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Plan of the Presentation

ASIA: DEVELOPMENTS AND OUTLOOK

PHILIPPINES: MEDIUM-TERM POLICY CHALLENGES
= Sustaining the growth takeoff
= Escaping the middle-income trap
= Achieving inclusive growth






Growth has stabilized or picked up

INn most Asian economies
Selected Asia: Changes in Real GDP at Market Prices

(In percent)

mm Quarter over quarter (SAAR) Yearover year

15
12

Japan EastAsia ASEA
(excl. China)

1/ Philippines China India

Sources: CEIC Data Co. Ltd.; Haver Analytics; and IMF staff calculations.
1/ ASEAN includes Indonesia, Malaysia, the Philippines, Singapore, Thailand, and Vietnam.
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...as external demand shows

signs of recovery...

Asia: Exports of Goods to U.S. and EU Asia: Exports by Economies

(January 2010=100; seasonally adjusted) (Year-over-year percent change)
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Strong portfolio flows have

moderated of late, but remain solid

Emerging Asia: Equity and Bond Funds Net Flows Asia; Changes in Latest Bilateral Exchange Rates
(In billons of U.S, dollars) Since End-2011 (in percent, USS per national currency)

—Equity and Bond funds (4-week moving average, left scale)

— Chicago Board Option Exchange market volatility index (VIX, right scale)
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...Domestic/regional risks need

attention too.
Output Gap vs. Credit Gap, Latest

(In percent of potential level)

8 Singapore
[
6 Philippines
® Inddnesia
4 ® Thailand
Malaysia
o

Australia

¢ ® New Zealand

® China

Creditgap

Q India
@
apan 0 2 4

-2

o
IS

o
Hong Kong SAR_4

-6
Output gap

Sources: CEIC Data Co. Ltd: and IMF staff calculations.



Robust growth is expected in 2013,

including for the Philippines

Projected Growth for 2013
(WEQO January Update
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Philippines

Favorable endowments for

growth take-off

Growth of Working Age Populati I IN/]
(prr)gt‘:}’atfor?age(?1r5-lg4?m;?;cer?t?ua o D Demog raphIC dIVIdend
4.0—Indonesia ---Malf\ysia —Philippines — Thailand — Viet Nam D La rge domestic

35 TR

30 \ market

20 - d ASEAN economic

" community by 2015

0.5 _ .

00 d Mining and tourism

by potential

d English-speaking

Source: U.N.Population Database; and IMF staff calculations.
" Projections based on the medium fertility U.N. scenario. WO rka rce
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Philippines
Macroeconomic Stability Established—

A Precondition for Growth

8 80
6 60
4 — 40
0

- 0
W 1992-2001
-2 B -20
=2002-2011

-4 -40
GDP Growth Inflation Current account Nonfinancial public
(In percent) (In percent) (In percent of GDP) sector debt
(in percent of GDP,
RHS) 1/

Sources: CEIC Data Company; Philippines authorities; and IMF staff calculations.
1/ Nonfinancial public debt in 2001 (blue) and 2011.




Philippines

Philippines’ Growth Challenge

Real GDP Per Capita, 1980=100

——Philippines =-=-Malaysia — Thailand *+eIndonesia

— India China —\/letnam
1,000

800
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200

0

1980
1982
1984
1986
1988
1990
1992
1994
1996
1998
2000
2002
2004
2006
2008

Source: IMF, World Economic QOutlook.
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Philippines

But middle income economies at

higher risk of a sustained slowdown

There Seems to be a Middle Income Trap 2

M [ ow-income ® Middle-income " High-income
14
12
2 10
S
S,
=< 8
55
93 6
o3
o o 4
S =
S
o 2
o
U
0

Income Thresholds
Source: IMF staff estimates.
1 The figure considers a low income threshold of US$ 1000, US$2000 for middle-income, and a high income
threshold of US$ 15000 in PPP terms.
2 frequencies are calculated as the ratio of slowdown episodes to the total numberof observations per
income class.




Philippines

Escaping the middle-income trap:
growth accounting approach

Social policies,
Augmented labor (L) - labor market
regulation

Capital (K)
-
climate
Technology (A)




Philippines

Investment rate is low—why?

Gross Fixed Capital Formation
(In percent of GDP, 2000-11 average)

%] 48] D 4] 48] (48] U] T s
¢ g 2 Z 2 £ E 3z & £ Z2 g = &
2 zE2xE & = T ® - ¥ + U = e O
S 205 = & 9 £ g s 2 5
= o < = o = > < @
= () e — ) [y e E
2 8 <
i

Source: WEO database.

1/ Advanced economies excluding Asia.

2/ EME/CIS stands for Emerging Europe and Commonwealth of Independent States. Both groupings
follow the World Economic Outlook country classifications.
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Philippines

Weak Investment Climate

Innovation

Business sophistication

Institutions

Infrastructure

Macroeconomic
environment

Health and primary

Market size

Technolicial readiness

Financial secto
development

education

// igher education and
training

Goods market efficiency

Labor market efficiency

—=—Philippines = ——Average Advanced Economies —ASEAN3

Source: World Economic Forum, Global Competitiveness Report, 2013




Philippines

Weak Investment Climate and

Infrastructure Gaps

Ease of Doing Business Rankings, 2013 Public Investment and Infrastructure

» Asian economies
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Source: World Bank, Ease of Doing Business Sources: IMF, World Economic Outlook; and World Economic Forum.
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Philippines

Low fiscal revenue leads to low

public investment

Link Between Government Revenue and Public Investment

Government Revenue
(In percent of GDP, average 2000-11) - D
1)
30 g 0
g Malaysia
@
25 S 10
2
20 S
R
3 8
15 % India®
10 € Thailand
é 6
5 £ aiwan Province @ Korea
£ Ingtbnesia  of China
A E BN EEEREN .
PR S SR S S SR SR SE g
Q\Q@ N &L’\ q‘av \06\ ,-‘)@0 'oQé ‘l-é \@\C’\ & g O philippines
N (\bo & &9 NG\ .
Q NI o) )
0(\0) & 14 17 20 23 26
¥ (Government revenue, in percent of GDP, 2000-10 average)
Source: WEQ database. Source: WEO database.
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Philippines

How to Raise Fiscal Revenue

Potential

Compliance Gap i
(BIR a dBOC)




Philippines

Limited access to formal banking

and restrictive foreign ownership

Foreign Direct Inward Investment Number of Commercial Bank Branches, 2011
(In percent of GDP, 2000-11 average) (Per 100,000 adults)
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Sources: IMF, Financial Access Survey and World Economic Qutlook.

1/EME/CIS stands for Emerging Europe and Commonwealth of Independent States. Both groupings follow
the World Economic Outlook country classifications.

2/Advanced economies excluding Asia.

1/ Advanced economies excluding Asia.
2/ EME/CIS stands for Emerging Europe and Commonwealth of Independent States. Both groupings
follow the World Economic Qutlook country classifications.
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Philippines

Room to Improve Labor

Effectiveness
Edu?%glon and Health
Hong Kong
1.00 - SAR oKJapan
- orea < Australia
_ + Singapore A
0.9 * New Zealand
0.90 - Sri Lanka Advanced
Latin America
0.85 - Vlemam'[hallarfd + Malaysia

China * EME/CIS
0.80 | Nepal Bangladesh Indonema Philippines
L

¢ * e Mongolia

Health index (Life expectancy)

0.75 - e Lao P.D.R.
0.70 e *India
Myanmar ® Cambodia
0.65 -
060 I T T |
0.3 0.5 0.7 0.9 1.1

Educationindex 1/
Sources: UNDP, Human Development Index and IMF staff calculations.

1/ Combined index of average years of total schooling, and adult literacy rate as calculated
by the HDI.
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Philippines

How can labor resources be better

used?

Unemployment Rates 1/ Labor Market Efficiency
(In percent)
14 . . - : Redundancy Hiring and
—Indonesia  ---Malaysia —Philippines  ~ -Thailand . .
h Costs Firing Practices

’_% (In weeks of salary) (Score) 1/
\__hx Indonesia L) 4.2
6

M alaysia 24 4.3
b oo Philippines 27 3.4
Ssoo_ T e Singapore 3 a7
2 . . Thailand 25 43
0
5 o o & 8 &8 5 &8 % ¢ 32 3 1/ On ascale from 1-7 (best),
8 f & 8 R & R & & & & R

source: World Economic Farum, Global

S . CEIC Data C »and Haver Analytics. . .
o ot Company; and Haver Anlytcs Competitiveness Indicators, 2013

1/ National definitions may vary.
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Philippines

How Large is the Growth Payoff?
(Growth contributions under a reform scenario)

2000-10 2016

Average Reform
Potential growth (percent) 4.5 7.0
Contribution of TFP (percent) 1.9 3.0
Contribution of capital (percent) 1.2 2.0
Contribution of labor (percent) 14 2.0

Sources: Ide (2011); and IMF Staff calculation.
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Inclusive Growth

Rising income inequality in Asia,

incl. Philippines

GINI Index
(Weighted by population)

China

South Asia 0 1990s B Latest

Industrial Asia

NIEs

Philippines

ASEAN

Sub—Saharan
Africa

MENA

Latin America
and Caribbean
Central and
Eastern Europe

| I Il

o

10

N
o
w
O
I
O
9]
O

60

Sources: World Bank, World Development Indicators; PovCal database; IMF, World Economic
Outlook; and staff calculations.

- 28



Inclusive Growth

Health, education spending

support inclusiveness

Education and Inclusiveness1/ Health and Inclusiveness1/

45 8

¢ Baseline Brazlo
razi
JOtherAsia _# 7t
40 L atin America Brazil . Latin America
(excl.Brazil) QE 6 - Basgline ¢ (excl.Brazil)
§2y; 30
‘88 ' ¢ [ndia E 0 S NIE -
0w ay . , §  China OtherAsi
0 wg 1 SouthAsia , o o ¢ VinerAsja
g £30 | £E " (erclindi) 2 Indla
3¢ ¢
3 T8
3 | . Indonesia
SE°0 T suthasa  oPhPPINES 2 | '
(exclIng). - o Philiopine
20 LA | | 1 | | I | |
0.3 0.6 0.9 19 15 0.2 04 0.6 0.8 1 1.2 14
Degree ofinclusiveness Degree ofinclusiveness

Source: IMF staff estimates.
1/ Inclusiveness is measured as elasticity of income of the bottom quintile with respect to a 1
percent growth in average income per capita.
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Conclusion

Roadmap for strong, inclusive

growth

(1 Favorable intrinsic conditions for

Real GDP Per Capita, 1980=100 growth take-off

~Philipines  ==Malaysa ~ =Thaland - Indonesa (A Per capita income gap and inequality

= India China ~ =Vietnam are large
fsoo O Focus on:
 Improving governance
. * Increasing competition by relaxing
40 — foreign ownership limits
N0 ' * Raising public revenue to develop

human capital and infrastructure

« Broadening access to formal
banking and raising financial
literacy

1980
1982
1984
1986
198383
1990
1992
1994
1996
1993
2000
2002
2004
2006
2008
2010

Source:IMF, World Economic Qutlook. _ _
« Ensuring a strong social safety nets
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