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The Duterte administration scored another legislative victory as 
members of Congress ratified the bicameral conference committee’s 
version of the Tax Reform for Acceleration and Inclusion (TRAIN), 
culminating over a year of protracted deliberations. The TRAIN bill 
is the first of five tax reform packages under the government’s 
Comprehensive Tax Reform Program (CTRP), which aims to overhaul 
the current tax system and make it simpler, fairer, and more efficient, 
while raising the necessary revenues for the government’s 
ambitious public investment programs. 

As the administration is gearing up for the TRAIN’s implementation 
on January 01, 2018, this essay aims to contribute to the discussion 
by providing an overview of the tax reform efforts in the country, 
tracing the TRAIN bill’s journey in Congress, and identifying the 
imminent challenges that the Duterte administration faces 
as it pursues one of its flagship economic programs. 

Contextualizing the Tax Reform Program

“While economics has usually provided the rationale for reform, politics 
has often shaped the outcomes.” -Reside & Burns (2016)1 

On the campaign trail, Duterte promised to exempt workers earning 
Php 20,000 and below from income taxes. A few days before 
stepping into office, Duterte’s economic team unveiled his 10-point 
Socioeconomic agenda. His list of priorities included the CTRP, which 
sought to adjust income tax brackets to the current inflation rate and 
make the system more progressive. This position was a departure 
from that of his predecessor, former president Benigno Aquino III, who 
rejected earlier proposals to lower income taxes, fearing that steep 
revenue losses would widen the fiscal deficit, which, in turn, could 
adversely affect our standing with credit rating agencies. At the helm of 
Aquino’s Finance Secretary, Cesar Purisima, the Department of Finance 
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(DOF) crafted a proposal that sought to lower tax rates. This 
would be balanced out by a higher VAT rate, from 12% to 14%, 
and an expanded VAT base. However, these offsetting measures 
were disagreeable for Aquino.  As the current budget secretary 
Benjamin Diokno remarked back then, “Mr. Aquino rejected 
the proposal because he is unwilling to push for the accompanying 
measures to lower income taxes, namely higher VAT rates 
and rationalization of fiscal incentives.”2   

Years of tight management under the Aquino government have kept 
the country’s balance sheet in check. Unfortunately, the Duterte 
government also inherited crumbling infrastructure after years of 
underinvestment in the sector. A number of global indices have 
shown how our country’s luster has started to wane as our peers in 
the region have surged ahead of us in the rankings. To counteract 
our languishing competitiveness vis-à-vis our neighbors, the 
government has committed to record investments in physical and 
human capital. By 2022, the poverty rate should be reduced from 
26% to 17%, lifting around 10 million Filipinos from poverty. By then, 
the Philippines should also have reached a high middle-income 
status. Aside from addressing the weaknesses of the current tax 
system, the TRAIN bill would provide additional revenues to 
finance these much-needed investments. 

The last comprehensive tax reform was implemented in 1997 
towards the end of the Ramos administration. Unlike its more 
successful predecessor, the 1997 tax reform was unable 
to generate enough revenues and failed to rationalize fiscal 
incentives.3 It is crucial to note, however, that the 1986 tax reform 
program under President Corazon Aquino was crafted under a 
different political climate. For 18 months, Aquino led a 
revolutionary government, consolidating both executive and 
legislative powers. This made it possible to approve 29 

different tax measures in one cabinet meeting.4  

Heeding lessons from the previous tax reform experiences, 
the Duterte administration embarked on tax reform early in the 
president’s term to take advantage of his popularity and his 
supermajority in Congress. The Department of Finance (DOF) 
submitted its tax reform proposal to Congress in September 2016, 
barely three months into its term. The program was originally 
designed to restructure the personal income tax system and 
reduce the real estate and donor’s tax to 6%. These will be offset 
by an expansion in the value-added tax (VAT) base and an increase 
in excise taxes imposed on petroleum products and automobiles.

Duterte has certified the TRAIN bill as urgent, which fast-tracks the 
approval of the bill in the legislative branch. In July 2017, Duterte 
issued Executive Order (EO) 31, creating the Strategy, Economics 
and Results Group (SERG) in the DOF. The group is led by Usec. 
Karl Chua, a former World Bank economist, who has been 
spearheading the administration’s tax reform efforts. Although the 
DOF had already created the group in 2016, months before the 
EO was released, the EO strengthens SERG’s mandate and 
provides it with the necessary resources to carry out its 
directives. This underscores the administration’s 
seriousness in pursuing its tax reform program.

Yet, despite the executive department’s leadership in pushing for 
tax reform, the TRAIN bill’s passage has been constantly delayed 
in both houses of Congress, with legislators raising their concerns 
on the offsetting measures of the bill. Historically, politicians tend 
to avoid raising taxes. The experience of Senator Ralph Recto, 
then chairman of the Ways and Means Committee, serves as their 
cautionary tale. Senator Recto had pushed for the passage of 
the Expanded Value Added Tax in 2005, and consequently lost 

his re-election bid in 2007. In what may have been an effort to 
counteract this tendency, President Duterte used his State of the 
Nation Address to urge legislators to pass the tax reform package 
in full.  He singled out Senator Sonny Angara, who is up for re-
election in 2019, warning the senator about his prospects in the 
next elections if he would not cooperate in the passage 
of the administration’s version of the bill. In response, the 
senator remarked that he would resign from the chairmanship 
if needed, noting that he is not amenable to some of 
the revenue-generating aspects of the bill. 

The House of Representatives (HOR) passed its version of the bill 
on May 31, 2017. The congressmen tempered parts of the DOF’s 
proposal (e.g. the excise tax on automobiles) and introduced a 
tax on sugar-sweetened beverage to compensate. On November 
29, the Senate approved its own version of the TRAIN bill, which 
watered down several provisions of the House bill such as the 
excise taxes on petroleum and sugar sweetened beverages. 
Amidst criticism that the TRAIN bill is anti-poor, the Senate 
included excise taxes geared towards the better off, including 
on capital gains from the sale of shares of stock not listed in the 
stock exchange, cosmetic procedures, and mineral products. 

On December 13, both houses of congress have ratified the 
committee report on the TRAIN bill, finally ending months of 
deliberations. Tax rates provided under the consolidated version 
were generally at the midpoint of the Senate and House versions. 
In the Senate, the bill was ratified with a 16-4 vote, with Senators 
Panfilo Lacson, Risa Hontiveros, Bam Aquino and Antonio Trillanes 
III raising their objections on the offsetting provisions of the bill. 
In the HOR, some lawmakers have questioned the validity of the 
TRAIN bill, citing the lack of quorum during the plenary session. 
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Overview of the First Package

The TRAIN bill features a reduction in income tax rates benefitting 
most taxpayers. Those earning below Php 250,000 annually, or 
around 90% of individual income taxpayers, will be relieved from 
paying taxes. However, those who are earning over Php 8 million 
will see an increase in their tax rates, from 32% to 35%. Tax 
brackets are already indexed to inflation. 

Package 1 also made it easier to comply with tax payments. For 
example, the bill introduced an optional 8% flat tax on gross sales or 
receipts instead of income and percentage tax filed once a year for 
those who are self-employed. The estate tax was also reduced to a flat 
rate of 6% based on the net value of the estate, while the donor’s tax 
was lowered to a rate of 6% on donations exceeding Php 250,000. 

To compensate for these tax reductions, the bill introduced higher 
taxes on several commodities. An excise tax will be imposed 
on sugar-sweetened beverages, with Php 6 levied per liter for 
beverages using purely caloric and non-caloric sweeteners, and Php 
12 for beverages using high fructose corn syrup (HFCS). Milk, 3-in-1 
coffee, fruit and vegetable juices, meal replacement beverages, and 
those sweetened using coco sugar and stevia are exempted. 

Taxes on petroleum will be increased for the first time since 
1997. The bill provides for staggered price increases for three 
years beginning 2018. Mandatory fuel marking is also required to 
curb rampant oil smuggling. Excise taxes will also be levied on 
automobiles, with the rate doubled to 4% for cars worth less than 
Php 600,000. Cars priced above Php 4 million will be slapped with 
a 50% tax rate. Electric cars are exempt from these taxes, while 
hybrid cars will be taxed at half the rates. Pickup trucks are also 
exempted, since they are typically used for commercial activities. 

The VAT base will also be expanded. To support MSMEs, which 
account for around 99% of businesses in the country, the VAT-
exempt threshold is raised from Php 1.9 million to Php 3 million. 
Exemptions for raw food and agricultural products, senior citizens 
and PWDs, and cooperatives are also retained. Exemptions are 
also kept for socialized housing priced below Php 450,000 and 
low-cost housing amounting to Php 3 million. 

The Senate version proposed new taxes on several commodities, 
which were later adopted in the bicameral version. Cosmetic 
procedures undertaken for purely aesthetic purposes will be taxed at 
5%. Excise taxes on coal will be raised from the current rate of Php 
10 to Php 50 per metric ton in 2018, Php 100 in 2019 and Php 150 
in 2020. Higher taxes will also be imposed on tobacco on a phased 
increase, adding by as much as Php 10 to the current rate by 2023, 
and increasing by 4% annually thereafter. The bill also doubled the 
documentary stamp tax rates from Php 1.5 to Php 3. Tax rates will 
also be increased for foreign currency deposits and capital gains tax.

To a certain extent, the TRAIN bill addresses the current tax system’s 
deficiencies by including tax administration provisions such as the 
use of electronic receipts and connection of cash registers and 
point of sale machines to BIR servers for real-time reporting.
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Source: Department of Finance

Table 1. Key Features of DOF’s Comprehensive Tax Reform Program
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Challenges

Some of the key challenges that the Duterte administration has to 
address are listed below.

Potential World Trade Organization (WTO) Trade Dispute 
on the Sugar-Sweetened Beverage provision

Although not a part of DOF’s original proposal, the HOR inserted a 
provision on sugar-sweetened beverages (SSB) at the last minute to 
compensate for other watered-down provisions of the bill. The SSB tax 
will not only encourage consumers to become more mindful of their 
beverage consumption patterns, it will also support the local sugar 
industry, which has suffered from the slump in sugar prices due to the 
influx of HFCS imports in the country, mostly from China. HFCS imports 
grew by 1527% from its 2010 level of 22,307 tons to 373,000 tons in 
2016. Under the HOR proposal, taxes of Php 10 will be levied per liter 
of volume capacity for beverages containing purely locally-produced 
sugar and Php 20 for drinks using sweeteners produced abroad. While 
still discriminatory, the Senate proposal was worded less explicitly, 
subjecting sugar-sweetened beverages to the following rates: Php 4.5 
per liter of volume capacity on beverages using purely caloric and non-
caloric sweeteners and Php 9 per liter of volume capacity on beverages 
sweetened using HFCS. During the bicameral committee deliberations, 
the legislators reached a compromise. Php 6 will be levied per liter for 
beverages using purely caloric and non-caloric sweeteners, 
and Php 12 for beverages using HFCS. 

However, as a WTO member, the Philippines is obliged to adhere to 
agreements under the 1994 WTO General Agreement on Tariffs and 
Trade (GATT). The national treatment principle (GATT Art. III), which 

promotes non-discrimination in the global trading system, is at 
the heart of several agreements under the WTO. Thus, 
the discriminatory rates on SSB will most likely be challenged 
by aggrieved countries. Unfortunately for us, related case 
studies across the globe show that the WTO panel 
has usually sided with the complainants. 

In January 2002, Mexico levied a 20% tax on non-cane sugar 
sweeteners (i.e., HFCS), which made it expensive to import corn 
syrup from the US. The tax was intended to level the playing field 
since the United States was unwilling to accept imports of Mexican 
sugar that were displaced by cheaper HFCS imports. The tax 
provided temporary relief for Mexico’s local sugar industry, which 
supported around 3 million Mexicans at that time.5  In 2004, the US 
filed a complaint with the WTO, on grounds that these taxes 
are inconsistent with Article III of the GATT. A year later, the 
WTO ruled in favor of the US, forcing Mexico to withdraw 
the measure that was subject to the dispute.6  

The Philippines itself is no stranger to dispute settlement at the 
WTO. In 2009, the European Union filed a complaint against the 
Philippines’ excise tax on distilled spirits, which discriminates against 
imported distilled spirits by taxing them with higher rates compared 
to their domestic counterparts. Different tax rates were applied 
depending on the raw material used to make the spirit, with higher 
taxes imposed on distilled spirits not produced from the sap of nipa, 
coconut, cassava, camote or buri palm or from the juice, syrup 
or sugar of the cane.  In 2011, the panel ruled that while the 
tax was “facially neutral”, it was still discriminatory.7  
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Timely implementation of social mitigating measures

Some of the more controversial provisions in the tax reform 
proposal are the excise taxes on petroleum and sugar-sweetened 
beverages (SSB), two of the largest sources of revenues for the 
government. In its initial analysis, the DOF noted that while the 
inflationary effects of the increased taxes will be minimal, those in 
the lowest five income deciles will be adversely affected by any 
duties imposed on these commodities. After all, this group will 
barely benefit from a reduction in personal income taxes. 

To cushion the effects of the added taxes on poorer households, 
legislators have earmarked the incremental revenues from TRAIN, 
which will be used to fund a long list of programs, covering sectors 
ranging from health to mass transportation. For the first 5 years, 
70% of the revenues shall be allocated to the government’s 
infrastructure plans, particularly flagship projects under the Build, 
Build, Build program, as well as military infrastructure, sports 
facilities for schools, and clean drinking water in public areas. 

The remaining 30% shall be allotted for a wide range of social 
mitigating measures and investments in education, health, and 
housing. The poorest 10 million households will be provided 
with unconditional cash transfer through a social benefits card. 
Beneficiaries will get monthly cash transfers of Php 200 for the first 
year and Php 300 for the second and third years. The program 
will expand the government’s conditional cash transfer program 
(4Ps), where beneficiaries are already identified under Listahanan, 

a database covering 15.1 million households. While the 4Ps has 
broadly achieved its objectives, it suffers from issues that typically 
beleaguer cash transfer programs, including duplicate or fraudulent 
households, unliquidated funds due to distance or ineligible 
beneficiaries, and the untimely release of funds.

The incremental revenues will also be used to fund a social pension 
program, fuel vouchers for qualified franchise holders of public 
utility jeepneys, a 10% fare discount from all public utility vehicles, 
National Food Authority (NFA) rice up to 20 kg per month, and free 
skills training under Technical Education and Skills Development 
Authority (TESDA). Revenues will also be used to support sugar 
farmers, with the aim of ultimately enhancing their incomes.

In addition to the programs listed above, the executive department 
has identified the PUV modernization program as a medium-term 
measure to temper the impacts of higher fares resulting from 
increased excise taxes on petroleum. The program seeks to replace 
around 220,000 aging jeepneys with more fuel-efficient vehicles, and 
reduce emissions by 40% using a Euro-4 engine. In October 2017, 
Malacañan was forced to suspend government work and classes for 
two days as transport groups staged protests against the proposed 
scheme. While roughly Php 2.5 billion in financing will be extended 
to PUV operators and drivers for 2018, the scheme has faced 
backlash on concerns regarding the affordability of the new vehicles. 
Stakeholders have also questioned the Department of Transportation 
(DOTr) readiness in implementing the program. As of this writing, the 
agency has yet to finalize the route rationalization study—which will 

determine the best mode of public transportation based on current 
and projected ridership, the costs of the new vehicles and financing 
terms, and the requirements for consolidating different 
transport shareholders into cooperatives.8  

Targeted earmarks are a positive step towards boosting 
investments in human capital. Unfortunately, the government still 
needs to iron out details on how it actually intends to implement 
these programs. Without these mitigating measures in place, 
poorer households will lose out on the tax reform. 

Spending incremental revenues efficiently

Initial estimates from the DOF project the bicameral version to 
yield around Php 90 billion in revenues, halfway between the 
expected revenues of Php 59.9 billion from the Senate version 
and the Php 133.8 billion in expected revenues from the HOR 
proposal. However, the amount is still significantly lower than 
the Php 157.2 billion that the DOF had hoped to raise. The 
administration has already factored in TRAIN revenues in its 2018 
budget. A large deviation from the DOF’s revenue projections 
would mean that the government must raise its fiscal deficit or 
reduce the budgets of lower-priority projects. In addition to 
funding the government’s infrastructure drive, revenues from 
the tax reform will also be crucial to fund new legislation 
covering free tuition in state universities and colleges, 
free irrigation, and a hike in social pension benefits. 
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However, even if the necessary revenues are collected, the 
government should have the absorptive capacity to deliver on 
its promises. Otherwise, it risks falling into the same trap as its 
predecessor, which was widely criticized for underspending. 
Earlier in the year, Budget Secretary Benjamin Diokno declared 
that underspending was “a thing of the past,” remarking that for 
the first half of 2017, disbursements were almost “on the dot” 
for the programmed budget, with a shortfall of only P6 billion. 
It is important to note, however, that spending targets, which 
has historically picked up pace as the year progresses, were 
backloaded to the second half of 2017. Unfortunately, the 
third quarter disbursements fell short of its goal, despite 
a 7% increase from the same period in 2016. 
 
Growth in infrastructure and capital outlay disbursements has 
also fallen by roughly 18 percentage points year on year for the 
first three quarters of 2017. The Duterte administration has 
expressed its preference for hybrid Public-Private Partnerships 
(PPPs), where the government builds and the private proponents 
operate and maintain the project. The country’s economic 
managers confidently pointed out that this mode will fast-track 
infrastructure development, but the two agencies primarily 
tasked to implement infrastructure projects — the Department 
of Public Works and Highways (DPWH) and the DoTr— 
have widely disparate budget utilization rates. 

Figure 1.   2017 disbursement 
(in billion php)

Source: DBM
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The DoTr has only utilized 7.3% of its capital outlay allotment, 
which makes up around 62% of its budget. For the first nine 
months of the year, the DoTr’s budget utilization rate was 
at 39.1%, well below the national government agencies’ 
average of 56.9%. DPWH fared better at 71%. Unsurprisingly, 
the project completion dates of some flagship projects have 
been pushed back. The DOTr’s dismal budget performance 
is particularly worrying since the agency was tasked to 
implement several crucial transport projects, such as 
the PNR North and South Lines and the Bus Rapid 
Transit projects, amounting to over Php 1 trillion. 
 

Improving tax administration and efficiency

While the personal income tax cuts are a welcome relief for 
faithful taxpayers, the higher taxes imposed on a wide range 
of commodities is a bitter pill to swallow for most. After all, 
the country regularly misses its revenue targets and has a tax 
effciency of only 35% for VAT, 11.7% for Corporate Income Tax 
and 6.2% for Personal Income Tax, all among the lowest figures 
in ASEAN, despite having one of the highest tax rates.

Although the tax administration provisions under the TRAIN 
bill addresses some of the loopholes in our tax system, 
the government should also work double time in plugging 
serious tax leaks. Despite growth in its revenue collections, 
the Bureau of Internal Revenue (BIR) fell short of its Php 
1.49 trillion target by Php 52.3 billion, collecting Php 1.44 
trillion for the first ten months of the year. The Bureau of 
Customs (BOC), which is now under the leadership of Isidro 
Lapeña, after his predecessor got entangled in the Php 6.4 
billion shabu smuggling scandal, has reached record-high 

Figure 2.  Infrastructure and Capital Outlay Disbursements 
(in billion php)

Figure  3.  annual revenue collections
(in billion php)

Source: DBM

Source: BTr, BIR BOC
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collections after the commissioner took office in September. 
Monthly collections since then have also averaged at Php 
40 billion, a marked improvement from the Php 35 billion 
collected monthly before Lapeña’s term. While this is a 
remarkable progress, collections have yet to achieve 
the required monthly target of around Php 50 billion 
from September to December to reach the 
full-year goal of Php 468 billion. 
 
In its latest form, the TRAIN bill covers a host of additional 
taxes, ranging from cosmetic procedures to coal. Most of 
these items were hastily added in the Senate version to 
compensate for the watered-down provisions of the DOF 
proposal.  Unfortunately, the revenues generated from 
these measures may only be minimal, and would only 
add to the administrative burden of our already 
beleaguered revenue-collecting agencies. 

Table. 2  tax efficiency in selected asean countries

Source: DOF

Figure 4.  bir 2017 collections
(in million php)

Source: BTr, BOC
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Conclusion

The Duterte administration took a bold move in its attempt to overhaul the country’s outdated tax system and raise the revenues 
necessary to fund its massive infrastructure program and finance investments in human capital and social protection for the 
country’s marginalized sectors. The TRAIN bill’s journey to Malacañan was long and arduous. While income tax cuts were 
broadly supported, the offsetting provisions of the bill were heavily contested by a wide range of stakeholders—
and understandably so, given our dismal record in revenue collection and government absorptive capacity. 

Controversies aside, the culmination of the TRAIN bill is a momentous feat for this administration. However, this is only the 
first leg of the marathon; four other packages are still lined up. Preparations are already underway for the 
second package, which the DOF hopes to present to Congress by January 2018. 

The government must work double time in addressing its deficiencies, in conjunction with crafting tax packages aimed at making 
the current system more efficient. Perhaps, only then can introducing new taxes become more palatable for Filipinos. 

Figure 5. BOC 2017 Collections
(in million php)

Source: BTr, BOC
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