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October 4, 2011 

Notes and Comments from the Philippine Economic Briefing  
 
Last Friday (September 30), we attended the National Government’s mid-year Philippine Economic Briefing entitled “Reaching 
Investment Grade through Good Governance”.  
 
The meeting was kicked-off by speakers from the private sector represented by the Bankers Association of the Philippines (President 
Aurelio Montinola III) and the Makati Business Club (Chairman Ramon del Rosario, Jr). Both speakers wasted no time in praising the 
country’s strong fundamentals, then highlighted the need to boost government spending and accelerate the implementation of projects 
under the much-awaited public-private partnership (PPP) scheme. Mr. Montinola even mentioned that in President Aquino’s recent trips 
to the US, China and Japan, several investors have indicated clear interest in investing in the Philippines. The problem however is that 
the government has not formally bid out a single PPP project yet since the program’s launch last year. On the one hand, Mr. del Rosario 
noted that infrastructure spending should be done aggressively after public construction dropped 47.8% year-on-year in the first 
semester.  
 
An open forum then ensued. Central bank Governor Amando Tetangco quickly pointed out the country’s sources of resilience after a 
question on external headwinds was raised: (i) sound macro fundamentals, (ii) sustained economic growth amidst crises abroad, (iii) a 
healthy banking system, (iv) a strong external liquidity position, (v) an improving fiscal position, and (vi) good governance in government 
operations. While true, financial markets have heard these themes for quite some time now. It would have excited us more if we heard 
updates on the much-touted PPP program and on how the government will resume spending for the rest of the year to support the budget 
assumption of a 5-6% above-trend GDP growth for 2011.  
 
Finance Secretary Cesar Purisima seemed to have broken the ice when asked about the need for infrastructure spending, announcing 
that the administration really wants to spend more but has been held back by “organizational matters” needed to be dealt with first. In 
addition, Public Works Secretary Rogelio Singson said that he first had to institute procurement spending reform in his department, 
requiring a program of work for each peso spent -  or in short,  imposing stricter rules on disbursements while concentrating on prudent 
spending. As such, spending will not be as large as last year where cumulative disbursements were higher due to the elections. We were 
told however to expect spending to accelerate each month until the end of the year, confirming what has been in the headlines already.  
 
The only hints that we got later on regarding big-ticket projects the government was looking at were from National Economic 
Development Authority (NEDA) Director-General Cayetano Paderanga and Budget Secretary Florencio Abad.  Secretary Paderanga 
mentioned that there will be more spending on irrigation and Department of Transportation and Communications (DOTC) projects to 
achieve a 7-8% medium-term growth rate. While the DOTC projects were not specifically enumerated,  we can only surmise that these 
can be those lined up under the PPP as we recall that bulk of the projects in line for the program is under DOTC jurisdiction. Meanwhile, 
Secretary Abad said that he has asked for an additional Php90 billion budget from the President (pending approval) for rural electrification 
and infrastructure and socialized housing, among others.  
 
When asked about how a potentially severe economic recession would affect the Philippines, Secretary Paderanga said that exports will 
be hard hit in the near-term and that adjustments in strategic trading patterns should be implemented in the medium to long-term as no 
country will be immune to the effects of a global hard-landing. He also highlighted that growth would take cue from infrastructure projects 
without expounding on specific projects.   
 
While the event was successful in enumerating the achievements of the government to finally garner an investment grade status, we 
would have wanted them to discuss more on the PPP and other big-ticket infrastructure and power related projects. We believe that 
investments in these heavy industries are drivers to Philippine growth moving forward, aside from the traditional resilience brought by 
consumer spending, and the growing business process outsourcing (BPO) sector.  
 
Only when we returned to our desks that Friday afternoon did we come across news that the DOTC is doing a reconfiguration of the 
financing of the  PPP projects,  which could be the reason why the government seems short on PPP-specifics during the briefing. In a 
statement, the DOTC said that the major infrastructure projects would now  be undertaken by the government as it has access to cheap 
money in the form of multilateral funding or official development assistance. The operations and maintenance (O&M) access will then be 
privatized after construction only. Secretary Mar Roxas’ decision to overhaul the DOTC projects lined up for the PPP program would 
effectively decrease the burden on consumers in the form of lower toll and transport fees, among others, given the government's access 
to more concessional funding versus that of the private sector. While this may arguably redound to the benefit of consumers,  we may 
need to reassess  the impact of the PPP on listed companies originally touted to be interested in participating, as this may be much 
smaller than anticipated. 
 
Given the new and condensed role of the private sector, our concern now is how the government will effectively pursue these projects 
with great quality within a modest time frame.  From what we recall, the private sector has been very eager to take part in the PPP from 
funding to construction to O&M. Hence, just like most, if not everyone in the private sector, we remain hopeful that the PPP would 
materialize.         
 
A successful implementation of the PPP program is key to unlocking a new cycle of investment spending and credit growth. The country's 
investment spending has consistently lagged those of regional peers, implying underspending in critical social infrastructure. Accelerating 
this perennially over-looked component of GDP will provide the country another boost into achieving above-trend economic growth.  
 
With respect to the country’s credit-worthiness, above-trend growth provides fiscal authorities the flexibility to remain within deficit-to-GDP 
targets. With a higher GDP base, the national government has more room to maintain or reduce deficit ratios.  
 


