
Philippines: Key economic reforms face delays  

Event: During his third State of the Nation Address (SONA) late last month, President Rodrigo
called again for faster liberalisation of the economy.

Significance: Duterte ties his economic populism to economic liberalisation, as liberalising the
rice market and telecoms sector should reduce prices and help low-income groups. Although the
Philippines faces a growing threat of WTO action from Australia, Thailand and Vietnam against
its rice quota system, the bills needs to move the country from a quota system to a tariff-based
one are only making slow progress through the House of Representatives and Senate.

Analysis: Duterte's third SONA on July 23 was shorter and more controlled than his address last
year. It focused on those parts of his economic reform agenda that are facing delays. These
include the outlawing of short-term labour contracts, referred to colloquially as 'endo', and the
second Tax Reform for Acceleration and Inclusion law, which focuses on lowering corporate
income tax and reducing tax incentives.

Duterte's determination to lower rice prices and mobile phone and internet fees comes amid
rising inflation, which is putting upward pressure on interest rates. In July, year-on-year inflation
reached 5.7%, having increased every month this year. For low-income households, second-
quarter inflation rose to 6.5%, the highest since the third quarter of 2014.

In May, the central bank increased interest rates by 25 basis points to 3.25%, the first rise since
September 2014. In June, rates rose to 3.50% and another rise is imminent.

Inflation appears to be contributing to a decline in the presidential approval ratings. In this year's
second-quarter survey by opinion pollsters Social Weather Stations, Duterte's net satisfaction
rate of 45% was the lowest recorded for his term, falling sharply from the 56% recorded in the
first-quarter poll. There was an especially sharp fall in Metro Manila.

The slow pace of reforming the rice market was the main target of Duterte's criticism in his
SONA. Rice is a crucial form of nutrition for Philippine people, and the president warned those
responsible for creating what he described as an artificial rice shortage would face state action.
In the second week of July 2018, compared to one year previously, the average retail price of
regular milled rice increased by almost 9%.

The National Food Authority (NFA) is the only agency permitted to import rice to address
shortages. A feud within the NFA over how to manage import quotas, as well as delays in the
import of rice from Vietnam and Thailand to boost local supply, has kept the retail price high.

Duterte wants a shift from this quota system to a more competitive tariff-based one. He claims
this would lower the rice price by 7 pesos (0.13 dollars) per kilogram. In June 2017, the WTO
waiver permitting the continuation of the rice quota system expired. The Duterte administration
then indicated the imminent passage of legislation introducing tariffs.

The bills before the House of Representatives and Senate would enable private firms to import
rice freely. The House approved its version on a second reading on August 8, but a third reading
is not yet scheduled. The Senate had indicated that it would pass its bill by March 2018, listing it
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as priority legislation, but it remains at the committee stage.

The Senate version calls for an initial tariff of 35% and a 10-billion-peso subsidy to help local
farmers adjust to foreign competition. However, in recent weeks Cynthia Villar, chair of the
Senate committee on agriculture and food, has cast doubt on the ability of Philippne rice farmers
to compete with their Thai and Vietnamese counterparts even with a 35% tariff.

In his SONA, Duterte also argued that a 'well-entrenched duopoly' enjoyed by Globe Telecom
and Smart Communications was constraining the telecoms market. Duterte suggested that they
were deliberately keeping services poor and prices high, and called for the lowering of
interconnection fees and the introduction of a third major telecoms player to foster competition.

The Philippines, with a population of 106 million people, has a rapidly growing telecoms market,
making it an attractive proposition for foreign firms looking to expand. In 2016, some 44% had
internet access as against 25% in 2010. In 2017, there were some 71 million mobile phone users
as against 63 million in 2014.

This growth has occurred despite the Philippines having very slow internet speeds. In a 2017
report by the OpenSignal firm comparing internet speeds, Philippines was ranked the 74th-
fastest among 77 countries surveyed. The government admits that interconnection costs in the
Philippines are among the highest in Asia.

In 2015, Qatar's Qtel West Bay Holding (part of the Ooredoo group) pulled out of an agreement
with the Philippines' San Miguel Corporation to take on the Globe-Smart duopoly. In 2016,
Australia's Telstra did likewise in the face of steep interconnection rates the existing companies
could charge for connecting to their networks. In 2017, Duterte indicated the imminent market
entry of a third telecoms firm, from China. However, the Department of Information and
Communications Technology (DICT) and the Department of Finance (DOF) disagreed over the
terms of reference for the entry.

However, two government decisions just before the president’s SONA have removed significant
roadblocks.

After months of arguing, the DOF stopped insisting on the need to auction the entry rights for a
third telecoms player and agreed to the DICT's (and Duterte's) preference for the 'highest
committed level of service' formula used when Globe and Smart entered the market. The
National Telecommunications Commission has also issued new rules that significantly lowered
interconnection rates for text messages and phone calls between mobile phones from different
networks.

In July, Ernesto Pernia, director general of the National Economic and Development Authority,
suggested that 100% foreign-owned telecoms firms would soon operate in the Philippines.
However, this would require a change in the Public Service Act, as this currently requires
telecoms firms operating in the country to be at least 60% Philippine-owned. But there is little
chance of the required legislative changes occurring in the medium term.

Looking ahead: The two houses of Congress are unlikely to pass legislation on liberalising the
rice market before year-end; even if they did, the respective bills would need to be reconciled
and ratified before being signed into law. The granting of the license for the third telecoms player
is also unlikely before year-end.
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