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Philippines Will Win Economic Marathon (Part 1)

	Independent think tanks and financial institutions from abroad rate the Philippine economy as the worst hit in 2020 and is expected to be the slowest to recover in 2021 among the countries in Asia.  The average estimate of the GDP decline expected of the Philippine economy for the year just ended is anywhere from a negative 8.5 to 9.5 per cent for the whole year.  The prospects for 2021 are not much brighter.  My most optimistic growth projection for the whole year of 2021 is 4 percent, which will still keep the Philippine GDP below its pre-pandemic level until the last quarter of 2022.   Because the Philippine Government has been the least effective in controlling the negative impact of COVID-19 on the economy among the Asian economies, it will surely lose the short-distance race or economic sprint to its neighbors.  The good news, however, is that the Philippine economy will be one of the sure winners in the economic marathon if we consider a two to three-year horizon.  By 2022, the Philippine GDP growth will be one of the highest growing at anywhere from 8 to 10 percent annually.  Already, a London-based think tank—the Centre for Economic and Business Research (CEBR)—has forecasted that among 193 countries, the Philippines will become the 22nd largest economy within the next fifteen years.  This is consistent with another long-term projection the HongKong Shanghai Bank made more than 15 years ago that by 2050, the Philippine economy will be the 16th largest economy in the world.
	This bright long-term forecast of CEBR is only one of the many optimistic prognostications of independent think tanks and financial institutions about the long-term future of the Philippine economy.  Within the last year or so, the Philippines was rated by the Oxford Economic Institute to be the second most attractive emerging market in the next decade or so, next only to India and ahead of Indonesia and China in third and fourth places, respectively.  It was ranked by The Economist publication as the sixth in financial strength ahead of countries like Vietnam, Thailand and China.  The Japan Credit Rating Agency upgraded its credit standing to triple B Plus.  These and other long-term projections of a bright prospect for the Philippine economy are based on strong fundamentals that are literally immune to the damage done by COVID-19 whose impact on the Philippine economy will be short-lived.
	I foresee that starting 2022, Philippine GDP can start growing at 8 per cent or more, enabling the Philippines to reach upper-middle income status in 2025 by attaining a  per capita income of at least $4,000.  As it crosses this threshold, its population then of about 115 million will provide such a large domestic market made up of predominantly middle-income households whose domestic consumption will be the main engine of growth.  Even if poverty incidence continues to be above 10 to 15 percent of the population, those who constitute the majority of the population (85 per cent or more) will be transitioning from low-middle income to upper-middle income status, the phase in the transformation of an economy that will be accompanied by an  explosion of demand for all types of consumer goods and services that will be the bases for rapid industrialization of the economy, a phase which our neighboring tiger economies experienced   in the last decades of the twentieth century.  This happy situation is the result of a distinct advantage of the Philippines among East Asian economies, which is that of having a large, young and growing population in contrast with the ageing societies that surround us in the Indo-Pacific region, especially in the Northeast Asian region comprised of Japan, South Korea, Taiwan, Hong Kong and increasingly China. The last one—even if it has a population of 1.4 billion— is already suffering from the rapid ageing of its population, which will put a very heavy economic burden on its increasingly dwindling younger population. In Southeast Asia, Singapore, Malaysia and Thailand are no longer considered attractive investment destinations because of their small and in Thailand’s case, rapidly ageing population.  The countries that will dominate the Indo-Pacific region will be India, Indonesia, the Philippines and Vietnam.
	Most of 2021 will see the Government still playing the leading role in growing the economy through current expenditures related to combatting the ill effects of the pandemic and in continuing the long-term Build, Build, Build program which will eventually spill over to at least the next two Administrations.  Government outstanding debt is expected to hit a record of P10.16 trillion by the end of 2020 and swell further to P11.98 trillion in 2021.  The debt-to-GDP ratio will rise from 39.6 percent in 2019 to 58.1 percent in 2020, considered still within prudent limits (countries like the US and Japan have triple-digit debt-to-GDP ratio of anywhere from 100 to 200 percent).   House Bill No. 8059 is proposing additional funding of P247 billion for the necessary pump-priming role of the Government.  The deficit-to-GDP ratio will still be single-digit at 8.5 percent (as contrasted with the U.S. ratio of 34 percent and that of the OECD average of also 34 percent).  This once-in-a-century crisis provoked by the pandemic is making it necessary for the State to be the major engine of growth in our economy in which it has been the private sector that has played that role traditionally.  It will be only sometime in 2023 when the large firms would have cleaned up their respective balance sheets when we can expect the private sector to once again be the primary engine of growth.
	The worst consequences on the private business sector will still be felt in 2021 when numerous large corporations will be carrying huge debt burdens that they will be having great difficulties to service.  Many of the banks will be under tremendous pressure from their non-performing loans.  The focus of businesses should not be on their profit and loss statements which will inevitably show huge losses.  Already numerous large retailing, travel and tourism, food and beverage, fashion, entertainment, and media enterprises are showing record losses of billions of pesos.  To avoid bankruptcy, businesses should focus on restructuring their balance sheets, selling off or liquidating businesses that have little prospects of recovering even after the pandemic is licked.  There should be a massive shift of resources (both human and financial) away  from the sunset industries like airlines, commercial centers, dine-in restaurants, private educational institutions, fashion and luxury goods towards the sunrise industries  of food and agribusiness, health and wellness, logistics,  the IT-BPO sector, and human resources development.
	Two sectors that are expected to bounce back quickly in 2021 are the BPO-IT sector as business enterprises in the developed countries such as those in North America and the European Union struggle to recover profitability by paring down their labor costs through outsourcing of their business services.  To be equally benefited will be the export of Filipino manpower to these developed countries (including the Northeast Asian countries suffering from demographic crises) as OFWs find greater opportunities to work abroad, resuming the average growth of foreign exchange remittances to the Philippines of some 3 to 5 percent yearly.  In fact, even in the worst year of the pandemic of 2020, the decline of these remittances was limited to less than 2 percent on an annual basis, despite the fact that more than 300,000 OFWs had to return home because they were laid off  from their work, especially in the Middle East. 
	Chances of growing even more rapidly at 10 percent or more, starting 2022 and beyond. will be greater if all sectors cooperate to endow the countryside and the agricultural sector with better farm-market-roads, post-harvest facilities, irrigation facilities, cold storage and other infrastructures needed by the farmers to make their land more productive and to deliver their produce to the market at lower costs.  Agribusiness— from farming to storage to logistics to processing to retailing, etc—should attract heavy investments from both the public and private sectors.  Every effort should be exerted to make agriculture as a whole to grow at least at  3 percent per annum.  The other requirement for faster growth is the amendment of the Constitution to remove the many unreasonable restrictions against Foreign Direct Investments in such areas as public utilities, mining, media and education. We should emulate Vietnam in the way their public authorities have made it easier for foreign direct investors to participate in these sectors in which the Philippines has been ultranationalistic in its policies.  If these amendments cannot be introduced in the remaining years of the Duterte Administration, it is hoped that the next Administration will give them the highest priority.
	The greater growth prospects starting in 2022 will also be made possible by the intensification of the move of economic activities towards regions outside the National Capital Region, which has been lagging in growth even before the pandemic.  There are much higher growth prospects in the Southern Luzon area, especially Batangas that is evolving into another metropolitan region spanning the space from Calamba, Laguna to the Batangas seaport, which already has a larger volume of passenger traffic than the Manila ports.  The other candidate for replacing Metro Manila as a metropolis is Central Luzon, the so-called Pampanga triangle consisting of Angeles, San Fernando, Clark and Subic.  Rapid urbanization and industrialization in this region will be further facilitated by the railroad system that is being constructed by the Japanese from Clark to Bulacan and eventually to Manila.  Similar infrastructural developments are expected in the CALABARZON area with a railway extending from Calamba, Laguna to the Batangas seaport, a private cargo international airport in Batangas (similar to the international airport San Miguel Corporation is  building in Bulacan) and the doubling of the capacity of the Batangas seaport, which is the natural gateway from Luzon to the Visayas and Mindanao.  (To be continued).
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Philippines Will Win Economic Marathon (Part 2)

	The winning of the economic marathon by the Philippines over the next decade or so will be further made possible by major reforms in the educational system.  Parents and the youth must be convinced that their chances of being gainfully employed will increase significantly if they take less interest in diploma-oriented college courses in the traditional universities and colleges that have proliferated in the Philippines—aping the American model.  They should be taking technical courses that will prepare them for employment in the construction industry, health and wellness sector, agribusiness sector, tourism and travel and other labor-intensive industries which do not require college diplomas but practical skills that are better honed in technical institutes modelled after the European educational institutions when Europe was in a stage of development similar to where we are now.  For example, the educational institutions owned and managed by one of the largest investors in education, the PHINMA group, are really more technical in nature, producing people for the security industry ( i.e. courses in criminology), health and wellness, and other technically-oriented rather than purely academic courses.  There should be more schools for sea farers, care givers, automotive repair and maintenance workers, electro-mechanical workers, etc. like those produced by such schools as DUALTECH in Canlubang, the Center for Industrial Technology and Enterprise (CITE) in Cebu, MFI Institute in Ortigas, and in-house training programs put up by firms like the DMCI group, the Makati Development Company, the Monark Equipment Corporation, the Transnational Diversified Group, the Magsaysay Lines, etc.  It is hoped that the major restructuring of Philippine education that will result from the pandemic will de-emphasize the pursuit of a college diploma for its own sake but will lead to greater interest in the cultivation of practical skills needed by an industrializing society.
	`Needless to say, growth rates of even 12 per cent per annum can be attained in the next decades if there is also a significant improvement in governance that will prevent the diversion of billions of pesos of public funds away from productive investments in building physical infrastructures and in alleviating poverty towards the pockets of corrupt government officials conniving with equally corrupt members of the private sector.  It is heartening to see that this improvement in governance is appearing more and more at the level of LGU units such as those in Pasig City,  Manila City, Bataan Province, Baguio City, Cebu City, Davao City, Quirino Province, Batangas, Cagayan de Oro, Iloilo City and Palawan Province, among others.  Under the principle of subsidiarity, which is enshrined in the Philippine Constitution, much can be done at the grassroots level to attain rapid economic growth while reducing poverty incidence if there are competent and honest governors and mayors.  Everything should be done by civil society to support the right leaders at the LGU level. 
     Many more of those below thirty years of age should be convinced that if they have the appropriate leadership qualities, running for public office at the LGU level can be both fulfilling personally and a very effective means of contributing to the common good.  As Pope Francis wrote in his recent encyclical Fratelli Tutti, “In the face of many petty forms of politics focused on immediate interests, I would repeat that true statecraft is manifest when, in difficult times, we uphold high principles and think of the long-term common good.  Political powers do not find it easy to assume this duty in the work of nation-building, much less in forging a common project for the human family, now and in the future.  Thinking of those who will come after us does not serve electoral purposes, yet it is what authentic justice demands. As the Bishops of Portugal have taught, the earth is lent to each generation, to be handed on to the generation that follows.”
	Over the last two decades, we have succeeded in establishing institutions run by qualified and honest professionals competent in managing our monetary and fiscal sectors.  During the height of the pandemic, the Philippines was rated among the best in financial strength and stability, thanks to our having one of the best managed central banking systems in Southeast Asia and our team of competent fiscal managers who have succeeded in maintaining  low levels of debt and fiscal deficit.  We have accumulated a large pool of well-trained bankers and fiscal managers who can always take over from the present ones, irrespective of changes in political leadership.   We have also been fortunate that the present leadership in the Department of Agriculture is in the right hands.  We are seeing the laying of strong foundations for long-term reforms and development in this most vital sector of the economy.  With abundant and continuing feedback from civil society and the business sector, the other departments of the Executive branch are also busy introducing reforms that will improve governance over the long run.  
	We have to spread far and wide the message of Pope Francis in Fratelli Tutti:  “Recognizing that all people are our brothers and sisters, and seeking forms of social friendship that include everyone, is not merely utopian.  It demands a decisive commitment to devising effective means to this end.  Any effort on these lines becomes a noble exercise of charity.  For whereas individuals can help others in need, when they join together in initiating social processes of fraternity and justice for all, they enter the field of charity at its most vast, namely political charity.  This entails working for a social and political order whose soul is social charity.  Once more, I appeal for a renewed appreciation of politics as a lofty vocation and one of the highest forms of charity, in as much as it seeks the common good.”  We cannot over-emphasize the truth that the common good, as it is defined in the Philippine Constitution of 1987, is not “the greatest good for the greatest number” but is a “social or juridical order which enables every member of society to attain his or her fullest and integral human development.”  For comments, my email address is bernardo.villegas@uap.asia.


