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Thank you to Ambassador Del Rosario, Dr Dindo Manhit, Paco, Krystina, Claudette and 

colleagues from ADRI for the kind invitation to share some thoughts on the state of democratic 

governance in the Philippines today. 

 

Specifically, our topic for today focuses on transparency, accountability and governance. In the 

literature and in the practice of reforms, the simple narrative goes as follows: 

• First, transparency and freedom of information regimes provide an enabling environment 

for citizens to engage their government and hold it accountable; 

• Second, institutions of accountability (e.g. the Ombudsman, the judiciary, Congress) press 

home the accountability process; 

• Finally, democratic governance is strengthened as checks-and-balances keep power in 

check. 

 

Perhaps Dr Bob Klitgaard of Harvard University and RAND Policy Institute framed it best: 

Corruption equals monopoly of power plus discretion minus accountability. Democratic 

governance seeks to address corruption and impunity very simply – by creating checks-and-

balances to break the monopoly of power, by creating institutions to limit and temper discretion, 

and by triggering the accountability process just outlined. 

 

This elegant narrative works in countries with strong rule of law—and this is precisely the area 

weakened by populist regimes.  

 

Law and order underpins any well-functioning economy. In recent research, “law” refers to the 

sturdiness and impartiality of the legal system, while “order” refers to the widespread observance 
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of the law. In canonical models of the market economy, upholding the rule of law, as well as 

respecting property rights and contractual rights, are some of the key ingredients for the efficient 

functioning of markets. An already large body of literature asserts that weak rule of law is 

associated with anaemic foreign investment flows. For instance, in a recent international survey of 

over 300 major multinational corporations by the Economist Intelligence Unit, the rule of law was 

among the top three considerations in making FDI decisions, with almost 90 percent of respondents 

indicating it as “essential” or “very important.” 

 

Rule of law matters for economic development, and protecting the sanctity of contracts and 

upholding human rights are both part and parcel of the rule of law. It seems odd to have to 

emphasize this point. Some economic reformists still seem to believe the Philippines can achieve 

development even under a regime that fails to uphold the rule of law, and more specifically fails 

to protect human rights. According to some, “as long we protect the sanctity of contracts our 

economy will grow.” This is a false dichotomy, and an overly narrow and shallow understanding 

of the rule of law and institutions. 

 

Rule of Law and the Economy 

In a recent opinion piece, Dr. Raul Fabella of the UP School of Economics very succinctly summed 

up the international evidence on factors boosting foreign direct investments (FDI). It is clear from 

Dr Fabella’s analysis that lowering the corporate income tax rate is not the main constraint the 

Philippines presently needs to address. Instead the focus should be on infrastructure, high power 

costs, red tape (also known as the lack of “ease of doing business”), and unstable (and often 

captured) regulatory regimes, as well as weak rule of law. 

 

Presumably, some progress is being made on infrastructure and energy (notwithstanding severe 

delays). And in May 2018 President Rodrigo Duterte signed the anti-red tape law, which in turn 

created the Anti Red Tape Authority (ARTA) as part of other efforts to lessen red tape and increase 

efficiency in the public sector. Yet perhaps the area with the least progress — or even recent 

regression– is the rule of law.  
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It is interesting to note here the recent brouhaha over the decision by water concessionaires Manila 

Water and Maynilad to waive the 10.8 billion Philippine peso payment from the Philippine 

government based on the recent arbitration ruling in Singapore. The arbitration tribunal decided 

the Philippine government should pay Manila Water P7.4 billion and Maynilad P3.4 billion, due 

to losses they incurred when they were prevented from raising water rates in the past. 

 

As noted by at least one private sector official, the decision to waive the ruling was a direct result 

of political pressure against the concessionaires. Regardless of how one assesses the tribunal 

decision, these extralegal maneuvers sent investors into panic, with the Philippine stock market 

losing almost P130 billion (over $2.5 billion) that same week. The entire episode was a potentially 

reputation-damaging precedent, casting a shadow over the sanctity of contracts and the rule of law 

in the Philippines. 

 

Can tax cuts and incentives reform mask the erosion of the rule of law in investors’ eyes? I think 

not. 

 

Human Rights Matter 

Sanctity of contracts is one thing, but what about human rights? There is now growing evidence 

that the importance of rule of law to economic development is not merely limited to its direct 

application to property rights. In particular, upholding human rights is critically important to 

boosting investments and development. Hence, this dramatically expands the canonical view of 

economic theory, which often only has a narrow emphasis on rule of law for contract enforcement. 

 

Recent research on FDI inflows uncovered evidence that human rights violations may provide a 

highly negative signal for foreign investors. In a panel data analysis of 165 countries during the 

period 1977–2013, researchers from Europe found evidence that condemnations by the UN Human 

Rights Commission and Council tend to diminish FDI inflows. The results suggest that countries 

condemned by the UNHRCC for human rights violations are associated with a roughly 49% 

decline in FDI inflows. 
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Both conceptually and in practice, it is difficult to imagine how one can “cherry pick” the 

development of institutions to produce the “rule of law.” Indeed, countries with generally poor 

human rights records often also have generally weak institutions.  

 

In economic development discussions, the strength and independence of the judiciary is often left 

out of conversations as if one can operate a strong sustained economy with inclusive growth 

without a functioning, efficient, and trustworthy judiciary. Again, this is a false dichotomy. A 

professional and independent judiciary that can uphold human rights is likely the same one that 

stands to uphold the sanctity of contracts and property rights most effectively. 

 

Ronald U. Mendoza, Ph.D., is Dean and Professor of Economics at the Ateneo School of 

Government, Ateneo de Manila University, the Philippines. 

 

This article builds on the author’s article on the rule of law which can be found here: 

https://thediplomat.com/2019/12/to-boost-its-economy-the-philippines-cant-forgo-human-rights-

protections/ 
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