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The Stratbase ADR Institute for Strategic and International Studies 
(ADRi) is an independent strategic research organization with the 
principal goal of addressing the issues affecting the Philippines and East 
Asia through:

1. Effecting national, regional, and international policy change or 
support
2. Fostering strategic ideas based on cooperation and innovative 
thinking
3. Providing a regional venue for collaboration and cooperation in 
dealing with critical issues in East Asia; and
4. Actively participating in regional debates and global conversations

With its international focus, ADRi believes that Philippine and 
regional security and development can be achieved through the 
cooperation of the public and private sectors.

ADRi traces its roots to the Stratbase Research Institute (SRI) 
established in 2004. SRI focused on providing strategic solutions to 
domestic governance, socioeconomic, and other policy concerns. It 
aimed to contribute to Philippine development through research and 
responsive policy alternatives.

As SRI sought solutions, East Asia’s affairs frequently inserted 
themselves into the equation. There was and is a clear relation between 
domestic and regional affairs; movement in one reverberates in the 
other.
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ABSTRACT

Premised on the argument that the economic scarring primarily brought about 
by the pandemic will be the persistent challenge moving forward, this paper 
banks on the significant structural reforms that the country has strived for in 
the past two and a half decades. These reforms, covering the broad areas of 
the macroeconomy, social governance, infrastructure, investments, financial 
system, and public finance, constituted an economic equilibrium that was 
punctuated by the COVID-19 outbreak, which provided a better cushion for the 
ensuing economic crisis, alongside other major pandemic consequences, e.g., 
the pandemic induced recession, supply chain disruptions causing inflationary 
pressures, and economic scarring. These problems, in turn, advance the need for 
a viable growth strategy, the improvement of health systems, and to address the 
real economic costs of the crisis. Against such contextual backdrop, this paper 
promotes the view that investment is the key toward a resilient strategy for 
economic growth, filling up the gaps in the health system, and mitigating the 
resultant economic scars. Attracting investments, however, implies the need for a 
public-private sector collaboration and an interrelated set of policy responses and 
recommendations that recognizes and cuts through the following: reinvigorating 
investment performance, role of good institutions, better infrastructure, the 
digital imperative, green sustainable finance, and the role of legislative measures 
in attracting investments. In the end, this paper further emphasizes the potentials 
of investments-led growth in providing the needed momentum in addressing 
the health crisis and ushering the country’s sustainable economic recovery. And 
on regulatory and implementational terms, pro-active efforts are required from 
both the public and the private sectors to improve governance practices, establish 
quality institutions, identify the economic areas that could urgently benefit from 
additional investments such as the health sector, and to attract the right kind of 
investments with the highest potential in achieving higher levels of growth and 
sustainability.
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In the last quarter of 2021, the International Monetary Fund (IMF) observed 
that while global economic recovery was in progress, its momentum had 

somewhat weakened. A new variant of the virus, Delta, caused more deaths 
and overwhelmed health facilities across the globe. “Pandemic outbreaks in 
critical links of global supply chains have resulted in longer than expected 
supply disruptions, feeding inflation in many countries.” For this reason, the 
risks to a speedier recovery has risen. With a new variant, Omicron, there is 
a need to further rethink the country’s economic prospects and what could 
provide a viable way out of possible prolonged weakness of business activities 
and dislocation in the labor market.  

For the Philippines, the challenge is not so much its fundamentals for a more 
sustained economic growth. For many years, it has built a relatively resilient 
framework of growth ranging from appropriate policy and structural reforms, 
good institutions and broadening infrastructure support. But in more ways than 
one, the Philippines suffered a serious setback due to the health crisis of 2020 
and 2021. Risks continue to rise because of the uncertainty of the pandemic and 
its corresponding economic and business consequences. Economic scarring 
will definitely be a persistent challenge going forward. We argue that in order 
to accelerate the recovery in a post-pandemic world, health mitigation should 
remain a priority, and alongside, public as well as private investments should 
be encouraged by public policy. Unemployment and inequality following the 
pandemic could threaten the economy’s long-term prospects.    
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Breaking Out of Economic Sickness 

Before the pandemic outbreak in 2020, the Philippines was steadily building its 
reputation as one of the fast-growing emerging economies in the world. From 
the dreaded label “sick man of Asia,” a reputation the country earned during the 
economic collapse towards the end of the martial-law regime in the 1980s, the 
domestic economy was finally able to break out of its perennial boom and bust 
cycle and transform into one of the most promising emerging economies in the 
region and in the world. 

However, the pandemic and the severity of its costs, clearly undermined the 
country’s economic gains as it experienced a negative pivot, with the domestic 
economy going into the deepest recession in years during the COVID-19 crisis. 
Likewise, signs of economic scarring are starting to unfold in the form of a 
slow recovery of employment in the services sector, along with the dampening 
optimism of businesses on the domestic economy’s outlook.  From one of Asia’s 
rising tigers, it looks like the Philippine economy will have to work hard to 
avoid a more protracted economic decline. 

Structural Reforms as Drivers of Growth

The domestic economy’s transformation did not happen overnight. It was a 
product of painstaking structural reforms that started way back in the 1990s. 
These reforms were implemented in the broad areas of the macroeconomy, social 
governance, infrastructure, investments, financial system, and public finance. 
In 1993, the establishment of an independent central bank was made possible 
through the enactment of Republic Act (RA) No. 7653 which created the Bangko 
Sentral ng Pilipinas (BSP) to replace the old Central Bank of the Philippines, 
as the country’s sole monetary authority. Likewise, the entry of foreign banks 
was also liberalized in 1994 with the enactment of RA No. 7721. Other notable 
reforms include the liberalization of foreign investments, deregulation of the oil 
industry, and privatization of water services, among others (Figure 1). 

These reforms, which encouraged business confidence and investment, led 
to rapid and robust growth. In fact, since 2000, the country had recorded a 
streak of more than twenty years of uninterrupted positive growth until 2019. 
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Chart 1 . Selected Structural Reforms in the Philippines
(1990s-2000s)

Source: Author’s Illustration
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Chart 2 . Real GDP Growth, 2000-2019 
(Levels in Million PhP, Growth in Percent)

Source: PSA and Author’s Calculations
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In particular, growth accelerated and registered a 10-year average of 4.5% from 
2000 to 2009 (Chart 1). This continued in the most recent decade when the 
Philippines exhibited robust growth and became one of the fastest-growing 
emerging economies in the region, with an average quarterly growth of 6.3% 
from 2010 to 2019 (Cabote and Fernandez, 2020). 



Chart 3 . Share to GDP by Industry, 2000-2019
(in Percent)

Source: PSA and Author’s Calculations
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Chart 4 . Share to GDP by Expenditure, 2000-2019
(in Percent)

Source: PSA and Author’s Calculations

0

20

40

60

80

100

120

140

160

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Private Expenditure Government Expenditure Gross Capital Formation Net Exports

4 PHILIPPINES: PURSUING AN INVESTMENT-LED, MORE SUSTAINABLE ECONOMIC GROWTH  

Service and Consumption-Led Growth
During this period, growth was broad-based with a positive trend towards 
services and industry, away from agriculture. The robust services sector was 
the primary driver of growth, accounting for 56.4% or more than half of 
the country’s GDP (Chart 2). Meanwhile, the industry sector contributed 
significantly, averaging 30.4% during the same period. The share of agriculture 
had been declining, as it averaged only 13.2%. 



Chart 5 . Headline In�ation Rate, 1990-2019
(2012=100)

Source: BSP, PSA, and Author’s Calculations
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On the supply side, private expenditure remained the main contributor 
to the country’s GDP, accounting for more than half at 75.3% (Chart 3). This 
was followed by net exports which averaged at 26.0%. Meanwhile, the share of 
gross capital formation remained steady at 19. 8% even as it has steadily risen 
in recent years. 

Sound Macroeconomic Fundamentals
Other aspects of the economy were also positive for the sustainable growth of 
the Philippine economy. The country’s low and stable inflation environment 
supported more bullish economic activity. Since the BSP’s shift to an inflation 
targeting framework in March 2020, headline inflation has been low and stable 
relative to their levels in the 1990s. For the period 2002 to 2019, headline inflation 
averaged at 3.8% (Chart 4). Moreover, the BSP was able to keep inflation within 
target for the years 2009 to 2014, 2017, 2019.

Likewise, Philippine banks have been broadly sound and stable, providing 
additional anchor of the sustained robust economic performance. The reforms 
put in place by the BSP along with the banks’ commitment to improve their 
ability to manage operational risks have resulted in significant improvements in 
the quality of Philippine banks’ assets, loan portfolios and capital base. In fact, 
Capital Adequacy Ratios (CAR) remained well above the international standard 



Chart 6 . Current Account Balance Dynamics, 2000-2019

Source: BSP and Author’s Calculations
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of 8.0%. The sound financial system enabled the effective intermediation of 
funds to productive sectors, thus further promoting higher economic growth.

The country also enjoyed a favorable external position. The current account 
also reflected efforts to support the sustained expansion of the domestic 
economy.  For the period 2000 to 2019, there was an observed increase in 
investments and infrastructure spending, reflected in the narrowing of the 
savings-investment gap (S-I gap) and correspondingly, the reduction of the 
current account surplus. As a result, the Philippine economy’s potential capacity 
showed some expansion (Chart 6). 

More specifically, the chart shows that the S-I gap has stayed positive since 
2003, hence the CA surpluses during this period. Prior to the GFC in 2008, the 
CA surpluses were mainly driven by excess savings. This means the growth of 
the economy was supported by these savings and some inflows from abroad. 
However, the S-I gap converged in 2008 as savings decreased. Subsequently, 
as investments generally recovered and picked up, savings likewise increased, 
albeit at a faster rate due to structural sources of foreign exchange. The S-I gap 
started to narrow in 2015 due mainly to the rise in investments and increase 
in infrastructure spending. Over time, it is expected that as the investment-
led economic activities result in the expansion of the economy’s potential 
capacity and support the needed infrastructure development, we can expect a 
subsequent rise in goods exports, eventually mitigating the trade gap, and more 
bullish economic and business activities.



Source: BSP, PSA, and Author’s Calculations
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The favorable external position also allowed the country to accumulate 
sufficient external buffers. The country’s gross international reserves (GIR) 
grew steadily during the period (Chart 7). As of end-2019, GIR stood at USD 
87.8 billion, providing more than adequate external liquidity buffer. The GIR 
level then was equivalent to almost 7.6 months’ worth of imports of goods 
and payments of services and primary income. This far exceeded the 3-month 
conventional reserve level considered as adequate. It was also about 5.1 times 
the country’s short-term external debt based on original maturity and 3.9 times 
based on residual maturity. The GIR was supported by improving inflows of 
cash remittances from overseas workers and business process outsourcing.  

Increasing Productivity
The country was even poised toward higher potential growth due to several 
positive growth additives. First, total factor productivity has been steadily 
increasing and even considered to be one of the highest in the Asian region 
(Chart 8). Second, estimates of the country’s incremental output ratio (ICOR) 
has also been declining, indicating greater capacity to utilize its resources more 
efficiently.1 Lastly, the country enjoyed favorable labor market dynamics given 
the young population and improvements in the education and skill sets of those 
in the labor force. 



Source: ST. Louis Fed, FRED

Chart 8 . ASEAN-4 Total Factor Productivity, 1990-2019
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Third Party Affirmation
The country’s sound macroeconomic fundamentals became important as 
ingredient to economic resiliency when they have also been accorded third 
party affirmation. During the period, international credit rating agencies 
(CRAs) have noted the sustained gains of the country in the areas of economic 
reform and liberalization that have produced the positive dynamics of growth 
and stability. Since 2010, the Philippines has earned credit rating upgrades 
from the major CRAs, moving the long-term sovereign debt status from junk 
to investment grade. These successive recognitions of the country’s increasing 
creditworthiness have undoubtedly cemented the Philippines’ status as an 
excellent investment destination. The Philippines maintained its investment 
grade status to date from major international credit rating agencies despite 
the impact of the global financial crisis. At investment grade, the country is 
considered to be less risky and fully able to service its foreign debts. 

Key international financial institutions like the International Monetary 
Fund (IMF), the World Bank (WB), Asian Development Bank (ADB) and the 
Singapore-based ASEAN + 3 Macroeconomic Research Office (AMRO) have 
been one in their favorable assessment of the country’s economic performance 
and future growth path. In particular, they have noted the significant 
contributions of the nearly 30-year efforts in policy and structural reforms, as 
well as in laying down critical infrastructure support to sustainable growth.  
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Indeed, the Philippines’ robust growth, driven by a strong service sector and 
large private sector consumption, supported by appropriate policy reforms and 
infrastructure development poised the country on track to achieving its long-
term vision embodied in the “AmBisyon Natin 2040,” where the Philippines is 
envisioned to be: 1) a prosperous, pre-dominantly middle-class society where 
no one is poor; 2) a healthy and resilient society; 3) a smart and innovative 
country; and 4) a society characterized by high trust (NEDA, 2016).

The Pandemic Impact

However, the COVID-19 pandemic derailed the Philippines’ track to its strategic 
development target to be an upper middle-income country. The unprecedented 
nature of the pandemic and the severity of its economic and financial impact 
quickly escalated the pandemic into a two-pronged health and economic crises 
(Berglof & Farrar, 2020). 

Koenig (2020) compared the effects of the pandemic on the economy to severe 
weather-related disruptions, although different in scale and duration. During 
a storm, for instance, workers are unable to report to work, and consumers 
are deterred from going to stores and retail shops, thereby adversely affecting 
demand and supply conditions. However, most weather-related shocks are 
localized and transitory. On the other hand, the economic and financial shock 
emanating from the pandemic is far more widespread and potentially more 
persistent. Economic scars could also be more long lasting and burdensome.

 

Pandemic-Induced Recession
The Philippine economy certainly suffered from the severe and prolonged 
brunt of the pandemic. Almost two years into the crisis, the country continues 
to grapple with the challenges brought about by the pandemic. Although 
somewhat belatedly, the country was among the first to impose stringent 
lockdown restrictions in March 2020 which had widespread repercussions on 
the real economy.

The pandemic and the lockdown measures pushed GDP growth to drop by 
0.7% in Q1 2020, ending the country’s streak of uninterrupted growth. In Q2 
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2020, GDP growth plummeted to a historic low of 17.0%, the lowest recorded 
growth since 1981, thus officially bringing the country into recession. 

The Philippines remained in contraction until Q2 2021, when GDP 
rebounded and posted a growth of 11.8%, which ended the pandemic-driven 
recession. Despite this early sign of green shoots, recovery has remained fragile. 
In fact, seasonally-adjusted GDP growth on a quarter-to-quarter basis shows 
that the economy still shrunk by 1.3% (Chart 9). This suggests that the road to 
recovery remains weak, and therefore it could be long and winding.

Inflationary Pressures from Supply Disruptions
Despite the weak growth, supply shocks exerted upward pressures on overall 
domestic prices. Inflation rate for the whole year 2021 averaged at 4.5% 
(Chart 10), well above the National Government’s (NG) target of 2.0-4.0%. 
Inflationary pressures were mostly cost-push factors stemming from adverse 
weather conditions and higher transport costs due to difficulty in moving 
goods with the imposition of lockdown measures. While these are mainly 
transitory, the possibility of second-round effects could put the country on a 
difficult combination of low growth and high inflation environment. In fact, 
the BSP projects that inflation could remain elevated in the near term before 
decelerating to within the target range by the end of the year. Exceeding inflation 
targets over a long period could potentially upset inflation expectations of the 
public, generate second-round effects, and entrench higher and more persistent 
inflation (BSP, 2021). 



Source: BSP, PSA, and Author’s Calculations
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Economic Scarring
The pandemic could potentially have more persistent and lingering effects on 
the economy, or from what is referred to as economic hysteresis or scarring. In 
the absence of herd immunity, households and businesses will continue to face 
considerable uncertainty and downside macro risks. These include the fear of 
further job losses or business failures and the possibility of a renewed escalation 
of the outbreak that requires periodic lockdowns. Moreover, the pandemic 
could trigger more permanent and structural changes in the labor market. 
According to Haldane (2020), the pandemic has shifted relative prices that 
incentivizes firms to invest in machines instead of people, thereby potentially 
lowering employment, and labor productivity. This can also be evident in the 
form of asymmetrical preference in employment across sectors. 

This has started to manifest in the country’s labor market. For the period 
January-November 2021, unemployment has remained elevated, peaking in 
September 2021 and somewhat declining to 7.4%  and 6.5% in the following 
two months, or some 3.16 million people out of jobs. More and more people 
have entered the labor force indicating the need for families to increase their 
take-home pays. Reimposition of strict lockdowns has been clearly reflected in 
the corresponding increase in the number of displaced workers. However, the 



Source: PSA, and Author’s Calculations

Chart 11 . Sectoral Contribution to Unemployment 
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quality of jobs available appears to be far from gainful. Underemployment has 
continued to deteriorate from September 2021’s 14.2%; to 16.1% in October 
2021; to 16.7% in November 2021. 

Aside from the overall lower employment, asymmetric conditions across 
sectoral employment are starting to be evident (Chart 11). The data shows that 
sectoral employment has exhibited mixed trends. While total employment 
recovered relative to pre-pandemic levels, some major sectors continued to 
exhibit employment losses. In particular, accommodation and food services 
activities and transportation and storage suffered the most loss as they recorded 
650,000 and 406,000 employment losses, respectively.

Sentiments of economic agents were mixed, with some dampened by the 
pandemic. The recent results of the BSP’s Business Expectations Survey (BES) 
indicated that business sentiment turned optimistic in Q4 2021 (Chart 12).2 

The optimism was attributed to easing COVID-19 restrictions and positive 
developments in the country’s vaccination rollout, among others. All sectors 
indicated a more optimistic outlook relative to a quarter ago as the confidence 
indices (CIs) turned positive for firms from the construction, services, and 
wholesale and retail trade sectors and more positive for the industry sector.



Source: BSP

Chart 12 . Business Con�dence Overall Index
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However, consumer sentiments appeared to be more pessimistic in Q4 2021 
(Chart 13) as the CI further dropped. According to respondents, their weaker 
outlook during the quarter was brought about by their expectations of: 1) 
higher unemployment rate; 2) lower income; 3) on going COVID-19 pandemic, 
higher cases, restriction/lockdown/travel ban; 4) faster increases in the prices 
of goods; and 5) less working family member. The recent typhoon also added 
pessimism to the consumer respondents.  



Source: Google Mobility Index

Chart 14 . Google Mobility Index
(as of August 2021)
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The reimposition of lockdown measures in August 2021 amid the surge of 
the Delta variant could also potentially threaten economic recovery. According 
to Google mobility trends, mobility in the Philippines tightened in August 2021 
due to the reimposition of ECQ in some areas of the country (Chart 14). This 
could potentially dampen growth prospects for the rest of 2021. In particular, 
mobility in transit stations, workplaces, retail and recreation, and parks were 
all down compared to the baseline period.3 In subsequent months, with more 
widespread rollout of vaccines and downgrading of alert levels, less stringent 
quarantine measures have ushered in greater mobility and some recovery in 
business activities.

The domestic financial markets were also not spared from the adverse 
headwinds of the pandemic. Chart 15 shows that the emerging markets bond 
index (EMBI) for the Philippines and 5-year credit default swaps (CDS) peaked 
when the nationwide lockdown was announced. Since then, as the country 
struggled with the pandemic with lockdowns, health mitigation and sustained 
efforts to help in economic recovery, both metrics started to slide down with 
periodic increases coinciding with the succeeding waves of the viral infection. 
These suggest that investor confidence for Philippine assets such as bonds 
remains broadly intact. Nonetheless, policymakers need to be risk-conscious. 
If the pandemic management continues to be weak and our recovery lags 



Source: Bloomberg

Chart 15 . EMBI+PH vs Credit Default Swap (CDS), January 2020-December 2021 
(in Basis Points)
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behind the region, these relatively reasonable credit spreads could widen, to the 
detriment of the country’s sovereign and corporate borrowers. 

The Pandemic: Punctuated Equilibrium

At this point, the big question is how an economy that has seen over two 
decades of sustained economic growth could be suddenly punctuated by the 
health pandemic. In more ways than one, the Philippine economy entered the 
pandemic in a position of relative strength. Following Danny Rodrick (2020), 
one can argue that while the pandemic certainly weakened the Philippine 
economy, it also accentuated pre-existing growth issues. 

Need for a More Viable Growth Strategy
First, perhaps the most painful lesson from the pandemic is that a growth 
strategy driven by services appears to be more vulnerable to events such as 
the COVID-19 outbreak. Since the provision of services is physical and largely 
depends on mobility, then tourism and services are likely to be constrained by 
lockdown measures (Mendoza, 2021). Similarly, Rodrick (2020) observed that 
most growth strategies based on demand-side factors may be unstable. Export 
-oriented industries in many emerging countries, which have historically 
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driven economic growth, also appear to have reached their peak. The pandemic 
served as a wake-up call to a broader rethink of economies’ growth prospects. 
Emerging economies would have to rely on new growth models to replace their 
old strategy or would need to complement their current strategy. During the 
pandemic, the digital shift proved very useful in mitigating the adverse impact 
of physical restrictions to economic and business activities, including the 
provision of services. This broad tweaking of business processes could amount 
to a significant cushion to a prolonged health crisis.

Need to Improve Health Systems
Second, the pandemic also unmasked the extent of under-investment in 
health and other relevant sectors. As the pandemic demonstrated, a well-
functioning health care system is not sufficient to effectively respond to disease 
outbreaks of similar scale. Oni et al. (2020) argued that a more robust “system 
for health,” is needed to effectively respond to pandemics. This comprises 
integrated development of all sectors that influence public health outcomes 
such as transportation, manufacturing, agriculture, and urban development. 
The pandemic revealed the extent of under-investment in various aspects of 
the public health systems in developing economies, which made them more 
susceptible to the health crisis. 

Mendoza et al. (2021) underscored the importance of healthcare saturation 
as a main determinant of cross-country variation to declines in GDP. The 
authors identified three major components of healthcare saturation that was 
caused by the COVID-19 pandemic namely: 1) capacity of hospitals to treat 
a patient or provide ventilation therapy; 2) closure of non-COVID related 
medical services; and, 3) shortages of medical supplies. All of these components 
could lead to health care collapse which could, in turn, serve as important 
transmission channels of the pandemic’s impact on the economy. For instance, 
the saturation of hospital capacity to treat patients and closure of non-COVID 
related medical activities could lead to workers with poorer health outcomes 
thereby reducing their productivity. Likewise, shortages of supplies could lead 
to inflationary pressures and price hikes. Their model implies that a pandemic 
is more damaging for countries with higher wealth inequality and/or weaker 
health systems or other similar pre-pandemic conditions. 
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Pandemics have Real Economic Costs 
Third, the economic and financial costs of the pandemic could be staggering. 
This entails that economic recovery will depend on the interplay of both the 
COVID-19 cycle and the Business Cycle (Roach, 2020). While a successful 
containment of the pandemic is possible in the near or medium term, its impact 
can be more far-reaching and long term. Jorda et al. (2020) studied the impact of 
major pandemic events dating back up to the 14th century on the rates of return 
on assets and found that significant macroeconomic effects of the pandemic 
persist for decades, with rates of return substantially depressed. This entails that 
while maintaining the focus on addressing the health emergency and providing 
lifelines for households and businesses is essential, governments also need to 
prepare economies for the transition to the post-COVID-19 world.

Closer to home, these lessons were indeed felt in the Philippines. For 
instance, assessments of the pandemic’s impact on the Philippine economy have 
shown that losses are more pronounced in the services sector. This can be seen 
in the relatively slower recovery of employment in the sector compared to the 
industry sector. 

The health crises also revealed the country’s health sector deficiency in 
addressing the pandemic. Infrastructure on infectious disease surveillance 
and preparedness were lacking. For instance, authorities tasked to manage the 
pandemic were unable to design, develop, and operationalize a centralized 
digital database system to allow granularity in health decisions. The healthcare 
system was also at risk of saturation. According to the University of the 
Philippines (UP) COVID-19 response team, the rising cases of COVID-19 
infections could be a serious concern because of the limitations in hospital care 
capacity in the country. A rise of the reproductive rate (Ro) of 2 could lead to 
shortage of hospital beds handling severe and critical cases. COVID-19-related 
patients alone could fill up the total bed capacities which could potentially 
lead to closure of non-COVID related medical services. Moreover, there is also 
the risk of potential saturation of human health resource. To handle critical 
patients, there should ideally be one attending physician for every two patients, 
and one-on-one nursing. UP estimates that in a scenario where Ro reaches 2, 
this would roughly translate to 14,500 doctors and 13,200 nurses. Peak-time 
critical COVID-19 cases alone would require the attention of approximately 
21.0% of the country’s healthcare workers.  
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The economic cost of the pandemic is indeed significant for the Philippines. 
According to the National Economic and Development Authority (NEDA), the 
total cost of the pandemic for 2020 amounted to PhP 4.3 trillion. This comprised 
of a PhP 2.1 trillion in loss from forgone consumption; PhP 1.8 trillion in private 
investments and returns; and PhP 0.4 trillion in human capital investment and 
returns. For the next 10 to 40 years, our planning authority calculated over P37 
trillion or a total of PhP 41.4 trillion. This is slightly over two years of current 
GDP of the Philippines, or about eight times the country’s annual national budget. 
Both consumption and investments are likely to drop in the next 10 years because 
of the decline in demand in sectors affected by physical distancing like tourism, 
restaurants and public transport. Tax revenues could also be affected. Based 
on NEDA’s estimate, it would take 10 years before the economy regains its pre-
pandemic growth path. These are the scars on the economy that require mitigation. 

The Investment Imperative

Literature has underscored the role of promoting economic development that 
is sustainable and resilient. Traditional growth models have alluded to the 
importance of investments in achieving more sustainable economic growth. 
For instance, neoclassical models such as the Harrod-Domar model stipulated 
that for an economy to grow, investments generated from domestic savings 
are needed. Hence, policy objective from this perspective involves increasing 
a country’s savings rate to produce sufficient investments that would achieve 
target growth. Meanwhile, the Solow-Growth model emphasized the role 
of technology in achieving growth, but nonetheless recognized that labor 
productivity relied heavily on capital-labor ratio. Larger capital allows an 
economy to reach its growth rate at the steady state. This model was later on 
augmented to broaden the concept of capital to include human capital, which 
is also a very important determinant of productivity and growth. Despite these 
differences, most of these models have underscored the role of investments in 
promoting growth (Jurado, 2003).

A plethora of empirical studies have also supported the positive relationship 
between investments, in all its forms, and economic growth. Ari and Koc 
(2018) investigated the nonlinear causal relationship between public-private 
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investments and gross domestic product in the United States (US) and China. 
The authors found a strong and common causal relationship between the U.S. and 
China for sustainable economic growth among public and private investments 
and economic growth. The findings show that there is a feedback loop in 
either or both directions that reinforces both public and private investments. 
In particular, private investments in the US promotes public investments, 
which in turn, promotes economic growth which then feeds back to further 
promote private investments. Meanwhile in China, public investments feed 
private investments through GDP and vice versa. These findings suggest that 
the direction of the feedback could depend on country characteristics such as 
socio-economic regimes. Le and Surga (2005) conducted a panel analysis of 
105 developed and developing economies and found that public and foreign 
direct investments (FDI) have a positive impact on growth, although the latter’s 
impact diminishes when public investments exceed 8-9%, implying possible 
crowding out effects. Meanwhile, Everhart and Sumlinski (2001) found that 
crowding out is possible between public and private investments, but this is less 
prevalent in countries with good institutions. 

A More Resilient Strategy for Growth
All of this evidence argues in favor of investments providing a possible 
approach to attain economic growth and provide some solutions to economic 
and financial issues brought about by the crisis. First, in terms of finding a more 
resilient model of growth, investments offer the promise of more resilience 
during periods of economic stress and crisis. There is evidence that past crises 
have revealed that FDIs could potentially provide stability and resilience. Alfaro 
and Chen (2012) found that multinational companies performed better than 
local competitors on average. In particular, multinational firms showed greater 
resilience to crises thanks to their access to production and financial linkages, 
as well as multinational networks. Similarly, Desai et al (2007) noted that 
foreign firms perform better than domestic firms during currency crises due 
to their ability to circumvent financial constraints given their access to parent 
company’s equity. 

The role of FDI during recovery goes beyond financing (OECD, 2020). 
Multinational firms are generally larger, more research and development 
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intensive, and more productive. They also foster greater cross-border 
partnerships and collaborations between companies which could facilitate 
finding long-term business solutions. Lastly, Jorda et al. (2020) showed that 
consistent with the neoclassical growth model, capital is destroyed in wars, but 
not in pandemics. In fact, pandemics could potentially induce relative labor 
scarcity and/or a shift to greater precautionary savings. This means growth 
models anchored on investment offer a likely more viable strategy, especially 
when recovering from a pandemic crisis.

Investment Could Fill the Health System Gap 
Second, massive investments are currently urgently required to address the 
deficiencies in the health care sector that unfolded during the pandemic. The 
pressing need is to strengthen the resilience of health systems. Health systems 
include the health sector, as well as in the relevant industries affecting health 
outcomes, such as health care, schools, safe buildings, safe transportation, and 
digital infrastructure. According to the World Health Organization (WHO), 
an additional USD 370 billion per year are needed for primary healthcare to 
achieve sustainable development goals on universal health care in low- and 
middle-income countries. Craven et al. (2021) also argued for the need to invest 
in infectious disease surveillance and preparedness to prevent the occurrence of 
future pandemics, or mitigate their impact. Systems need to be in place for the 
early detection and decisive response to early signs of outbreak. Lack of well-
established systems has led to challenges in ramping up public communication, 
contact tracing, mass testing, and critical care capacity. Establishment of such 
systems, of course, would cost around USD 85 billion to USD 130 billion over 
the next two years and approximately USD 20 billion to USD 50 billion annually 
in the succeeding years. 

With governments already highly leveraged, FDI’s can therefore play a 
crucial role in covering the financing gap in healthcare. According to Mantovani 
(2020), FDIs to the health sector have several advantages. First, they are debt-
free investments. They increase healthcare capacity and alleviate shortages in 
the supply of healthcare without putting heavy pressure on public finances. 
Second, FDI can raise the overall quality of host country health services by 
spreading innovations in medical technology, drugs and health services, as 
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well as superior management techniques, organizational skills and information 
systems.

Investment Could Mitigate the Economic Scars
Investments could also help prepare economies to transition to the post-
pandemic world. In particular, investments help alleviate economic scarring 
from labor productivity loss by helping people get back to work. In this area, 
public investment could also play a crucial role in recovery. Gaspar et al. (2020) 
estimated that during periods of uncertainty, increasing public investment by 
1% of GDP could boost confidence in recovery, which in turn, can boost GDP 
by 2.7%, private investment by 10%, and employment by 1.2%. These estimates 
apply to both developed and developing countries, provided that investments 
are of high quality and existing public and private debt burdens do not weaken 
the response of the private sector to the stimulus. The authors pointed out that 
historically, increasing public investment could help economic activity from the 
sharpest and deepest global economic collapse. 

Moreover, public investments have been found to generate between 2 and 8 
jobs for every USD 1 million spent on traditional infrastructure. Meanwhile, 
more jobs are generated at around 5 and 14 jobs if the same amount is spent 
on research and development and sustainable green projects. Lastly, public 
investments could catalyze private investments as they signal governments’ 
commitment to sustainable growth. Such commitment shores up private sector 
confidence, which in turn, could increase private investments. 

 

Policy Response for the Philippines

Pursuing policies that promote investments could therefore help the Philippines 
address the health and economic ramifications of the pandemic, and in the 
process, strengthen the economy’s traction towards early and quick recovery. 

Low Investment Performance
The challenge for policymakers in the country is to create an economic 
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environment that could attract significant amounts of investments. Prior to the 
pandemic, the Philippines has already lagged behind its ASEAN-5 peers in terms 
of total investments. Chart 16 depicts the total investments as percent of GDP 
in ASEAN-5.  Since 2000, investments in the country have been consistently 
lower relative to those of the ASEAN-5.4 Investments started to increase only 
in 2015, overtaking countries like Malaysia and Thailand, only to sharply drop 
in 2019. In the next two years of the pandemic, the weakness of investment 
in healthcare facilities particularly in health monitoring and treatment at the 
provincial levels became more manifest and socially untenable. Economic 
and business activities could also make use of higher levels of investments 
to make them more sustainable and self-sustaining. It is therefore imperative 
to implement policy measures that would attract domestic investments, both 
public and private, as well as foreign.

Literature has pointed to several push and pull factors that affect the ebb and 
flow of capital to emerging economies like the Philippines. Push factors relate to 
global financial conditions, risk appetite of global investors, and policy spillovers 
from other economies. For instance, Fernandez (2015) found sufficient empirical 
evidence that the US Federal Reserve’s monetary policy, such as the quantitative 
easing (QE) program, significantly contributes to the flow of portfolio capital in 
the country. Philippine equity flows were particularly sensitive to US long-term 
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interest rates. Meanwhile, pull factors refer to country specific characteristics 
that define the attractiveness of a country as an investment destination. These 
factors include macroeconomic fundamentals, domestic policies of capital 
recipient economies, quality of institutions, and infrastructure, among others. 
They are also associated more with long-term investments. 

The Role of Good Institutions
Good governance and institutions play a very important role, not just in 
improving a country’s investment climate, but also in promoting overall 
sustainable growth. Acemoglu and Robinson (2005) argued that inclusive 
institutions that create incentives for people to innovate, enable productivity 
growth through education and infrastructure, and maintain peace and order are 
all essential in creating an environment that is conducive to sustainable growth. 
In contrast, extractive institutions, or those catered to oligarchic interests, tend 
to result in poverty and stagnant growth even in resource-rich economies, like 
what many African countries experienced. 

Singapore’s experience showed that good governance, not less governance, 
is a more successful approach in addressing the challenges of economic 
inequality, environmental degradation and terrorism (Abeysinghe, 2015). Their 
focus on good governance showed that non-economic factors matter more than 
the economic factors for a successful take-off of a developing economy. In the 
Philippines, two specific governance issues require special attention: 1) poverty 
and inequality; and, 2) corruption and bureaucracy. 

According to Cabote and Fernandez (2019), income inequality in the 
Philippines has gone down, albeit gradually over the years. This is reflected 
by the sluggish decline in the country’s Gini coefficient from 48.5 in 1970 to 
46 in 2015. The progress in terms of reducing inequality remains slow for the 
Philippines vis-à-vis its Asian counterparts. At present, roughly a quarter of 109 
million Filipinos live below the poverty line. It is reported that the ultra-poor 
families subsist on PhP 25 a day, with no job skills set, no productive assets, and 
reside in impossibly isolated rural areas and blighted parts of the cities.

There is evidence which suggests that high and persistent inequality is a bane 
for a country’s economic growth and its people. This stems from the idea that 
inequality affects not only the poor but the rest of the economy. First, inequality 
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is viewed to constrain the lower-income households of the resources needed to 
access quality health services and education, which may hinder human capital 
development in a nation (Perroti 1996).

According to Duflo and Banerjee (2010), the way forward “is to abandon 
the habit of reducing the poor to cartoon characters and take the time to really 
understand their lives, in all their complexity and richness.” In other words, 
there is no one-size-fits all solution. The government needs to pay attention 
and provide them access to basic needs like livelihood, education, and health 
services, among others.

In terms of corruption, while the country has made significant strides to 
improve the quality of its institutions, persistent issues of corruption and 
widespread red tape, especially during this period of pandemic, has put the 
country’s reputation at risk once again. In fact, the Philippines dropped two 
places from 113th to 115th place with a score of 34 index points in Transparency 
International’s Corruption Perceptions Index in 2020. The country’s highest 
ranking was in 2014 when it placed 85th out of 180 countries and scored 38 
index points (Chart 17). 

At the same time, business processes in the country also need to be 
streamlined. A survey that targeted 800 establishments representing four major 
manufacturing sectors, conducted by ADB (2005), identified that significant 
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delays are experienced by firms in securing government licenses or permits. 
On the average, obtaining an operating license takes about 14 days. To shorten 
bureaucratic red tape, firm managers often find it necessary to personally 
transact with government authorities, spending an average of about 9.0% of 
management time weekly in dealing with government regulations. This is 
particularly acute for electronics firms, averaging at 12.0%. 

Chikiamko (2021), argued that the root of the country’s bad governance lies 
in its political economy, which is inwardly oriented. The competition from an 
outward-looking economy could impose the needed discipline to correct for 
bad practices. For instance, in Singapore, a private sector-driven open economy, 
open to international trade and investments, has acted as a mechanism to 
discipline government bureaucracies and enhance the quality of governance. 
Singapore’s global dependence played an important role in disciplining the 
country’s single-party government. Openness, once set in motion, appears 
to generate a sustaining feedback loop between government policies and the 
country’s socio–economic environment that will bring about higher economic 
growth and ethnic peace. Policymakers in this setting are more likely to 
implement socio–economic policies that harness ethnic peace and share the 
growth dividends (Abeysinghe, 2015). 

The Need for Better Infrastructure
Investments are naturally attracted to areas with adequate roads, ports, and 
other essential infrastructure because such facilities affect a firm’s profitability 
due to the reduction in production costs and ability to reach wider markets 
(ADB, 2005). 

Large infrastructure gaps have contributed to the investment bottlenecks 
in the Philippines. According to the Global Competitiveness Report in 2019, 
the Philippines ranked below many of its regional peers in terms of quality of 
infrastructure including transport systems, telecommunication, and electricity. 

To tackle the issue, the Philippines increased spending on roads, bridges, air 
and sea ports, and other large-scale projects in recent years through its Build, 
Build, Build program, which includes large-ticket projects on transportation, 
water resources, and energy. Public infrastructure investments rose from an 
average of 3.0% of GDP during 2011–16 to over 5% in 2018, with the target of 
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raising the ratio to over 6.0% by 2022. These projects are expected to improve 
the connectivity and mobility in the country. More generally, improvements in 
the quality of infrastructure services will help cut the cost of doing business, 
attract more investment, and enhance productivity around the country (IMF, 
2020).

According to the IMF (2020), ensuring the success of these projects requires 
significant improvement in project appraisals and identifying early risk 
reduction measures at the early stages of each project. Procurement systems and 
procedures badly need stronger tweaking and supervision. Greater competition 
and transparency would reduce corruption and consequently, the cost of 
infrastructure. Lowering barriers to FDI such as easing regulatory restrictions 
and improving ease-of-doing business would also be critical. 

Of course, there is also the need to attract investments to the right sector. For 
instance, there is an urgent need to improve the country’s health infrastructure 
to enhance its preparedness and resilience to pandemic events. Aside from 
physical infrastructure, Oxford Business Group identified some key sectors 
where the government should focus on, namely: 1) capacity building initiatives 
like scholarship and deployment programs for medical practitioners; 2) 
improvements in preventive and primary care such as immunizations; and 3) 
research and innovative health technology. 

Oni et al. (2020) suggested that impact investing could play a vital role in 
channeling funds to countries that need it most, as well as to the health and 
other relevant sectors. The pandemic offers an opportunity to reevaluate how 
we pursue innovation and reform on failing systems. This entails integration of 
knowledge-based systems and a culture of information sharing in responding 
to crises. For instance, the world could learn from strategies implemented by 
countries that have successfully controlled and contained the transmission of 
COVID-19 virus. 

Policymakers could also learn from South Korea’s decades of efforts to build 
a resilient universal health-care system. Jong-Hwa (2021) argued that South 
Korea’s experience shows the benefits of incorporating a well-designed health-
development strategy into the overall development strategy. First, they invested 
heavily in medical infrastructure. At present, South Korea now has 12.4 hospital 
beds per 1000 people, which is significantly higher than the US’ 2.9 beds per 
1000 people. Second, the establishment of a Universal Health Care system has 
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made medical and healthcare services more accessible and cost effective. At 
present 97.0% of their population is covered by National Health Insurance 
(NHI) and the remaining 3.0% by Medical Aid Program. This helped South 
Korea respond relatively well to the pandemic. 

Going Digital
There is also the need to strengthen the digital infrastructure. The pandemic has 
shown several advantages of the digital economy. The private sector can lead in 
the innovation of digital products and services that would allow the increase 
of the breadth and reach of markets even in these difficult times. Banks can be 
skewed to digital banking to reduce transaction costs, improve services, and 
reduce viral transmission. The challenge to the regulators and operators of these 
digital platforms is, of course, to ensure integrity in the whole process, ensuring 
that no operational disruption or hacking would compromise the completion of 
commercial transactions. Consumer protection should be paramount. 

In particular, the Philippines has taken significant strides towards 
digitalization of payment systems. The BSP has collaborated closely with the 
banking industry to enhance the safety and reliability of the retail payment 
system through the country’s National Retail Payment System (NRPS). There 
are measures in place to promote contactless payments and to increase the use 
of mobile money adoption by: 1) reducing the cost of mobile money transfers 
(i.e., P2P, G2P, B2G); 2) temporarily waiving mobile-money transfer charges 
until a certain period to encourage more cashless transactions; and 3) decrease 
transaction limits on contactless payments. These measures should contribute 
towards the efficient functioning of the domestic financial system, and in turn, 
promote investments.

Going Green Sustainable Finance
The pandemic has also underscored the need to take care of our environment. 
A green and inclusive recovery will significantly enhance the resilience 
of our economies and societies in the face of both the severe recession and 
accelerating environmental challenges. Introduction of environmental, social, 
and governance (ESG) considerations in investment decisions is important 
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as they correct for a market failure known as tragedy of the commons. ESG 
forces firms to consider the real cost to the environment and society that their 
activities impose.

This is especially relevant for the Philippines, which is extremely exposed 
to natural hazards and calamities. These could potentially spill over to the real 
economy and the financial system. Natural disasters interrupt the production 
activities of firms and households, increasing their financial vulnerability, 
reducing the value of their assets pledged as collateral for loans, and making it 
more difficult for them to repay their obligations.

Legislative Measures Attracting Investments
The legal environment should also provide a clear framework that encourages 

innovation and investment. The passage of the Senate Bill No. 2904, which seeks 
to amend the Public Service Law is expected to boost the inflow of investments 
in the country. The Bill proposes to streamline and liberalize restrictions on 
ownership, management, and control of public utilities. This could potentially 
attract foreign investments in the areas of transportation, broadcasting, 
telecommunication, and power generation and supply. Likewise, the lifting of 
the open-pit mining and introduction of terms and conditions to ensure these 
will be environmentally and socially sustainable, will potentially encourage 
more investments in the country. There are other policy reforms that can be 
institutionalized through legislation and are now in the legislative pipeline. 
There should be strong support to these legislative proposals on capital market 
development, retail trade, secrecy of bank deposits, and other related initiatives. 
Indeed, an enabling legal and regulatory environment is crucial for investments 
to come and flourish in the domestic economy.

Conclusion

An investment-led growth could provide the necessary momentum to help 
address the health crisis and usher in the Philippines’ economic recovery. 
Increasing investments by improving the country’s investment climate can help 
the Philippine economy transition from the pandemic, mitigate its scarring 



29GUINIGUNDO

1 The BSP estimates (as of January 2019) ICOR for the period 2010 to Q1 2019 at 3.9. This is 
significantly lower from 9.5 for the period 1989 to 1992. 

2  Survey was conducted 22 July – 31 August 2021.
3 The baseline used is the median value over the five-week period from 3 January to 6 February 2020.
4  Total investment is defined as gross capital formation.

effects, and establish the foundation for a healthier and more sustainable post-
pandemic scenario.

This requires proactive efforts from both the public and the private sectors to 
improve governance practices and establish quality institutions. It also requires 
identification of economic areas that could urgently benefit from additional 
investments such as the in the health sector. It makes a lot of sense to attract the 
right kind of investments that have the highest potential to attain higher levels 
of growth and sustainability. 
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