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PHILIPPINES RISK RATING UPDATE 

February 29, 2008 

I. Socio-Political Risk Dynamics 

A. Direction of change in terms of socio-political risks: 

Risks are moving 

higher as a result of 

continuing corruption 

controversies and the 

negative impact that rising 

rice and other food prices 

are likely to have on social 

stability.  We have not 

raised our grade assessing 

corruption.  It is already 

very high.  But it remains a 

target that President 

Arroyo’s critics use to attack 

her administration and to 

press for her early ouster 

from office.   

Mrs. Arroyo should 

be able to see the storm 

through to the rest of her 

term, which is due to end in 2010, but the attacks are having a negative impact on the economy and 

investor confidence.  As noted in Section IIB, allegations of corruption involving deals with Mainland 

China have forced Mrs. Arroyo to cancel these big projects.  This will make it that much more difficult 

to make headway in reducing serious and growing infrastructure deficiencies, although it could be 

argued that the way senior politicians and their family and friends tried to award the China projects 

showed they did not mind saddling the country with inferior infrastructure at an inflated price for the 

sake of their personal profit.  It could also aggravate the government’s fiscal problems, which would, 

in turn, further hurt investor confidence and push up foreign borrowing costs. 

Although corruption is a major problem in a number of Asian countries, it is more politicized 

in the Philippines than in most.  The intensity with which people debate the topic is not constant.  It 

goes in cycles.  Exactly one year ago it was a particularly hot topic because it formed the backdrop 

to local and congressional election campaigns.  Once those elections were over it stopped being a 

lightning rod for public debate.  However, the past month has seen yet another surge in interest in 

the topic.  It could not be coming at a worse time for the country since it threatens to divert attention 

away from the economic progress that has been made in the past year, preventing the country from 

really regaining the confidence of foreign investors and possibly leaving it even more vulnerable to 
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the negative fallout from the US subprime crisis and rising global food prices than would have been 

the case if the government could focus better on managing the economy through this difficult period.  

Instead, the leadership is likely to be preoccupied with managing the fallout from corruption 

scandals. 

The rise in food prices potentially poses an even bigger challenge for the government than 

corruption scandals.  It has plenty of experience fending off allegations of graft, but the need to 

respond to a growing number of people who are having difficulty putting food on the table could be 

especially challenging.  Cost pressures are likely to drive even more Filipinos to leave the country in 

search of better paying jobs abroad, while at home there will be pressure to offer relief to the poorest 

Filipinos – relief that government really cannot afford in economic terms but which it might feel it has 

no choice but to provide due to political pressures.  In this sense, the Philippine government is in the 

same boat as a number of other Asian governments, like Indonesia and Malaysia, and it is possible 

that food-price inspired demonstrations in one country might spark similar protests in other countries.  

These types of external risks are new and prompted us to raise our assessment of the potential for 

developments in other countries having negative implications for the Philippines. 

What makes the Philippines unique is that there are already growing demonstrations in 

response to the corruption scandals, while the government has been organizing counter-

demonstrations of support in an attempt to show that it still enjoys the backing of the military and 

police.  There is therefore the potential for protests with two very different roots to come together in a 

way that makes the social situation look particularly unstable.  This is why we have raised our 

assessment of social disorder risks. 
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B. Grades and weights of key socio-political risk variables: 

  
Feb. 2007 Jan. 2008 Feb. 2008 

Wgt Grade Wgt Grade Wgt Grade 

1 Domestic political risks 30 6.28 25 5.98 25 6.01 

1.a Change of government and key leaders 15 6.00 15 4.50 15 4.75 

1.b Inability of the government to implement its policies 20 6.25 20 6.25 20 6.25 

1.c Adverse policy changes 25 5.90 25 6.00 25 6.00 

1.d Disruptive political transition 20 6.50 20 6.00 20 6.00 

1.e Quality of political leadership 20 6.75 20 6.75 20 6.75 

1.f Other 0 
 

0 
 

0 
 

2 Social disorder risks  25 6.99 20 5.88 20 6.00 

2.a Labor activism 25 6.25 25 5.50 25 5.50 

2.b Social activism/unrest 50 8.35 50 6.50 50 6.75 

2.c Regionalism 25 5.00 25 5.00 25 5.00 

2.d Other 0 
 

0 
 

0 
 

3 External risks 15 4.39 15 3.84 15 4.01 

3.a Risk of a change of leadership / government 15 3.00 15 3.00 15 3.00 

3.b Risk of unfavorable external policy changes 35 5.00 35 4.50 35 5.00 

3.c Risk of external social unrest 25 5.50 25 4.50 25 4.50 

3.d Military risks 25 3.25 25 2.75 25 2.75 

3.e Other 0 
 

0 
 

0 
 

4 Systemic risks 30 7.77 40 7.70 40 7.70 

4.a Corruption 40 8.35 50 8.35 50 8.35 

4.b Nationalism and other cultural risks 20 6.65 20 6.75 20 6.75 

4.c Institutional weakness 40 7.75 30 7.25 30 7.25 

4.d Other 0 
 

0 
 

0 
 

  RISK INDEX 100 6.62 100 6.32 100 6.39 

Grades are scaled from zero to 10, with zero being the best grade possible and 10 the worst. 

II. Economic Dynamics 

A. Macroeconomic data and forecasts 

(all units are in U.S. dollar billion unless otherwise specified) 

  2002 2003 2004 2005 2006 2007 2008 

GDP (current US$ prices) 76.81 77.73 86.81 102.56 123.01 158.00 173.80 

GDP (real growth rates) 4.60 4.90 6.20 4.97 5.45 7.30 5.50 

Population (million) 80.2 81.9 83.6 85.3 87.0 88.70 90.40 

Inflation (% change) 3.10 3.10 7.90 7.60 6.20 2.80 6.00 

Exports 35.21 36.23 39.68 41.26 47.86 50.27 51.78 

Imports (c.i.f.) 39.24 40.47 44.04 47.42 52.16 55.32 58.08 

Current Account Balance -0.28 0.29 1.63 1.98 5.02 6.00 5.50 

Foreign Exchange Reserves 13.10 16.20 16.50 16.00 22.97 28.00 35.00 

Total Outstanding Foreign Debt 53.65 57.40 54.85 54.19 53.40 54.50 57.00 

Exchange Rate vs. US$ (end year) 53.50 55.53 56.12 53.02 49.04 41.25 40.00 
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B. Comments on economic trends and developments 

 Food prices soared in January largely as a result of higher rice prices, one of the main staples of 

the average Philippine diet.  Because of the higher price of food, the increase in overall 

consumer prices accelerated to 4.9% in January-over-January from 3.9% in December-over-

December.  January’s jump in prices obviously shocked the government and prompted President 

Arroyo to ask the Vietnam government to pledge an undisclosed supply of rice to the Philippines. 

 A variety of factors are combining to aggravate the government’s fiscal problems.  Global 

liquidity has been hurt by fallout from the US subprime crisis and emerging market borrowers like 

the Philippines are being forced to pay more.  This was clearly reflected in the deterioration in 

the terms Indonesia could borrow at recently, and it will probably be reflected in the Philippines’ 

next major borrowing as well.  The government had planned to borrow US$1.6 billion in official 

development assistance and US$500 million in sovereign bonds this year to meet its US$2.1-

billion external financing requirement.  Further complicating matters is the fallout from the 

corruption scandal involving major contracts with China.  This has put President Arroyo so much 

on the defensive that she has ordered a halt to fresh borrowing from China and other lenders for 

big infrastructure projects.  The government is arguing that tax revenues have increased so 

much that it can afford to pay for the projects on its own.  However, this is incorrect.  Either the 

government’s budget deficit is going to start deteriorating again or the country will suffer from 

further infrastructure deficiencies.  Quite possibly it will be hit by both problems simultaneously.  

 Although the overall economy had a really good year in 2007, the foreign trade sector was the 

one glaring weakness.  Total exports rose only 6% to US$50.27 billion, while imports increased 

6.8% to US$55.32 billion.  The resulting deficit of US$5.05 billion was 15.7% larger than the 

shortfall registered for 2006. 

 According to the latest Central Bank statistics, overseas workers remitted US$14.45 billion to the 

country last year, 13% more than in 2006.  Funds remitted by expatriates accounted for 10% of 

the country’s 2007 nominal GDP – and that probably understates their actual impact.  These 

remittances also take the form of investment in new property.  They finance start-up companies 

by family members, and they are a target by local companies and foreign investors like banks 

and telecommunications companies that earn profits by servicing the overseas Filipino 

community. 


