view of
the lack of infrastructure in the country, priority
was given to public investment as of this date
(under the BBB, “Build, Build, Build!” program). This
contributed to increasing both public debt and the
current account deficit in 2016-2017. As Ferdinand
Marcos Jr. has taken on board this development
program for the country (under the acronym
BBM, “Build, Better, More”), economic policies in
the coming years will, in all likelihood, be more
expansionary than they were until 2016.
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Preserving macroeconomic stability
remains essential for the Philippine model and,
in any case, a priority for the authorities. This
trend increase in the twin deficits implies higher
financing requirements for the entire economy.
Their coverage, whether by external or domestic
actors, therefore requires ensuring macroeconomic
stability over the medium and long term to avoid
any episode of stress. It is especially important
because the sustained growth regime over the last
15 years is mainly driven by domestic demand, in
particular private consumption and investment.
In a context where economic activity is not very
productive or competitive, this growth model also
requires safeguarding against confidence shocks. It
is for this reason that the Philippines Development

Plan (PDP 2023-2028) and the Medium-Term Fiscal
Framework (MTFF) both focus on economic stability.
The MTFF covers the entire mandate of the adminis-
tration (2022-2028) and has targets in terms of
fiscal balance (to fall back below 3% of GDP by
2028), public debt trajectory (less than 50% of GDP),
and investment spending preservation. These two
programs are the main economic commitments
of the Marcos Jr. administration and will structure
economic policies in the coming years. In the short
term, the favorable structure of Philippine debt, the
high level of foreign exchange reserves, and access
to diversified and relatively inexpensive sources of
financing constitute safety nets giving the authori-
ties a time horizon sufficiently long to implement
these programs.

2. Resolving structural barriers to growth,
financing economic and human development

The decades of weaker growth thanin the
rest of the ASEAN region led to a relative develop-
ment gap which the recent progress has not yet
offset. Indeed, the Philippines has significantly
lagged behind its ASEAN neighbors, as a result of
the relatively weaker growth since the mid-1960s.
In 1965, per capita GDP in purchasing power parity
(PPP) terms in the Philippines was among the
highest in the region. In 2022, it was 50% lower
than in Indonesia, 30% lower than in Vietham, and
almost two times lower than in Thailand. Similarly,
the path towards poverty reduction (although there
has been a sharp decline in poverty) and human
development falls slightly below neighboring
countries. The relatively high growth over the last
decade has contributed to accelerating the pace of
poverty reduction. The poverty rate fell from 26.3%
of the population in 2010 to 16.7% in 2019 according
to national thresholds, and from 35.3% to 18.3%
according to the World Bank threshold for LMICs
(lower-middle-income countries, $3.65 a day).
However, it remains higher than in Vietnam (5.3%)
and Thailand (1%), but lower than in Indonesia (25%),
although the latter has had a faster pace of poverty
reduction (from 58% in 2010 to 25% in 2019). In any

case, the poverty rate at the thresholds defined for
UMICs (upper-middle-income countries, a status
that the country should reach between 2025 and
2027) still stood at 52% of the population in 2022.

Graph 3 - Rate of human development
lagging behind
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The progress in other socioeconomic indicators
is also either slightly below comparable ASEAN
countries, or has improved at a slower pace. This
accounts for the relatively slower progress in the
Human Development Index (HDI): between 1995
and 2020, the HDI score improved by 17% in the
Philippines, against 31% in Vietnam, 28% in Indonesia
and 25% in Thailand (whereas both countries had
the same HDI level in 1995 — Graph 3).

To catch up on this lag, a more sustained
growth rate is necessary, but it is held back by
structural barriers. The structural bottlenecks
have long been identified by private investors and
international institutions. They primarily concern
informality, access to financing, the relatively
low productivity of workers (concentrated in low
added value sectors), the cost of electricity (the
price per kWh is the highest in the ASEAN region
after Singapore), the quality of infrastructure,
connectivity between the islands of the archipe-
lago, and the level of human capital. The World
Bank’s governance indicators on the rule of law,
corruption, and government effectiveness have
also declined since 2016 and are in the bottom half
of the institution’s global rating. The competitive-
ness indicators of the World Economic Forum show
a lower position for the Philippines compared to
comparable ASEAN countries, in particular for the
pillars concerning institutional quality, infrastruc-
ture and the competitive environment. The latter
is indeed characterized by a particularly signifi-
cant weight of multi-sectoral conglomerates
in the economy (their turnover was assessed at
20% of GDP in 2018). Some studies estimate that
the concentration of their activity in the sectors
of non-tradable goods and services, on markets
with an oligopolistic structure, has contributed to
the early deindustrialization of the country, restric-
ting competition, and under-investment. However,
through their economic and financial force, they are
a necessary growth driver for the economy.

Furthermore, the Philippine production
model suffers from a lack of productivity and
competitiveness. The successive crises between
1960 and 1997 held back the country’s industrial
development: while the sector accounted for over
40% of GDP in the early 1980s (one of the highest
levels in Southeast Asia), this level has decreased
continuously since. In 2022, it only accounted for
just under 30% of GDP, the lowest level among
comparable ASEAN economies (Graph 4).

Graph 4 - Early deindustrialization
in Southeast Asia
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This slowdown in the industrial sector has
contributed to reducing the economy’s capacity
to make progress in terms of technological and
productivity gains. In addition, the under-invest-
ment and restrictions on foreign direct invest-
ment (FDI), which persisted until the early 2010s,
have caused the country to lag behind. This can

Graph b - Less attractive for foreign
investment
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be seen with the decline in the country’s exports
of goods, from 38% of GDP in 2000 to 16% in 2022.
While the country had benefited from a favorable
position in global value chains until the mid-1990s,
competition from newcomers in Asia and the loss
of competitiveness have contributed to the country
losing ground in its exports of manufactured goods.
This decline in industry has benefited services, but
prematurely, leaving no time for either the industrial
or service sectors to move upmarket, or for the
authorities to adapt public policies, in particular

for education and training. The development of
Business Process Outsourcing (BPO) has been one
of the drivers behind the emergence of services
(in particular for exports). They have developed
as a result of their low capital intensity, at a time
when there was a low level of investment, and a
cheap and English-speaking workforce. However,
the productivity gains in services remain well below
those in the manufacturing sector, while they are
experiencing difficulty in moving upmarket and the
bulk of employment in the sector remains concen-
trated in jobs with low added value. Finally, agricul-
ture (which accounts for 10% of GDP) is not a strong
growth driver due to its relatively low productivity.
Total factor productivity in the sector has increased
by 32% over the last 20 years, against 73% in Vietnam,
50% in Indonesia and 67% in Thailand (one of the
reasons being the concentration of investment in
rice growing with low added value).

Finally, the level of both domestic and
foreign investmentis lower than in the neighbo-
ring ASEAN countries. While the BBB program
increased domestic investment from 20% of GDP
in 2010 to 25% of GDP in 2022, it remains below the
ASEAN average (33% in Vietnam, 30% in Indonesia,
28% in Thailand, for exomple). Similarly, while
there was a significant increase in FDI inflows as
of 2010, and even more so as of 2016, they have
never exceeded 3% of GDP. The total FDI stock is
thus well below the level in other ASEAN countries
(Graph 5). This is due to the past macroecono-
mic imbalances, the closure of the economy to
investors, a less favorable business climate, and
arelative decline in industry. As a result of limited
competition and a relative closure of the economy,
in 2020, the OECD (Orgonisation for Economic
Co-operation and Development) classified the
Philippines among the 3 most restrictive countries
(out of 84) in terms of FDI regulations.
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To address these issues that hinder
potential growth, the authorities have developed
several programmatic documents aimed at
making the Philippines a high-income country by
2040. This objective requires an annual economic
growth rate estimated at 7.5-8.5% by the IMF,
higher than potential growth currently estimated
at 6%. The Government’s strategy to achieve this
is mainly set out in the PDP, whose objectives are
to stimulate growth, strengthen macroecono-
mic stability, promote trade and investment, and
improve infrastructure. It thereby aims to meet
the objective of the AmBisyon Natin 2040 program
whose target is “Matatag, Maginhawa at Panatag
na Buhay”: i) strong social roots (family, community
and professional); i) a better quality of life (end
extreme poverty, access to property, leisure society,
quality infrastructure), and iii) present and future
economic security. At the same time, the Public
Investment Program (PIP, 2023-2028) aims to
address the investment gap. The document identi-
fies 5,329 projects amounting to PHP 20 trillion over
the period (i.e., an effort of about 10 to 15% of GDP
each year). 85% of the PIP is devoted to infrastruc-
ture (3,770 projects): 96% will be implemented by
the public sector financed on its own resources,

3% with donor financing, and 1% in the form of
public-private partnerships (PPPs). However, the
PIP does identify 194 flagship projects where PPPs
play a more significant role. At the same time,
several reforms have been undertaken to promote
private and foreign investment. The most important
reforms, underway since 2020, concern the Public
Service Act, the Foreign Investment Act and the
Retail Trade Liberalization Act. These legislative
reforms lay the foundations for a framework for
opening up to competition and foreign invest-
ment in a number of previously protected sectors
of the economy. The removal of uncertainty over
the regulatory framework would promote foreign
investment, in particular in the context of the PIP
and the PPPs considered. This would be positive for
economic activity, support the external accounts,
and contribute to the development of the Philippine
private sector. Indeed, FDI remains an instrument
not sufficiently mobilized to support the upscaling
of the Philippine economy by promoting techno-
logy transfers and productivity gains, as well as
integration into regional and global value chains.
Finally, the creation of a sovereign fund, Maharlika,
also aims to catalyze public financial assets and
support the PDP and PIP.
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3. Anticipating climate issues to limit vulnerabilities
and benefit from potential opportunities

The Philippines is one of the countries
most exposed to physical climate risks in the
world, in terms of both extreme events (typhoons
and floods) and long-term trends (increasing
temperatures and rising sea levels). According
to the World Bank, the economic damage amounts
to an average of 1.2% of GDP a year and up to
4.6% of GDP during extreme events. Typhoons
(20 a year on average over the last 10 years) are
the main weather and climate risk and directly
affect physical infrastructure, human capital, and
the agriculture sector. They accentuate inequa-
lities both regionally, as all the provinces are not
affected in the same way, and socially, as the
impact on the poorest is proportionally much
higher. The World Bank estimates that one million
Filipinos are impoverished by climate events yearly
and that a third of the population in the provinces
on the eastern side of the country is at risk of
falling below the poverty line due to the impact
of typhoons. Finally, public spending (by the State
and local governments) for post-natural disaster
reconstruction and rehabilitation has amounted
to an average of 0.63% of GDP a year since 2013.
These resources could have been used for other
development expenditure and financing them
has increased the public debt. The World Bank
estimates that in 2020 and 2021, the country was
the eighth most exposed in the world to extreme
weather events. Similarly, the ND-GAIN index ranks
the Philippines in 121st place (out of 185) in terms
of climate vulnerability, and Germanwatch in 4th
place for climate risk (history of the average human
and economic cost of climatic events between
2000 and 2019, relative to population and GDP).

Climate change has many consequences
in the Philippines and they are expected to
increase the physical climate risk across all
sectors of the economy. According to the IPCC

(Intergovernmental Panel on Climate Change),
the main consequences of climate change in the
Philippines are i) a general rise in temperatures; ii)
an increased variability and intensity of rainfall; iii)
an increased occurrence and intensity of extreme
weather events, in particular typhoons, and iv) arise
in sea levels. There are multiple impacts: decline in
human capital (poverty, education and health) and
labor productivity, reduction of the average crop
yield (up to 5.5% by 2040, with an impact on food
security and a substitution by imported foodstuffs),
destruction of infrastructure, and consequences of
sea level rise (36 million people occupy land within
10 meters of coasts). The World Bank estimates that
capital-intensive sectors will be the worst affected
(Graph 6), in particular industry and energy. The
total cost of climate change could be situated in
a median range of between 7.6% and 11% of GDP
by 2050 (up to 15% in the worst-case scenario of
regular and more intense typhoons and with the
occurrence of extreme events).

Graph 6 - High impact of climate change
on all sectors
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For these reasons, the authorities have
made adaptation measures their main climate
policy. The World Bank estimates that adaptation
measures (mainly in the agriculture sector and
to increase the resilience of infrastructure) would
entail an average cost of 0.7% of GDP a year, but
would reduce the impacts of climate change by
two-thirds compared to the baseline scenario, with
a significant positive net effect on a purely financial
level (and without taking into account the positive
externalities in terms of health, human capital and
inequalities). The legal and institutional framework
exists and is already largely operational (initiated in
2009 with the Climate Change Act and the Philippine
Strategy on Climate Change Adaptation). However,
according to the World Bank, the fragmentation of
responsibilities (between 22 agencies with limited
implementation capacities, under the authority
of the Climate Change Commission) constitutes
a barrier to a more ambitious holistic policy to
structure the approach on the long-term effects
of climate change, and move beyond the perspec-
tive of only natural disaster management.

The Philippines has relatively limited
exposure to the risk of a low-carbon transi-
tion as its economy has a relatively low carbon
footprint. Indeed, the Philippines has a relatively
low level of greenhouse gas (GHG) emissions.
The country’s GHG emissions account for 0.3% of
global emissions. Measured by per capita, they are
below 2.2 tCO,eq, against 3.7 in Indonesia and 4.7
in Vietnam. Economic activity also has relatively
low emissions, with a much lower carbon intensity
per unit of GDP than a number of peer countries in
Asia (Graph 7).

Graph 7 - An economy with relatively
low GHG emissions
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This is in particular due to the industrial
sector being less developed than in neighbo-
ring countries, and the positive net contribution
of the LULUCF (Iand use, land-use change and
forestry) sector as aresult of the forest preservation
programs (National Greening Program) introduced
in 2011 and extended until 2028. The GHG emissions
of the Philippines mainly come from the energy
sector (54% of emissions), followed by agriculture
(rice growing and livestock farming), and transport.
The energy mix has been increasingly carbon-in-
tensive for the last decade due to the increased
use of coal (from 34% of electricity production in
2010 to 60% in 2022). Hydrocarbon demand is also
rising with the increase in transport (the vehicle
fleet grew by 6% a year between 2010 and 2020 and
could increase fivefold by 2050). However, the share
of fossil fuels in primary energy sources remains
lower than in comparable ASEAN economies.
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The ambitions for reducing GHGs are
nevertheless limited. The objective set out in the
country’s NDC (Nationally Determined Contribution)
is to reduce emissions by 75% by 2030 compared to
the baseline scenario (BaU). However, this is almost
exclusively conditional on external financing. The
unconditional own effort of the Philippines only
stands at 2.71%, one of the lowest targets among
all the signatory countries to the Paris Agreement
(and the country has also made no commitments
towards carbon neutrality). Furthermore, the
reforms to liberalize the energy sector undertaken
over the last 30 years have led to a privatization of
the sector, which may constitute a barrier to the
implementation of a coordinated and effective
transition policy. However, the authorities have
taken several steps towards this, including the
announcement in 2020 of a moratorium on new
coal-fired power plants, and the implementation
of several energy transition plans by 2040, based
on renewable energies whose potential remains
underdeveloped at this stage.

Substantial investments are necessary
to anticipate the energy transition at the earliest
possible stage and take advantage of it. Due to the
low carbon intensity of GDP and economic activity,
the country has relatively limited exposure to the risk
of the low carbon-transition, although the growing

importance of hydrocarbons in energy production is
a point of vulnerability (85% of coal and almost 100%
of oil are imported). The World Bank has conducted
a study on what a scenario of deep decarboniza-
tion would be (reduction of GHGs by 80% by 2040
compared to the baseline scenario with a view
to achieving carbon neutrality). This maximalist
scenario would have very positive effects in terms of
investment opportunities for greening the economy
and employment, as well as for public health, in
particular with respect to pollution. The investment
requirementis estimated at more than $70 billion for
2022-2040 compared to the Government’s current
objectives, which already represent an increase in
energy investments of $57 billion. Consequently, this
raises the issue of financing the transition. According
to IFC (International Finance Corporation), foreign
investmentinthe “green economy” only amounted to
$600 million between 2017 and 2021, a small fraction
of existing opportunities and needs. It is therefore
necessary to establish a comprehensive institu-
tional framework without further delay, promoting
green investment. Some incentive measures have
been implemented (both by certain line ministries
and the BSP), but for the time being remain limited.
A more proactive approach to the issue would
place the Philippines in a favorable position on this
theme and increase the country’s attractiveness
and competitiveness.
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