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1. Micro, small and medium-sized enterprises (MSMEs) represent a key pillar of the Government of Philippine’s (GoP) competitiveness and inclusive growth strategy. In pursuit of its ambition to become a prosperous middle-income and knowledge-based economy, the MSME Development (MSMED) Plan 2017-2022 (GOP, 2017) lays out a vision for developing more globally competitive MSMEs that are regionally integrated, productive and innovative. Promotion of entrepreneurship and enterprise development is identified as an important channel for MSMEs’ productivity and innovation. In line with its objectives, the Government has put in place policies and MSME program initiatives to strengthen productivity and entrepreneurship. With renewed support for MSMEs, it is an opportune time to learn lessons from the implementation and performance of existing policies and programs. This report responds to this objective by undertaking a review analysis of the existing MSME and entrepreneurship policy framework and the associated policy instruments programs to help inform a more effective and results-focused approach.

2. As the bedrock of the private sector and innovation in the Philippines, MSMEs are important contributor to economic development outcomes albeit the potential for significant improvement remains.  Comprising over 99 percent of all enterprises in the country, the MSME sector represents the private sector, and generates nearly two-thirds of the country’s total employment. The quality of jobs, nonetheless, remain a challenge as the bulk of the jobs are generated in the informal sector which tends to offer low paying[footnoteRef:2] and poor-quality jobs.[footnoteRef:3] Most MSMEs are small, not engaged in exports and have limited access to foreign capital – all which impact innovation and productivity performance. Despite promising entrepreneurial outlook - indicated by high rate of entry into entrepreneurial activity - the rate of failure rate is the highest in the ASEAN leading to very low established business rate.[footnoteRef:4] There is thus an opportunity for a more competitive and dynamic private sector that can create better quality employment.  [2: The 2016 Occupational Wages Survey estimated that less than one quarter of wage workers earn middle-class wages (over 17,000 Philippine pesos or $325 per month), with some variation across sectors.]  [3:  This is reflected in the high underemployment in the Philippines - which remains at 18.3 percent - and has been stagnant at this relatively high level for over a decade despite the recent accelerated economic growth. ]  [4:  See Philippines GEM Report, 2015-16. Established businesses refer enterprises that have existed for more than 3.5 years, and effectively moved to a more mature stage of firm life cycle.] 


3. Enhancing performance of MSMEs in the Philippines is fundamentally about improving productivity. MSMEs are constrained to generate well-paying jobs due to low productivity growth. Increases in labor productivity typically lead to real wage increases and contributes to poverty reduction. The productivity of MSMEs in Philippine lags significantly behind large firms and neighboring countries. Understanding firm level constraints to improving productivity is a pre-requisite to designing and implementing appropriate policy interventions. These constraints can be a combination of market failures and institutional failures that the private sector face as well as ineffective public policies. 

4. Philippine, over the years, has put in place MSME policies to support productivity and entrepreneurship. Similar to many countries, the GoP has established a plethora of policies and initiatives - across multiple agencies to support MSMEs.  Significant public resources are invested to design and deliver policy interventions across firm life cycle, as the early stage entrepreneurs may face very different needs than firms at a later stage of maturity. This in turn affects the specific policy instruments to support enterprises. 

5. A key and recurring concern for policymakers is to ensure that the MSME policy initiatives are responding to the changing MSMEs’ needs as well as remain aligned to GoP’s strategic priorities. The report, in addressing this concern, focused on the following set of questions. Is the overall MSME policy framework anchored in government priorities, as articulated in the overall development strategies? What are the demand side constraints and market failures that contribute to low productivity in MSMEs as well as constrain firm entry in the Philippines? Are there any weaknesses or gaps in the ecosystem for entrepreneurship? Are the current set of policy instruments aligned to the needs of MSMEs? Are there any challenges in the design and implementation of policies?

6. In undertaking the analysis, the report adopts an integrated demand and supply approach. On the demand side, the analytical framework first examines the drivers behind firm productivity to shed light on the factors that constrain MSMEs and new entrants in the Philippines. To assess the supply of policies and how they align with the needs of the MSMEs, the report deploys the Policy effectiveness review (PER) methodology developed by the World Bank. After presenting the overarching policy framework for MSMEs and entrepreneurship and the priorities set by the GoP, the PER focuses on the MSME programs currently in place under the preview of the Department of Trade and Industry (DTI), and the Department of Science and Technology (DOST).  The first component of the PER undertakes a policy mix analysis to assess if the current policy framework for entrepreneurship and MSMEs is in line with government priorities as well as the needs of the MSMEs. The focus is on the alignment between programs and outcomes. Thereafter, the functional review undertakes a detailed analysis of the design and implementation of selected programs under DTI and DOST. Based on the above analysis, key findings are presented along with a menu of policy options for strengthening the effectiveness of MSMEs and entrepreneurship policies. 

SUMMARY FINDINGS

Demand analysis
14. The demand side analysis focuses on two channels of productivity growth i.e. upgrading of existing MSMEs and entry of new firms. In doing so, it analyzes the external environment and internal firm level constraints that MSMEs face. The external factors that are outside the control of individual firms pertain to government policies that affect the operating environment of the firms (i.e. resolving market failures, removing distortions, and opening to trade) as well as other market conditions that affect complementary factors (i.e. access to finance, skills and infrastructure etc.). Internal firm level factors relate to entrepreneurial and managerial capabilities and technology adoption/innovation which are considered central for raising productivity.
15. There are multiple constraints that hinder productivity of MSMEs and entrepreneurship in the Philippines. Building on recent work on productivity in the Philippines we find that the external constraints that influence productivity and entrepreneurship include high costs of doing business as well as establishing a new business; regulatory barriers that dampen market conditions; high trade costs which reduces opportunities for MSMEs to access larger markets environment, along with  other regulatory distortions in labor regulations and taxation. There are also missing or weak complementarities in the area of finance and skills. Lastly, internal firm factors –that include weak internal capabilities, dearth of right mix of human capital and skills discourage innovation and technology adoption prospects for growth of productivity. 

16. Remedial measures call for a combination of policy reforms and strengthening of programs for private sector to improve the operating environment of the firms (i.e. by resolving market failures, removing distortions) and within-firm performance (i.e. by building skills and managerial capabilities, technology adoption), as well as entry of new firms. 

17. Improving competition to allow MSMEs to enter the market will be key to improving quality of jobs. New MSMEs are critical in creating new jobs as most net job creation comes from new firms. However, firm birth rates are low in the Philippines as entrepreneurs are discouraged by complex regulations, including those that protect incumbents. In this context, the implementation of the recently enacted Ease of Doing Business Act could improve competition by streamlining and automating all government permit processes and extending their validity beyond one year. This would reduce the cost of doing business, such as non-tariff measures, which will make it cheaper to trade. Increasing competition will also require the Philippine Competition Commission to complete enforcement rulings on companies engaged in anti-competitive behavior to increase market competition. Also, investing in human capital will encourage productivity.

18. Human capital is the major constraint faced in the digital economy, forcing many digital entrepreneurs to import talent. The government needs to improve curriculum, forge ties with industry to improve the relevance, quality, and attractiveness of STEM and TVET, and carefully monitor progress in its bold reform plans. The government can improve access to finance, especially at the growth stage, by making the country regulatory environment friendlier to investment and encouraging venture capital firms to reside and specialize in the country. The government can solve problems particular to digital entrepreneurship by providing incentives for digital payments and promoting transparency and open data through a right to information law. Some of these issues should be addressed immediately; others may take many years to get right. Ultimately, more space needs to be made for the private sector to thrive if digital entrepreneurship is going to meet its promise of driving Philippine’s growth to high-income status. 

Supply side analysis 

19. The success of government in addressing productivity constraints depend on how policies and program level interventions are designed and implemented. The PER analysis suggests that there is room for improvement in the policy mix to strengthen their coherence with the objective of MSME productivity growth.  The MSME support programs are the vehicle to deliver on the aspirations articulated in the latest MSME Development Plan. The analysis provides some recommendations to improve the quality of the innovation and SME policy mix and improve its efficiency and effectiveness. 

20. MSMED Plan 2017-2022 lays out 4 clear priorities for the MSMEs entry and formalization; export and innovation, firm upgrading and technology adoption. The analysis confirmed the presence of programs that respond to the key priorities stated in the most current MSME Development Plan. However, the relative allocation of funding to specific goals, target beneficiaries and instruments do not fully match the key challenges with full equivalence. We found that while the MSME Development Plan placed increased importance of market access and innovation financing, resources allocated in achieving these goals seem insufficient. Furthermore, the targeting of collaborative groups of firms and other organizations was practically non-existent, representing less than 1 percent of the value share of the portfolio. All these outcomes were relatively underrepresented in the policy portfolio.
21. [bookmark: _Hlk12421028]The overall level of expenditure seems insufficient to meet the ambitious strategic goals and impact, but before increasing expenditure, GoP must change the focus towards addressing productivity and market failures, rather than on the size of beneficiaries.  It is important to recognize that the enterprise development track (EDT), under the MSMED Plan 2017-2022, present useful frameworks to organize the myriad of DTI interventions supporting SMEs along their business cycle. While in theory the EDT promises to serve as a useful device to monitor the evolution of SMEs under support and along its sequential development stages, it is more likely to serve as a construct to balance the targeting efforts of beneficiaries from several programs and differentiate the supporting interventions. For example, the specification of the characteristics of beneficiaries at the different levels has contributed to the definition of clear eligibility criteria for participants. A simple plot of programs along the different stages suggest that the DTI policy portfolio for 2017 contain interventions that are relatively balanced along the EDT spectrum. Another conceptual construct that has assisted Filipino policy practitioners to balance interventions is the DTI’s 7Ms Way of Uplifting MSMEs. The framework provides a useful list of mutually exclusive elements that are likely to enable MSME development growth.

22. But focusing on some of these stages of firm growth, and more specifically on the size of firms, is too A narrow focus, and requires a renewed effort to focus on addressing market failures along clear objectives – e.g. entry and formalization; export and innovation, firm upgrading and technology adoption. This approach proved to be relatively underrepresented in the portfolio but feature prominently in the strategy and in our conclusions of technical demands for innovation policy support. GoP should reduce incoherencies in resource allocation e.g. business innovation, export promotion, and fully expand the use of early-stage instruments, programs that promote access to finance for innovation and collaborative instruments.  

23. Furthermore, GoP should investigate expanding policy instruments that can further increase the innovation rates among SMEs. The use of business advisory and technology extension are consistent with the need to address the lack of capabilities in SMEs to conduct innovation, which is one of the key priorities in the current MSME Development Plan. However, to promote knowledge spillovers, and addressing coordination failures between knowledge providers and firms, GoP could explore the use of vouchers for innovation and collaborative grants, which could complement the current focus on SME financing to address specific risk issues related to investing in innovation.

24. The policy mix provides a limited set of programs that address improved market access despite the importance placed on this goal in the MSME Development Plan. Considering the international trade partnerships such as the ASEAN Common Market and the APEC partnership, the plan also makes references to SME specific ASEAN and APEC related strategies . Notably, the Kapatid: Angat Lahat program, which has been profiled in this mapping, stands as one of Philippine’s most prominent initiatives to link SMEs with larger firms as suppliers, enabling market-oriented quality upgrading and innovation. The Go Lokal, OTOP and Sikat Pinoy programs featured in our mapping are meant to assist SMEs in the development of high-quality products and marketing services to promote their products. However, we found that the funding to promote market access for firms was low, representing between 5 and 7% of expenditures in 2017. The WBG enterprise survey indicated that firms remain in relative isolation from foreign markets, and the percent of Filipino firms exporting directly (at least 10% of sales) stood at just 7.1%, a rate much lower than that of its regional and structural peers (see annex). Furthermore, whereas 24% of large firms exported in 2015, only 9% of 4% of medium and small firms did in the same year.

25. SMEs seeking to innovate may require other forms of financing which is not meaningfully addressed by the current policies.  Given information asymmetries between innovators and financiers, lack of SME capacity to conduct innovation activity, and inability of lenders to bear risk of uncertain outcomes from innovative activities, other forms of finance may be a better match for SMEs who seek to innovate. Matching grants for innovation have been extensively used for inducing innovation investments among SMEs (Cirera, X.; J. Frias; J. Hill and Y. Li; forthcoming) when capabilities are low and they come with technical assistance or when potential externalities are high. Credit guarantees can help addressing risk issues in financial markets. Also, instruments such as venture capital availability and local equity financing were found to be weaker in the Philippines’ ecosystem relative to its regional peers, particularly Malaysia and China IN 2017 (WEF, WDI and GCI, 2018). As of 2017, a few tech startups have attracted modest regional investment from deals such as those involving PawnHero, and coins.ph (CB Insights, 2017).

26. There is a large bias in innovation towards S&T, suggesting that a rebalancing of the policy mix is needed towards business innovation. Funds for scholarships and targeted to universities consume a significant portion of the resources in the policy mix.  The features of MSME Development Plan places priority on increasing business capacity of SMEs, particularly through its Enhanced Management and Labor Capacities and its Improved Access to Technology and Innovation components. However, most of the resources remain skewed towards scholarships, channeled through universities to benefit individuals. There is also a tendency (see next chapter) to frame technology transfer in terms of facilitating transfer from won PROs and not necessarily from cheaper and more efficient technology in the market.  

27. While a significant portion of beneficiaries were young firms, the amount of funding allocated to entrepreneurship seems limited. This mixed result should be further scrutinized considering the importance placed on new business formation in the MSME Development Plan. According to GEDI, Philippines’ start-up skills are stronger than its peers, and GEM in 2015 rated Filipino entrepreneurial traits as above average for world standards. However, new business formation has been stagnant over time, and is way lower than the rate in Malaysia (top performer), according to the GEM - Global Entrepreneurship Monitor. The WDI of the World Bank, revealed that in 2018, the Filipino ecosystem suffered low rate of firm births (WDI, 2018). Furthermore, the reduced number of new business density during the period extending from 2006 to 2016 was the lowest among comparative economies, such as Vietnam and Indonesia (World Bank Doing Business Entrepreneurship Database). Our analysis of the policy mix to support SMEs identified and profiled several programs that support startups, including Go Negosyo (i.e. its start-up fund), TBI, TECHNICOM and SET-UP. TBI for example, works for establishing supporting infrastructure in HigheEd institutes and State Colleges that can assists entrepreneurs to get off the ground. However, our analysis also revealed that by value of objectives, about 4.9% of the value of the portfolio was devoted to entrepreneurship in 2017. Increasing the quantity and quality of entrepreneurs would require investing more aggressively in programs that support entrepreneurship culture and also ventures in the early stages of their life-cycle.

28. At the ecosystem level, Philippines revealed a weak performance in university-industry R&D collaboration, also part of the ST bias in STI. According to the world economic forum, the level of University-Industry Collaboration ranked low, which could be limiting the speed at which technologies diffuse in the local economy. Consequently, Philippine firms showed less propensity to adopt existing technologies than firms in peer countries, as in 2015, only 11.2% percent of firms used technology licensed from foreign companies, much lower than comparable peers (Enterprise Survey, World Bank`). Our analysis included TBI which by its own nature, supports startups in academic institutions. Moreover, we profiled TECHNICOM, a program that accelerate the commercialization of locally developed innovations. These are great examples of prominent programs working in this space. However, they are often based on the premise that the technology to be transferred is the one developed by their own PROs, and not the most cost efficient in the market. Also, and while technology transfer and extension were represented in the portfolio, the relative share of the portfolio devoted to targeted collaboration, in the form of supporting consortia of firms and academia, stood at less than 1% of the total value. Moreover, the value for the use of collaborative grants between firms and academia seemed insignificant.  

29. The policy mix needs to include policies that make a greater use of market-creating instruments, e.g. credit guarantees for innovation or supplier development programs – to maximize additionality. If the case for government is justified to redress a failure, e.g. in promoting firm upgrading, employing market-oriented incentives is likely to lead to resource efficiency. If user fees can cover the variable costs of training or extension policies, and these are feasible, then these should apply. Interventions that use loan and grant schemes should take into consideration existing financing schemes available to firms and avoid crowding out the private sector by introducing unfair competition to potential lenders. The proposed intervention should include deliberate strategies to catalyze underdeveloped markets, adding dynamism to the local economy and steering fair competition, when possible.  

30. There is a need for improving knowledge management and information sharing across departments to improving policy making. The GoP should improve access to program data, particularly financial data related to allocation of financial resources. The experience of collecting the relevant information for this study proved to be challenging, particularly for financial data related to budget allocation and disbursements. The reasons given to us were that data could not be produced either because the information was not available under the proper classification and not disaggregated at the required level, or because some of the officers who were meant to provide the information under our agreement with DoST and DTI proved to be relatively disengaged. Our experience conducting this analysis in other countries suggests that this level of difficulty is exceptional, and that it represents a gap that should be bridged. Having readily available information of policy programs is an important way to help GoP make informed policy decisions.  

31. The functional review finds that there is significant room for improving the quality of design, implementation of governance processes to make public support to MSMEs more impactful. Design practices present the widest room for improvement and most of the problems are systemic and, hence, require a government-wide solution. In addition to better beneficiary selection (first point of the policy mix), there are three additional areas that deserve further attention going forward to improve the quality of MSME policymaking in the Philippines: (a) focus on achieving additionality rather than just meeting beneficiary targets, (b) tap the sub-national implementation expertise when designing new programs, and (c) increase coordination between agencies.

32. Addressing some of these issues is critical to enhance the returns to public support and achieve incremental growth and employment. A first step to adapt these practices is to learn from best performing programs. This can be done easily with internal workshops. The second step is to implement and invest in systemic processes, such as templates, procedures and information systems. This requires some investment from the agencies, and it should be done jointly to avoid further fragmentation of processes within government.  

33. There are lessons from other governments which have worked with the World Bank to improve the effectiveness of their MSME programs. While the first two part of the PER were used in the Philippines, there are opportunities to carry out impact evaluations and assessing the efficiency of government expenditures (see Annex 3). Below are some examples of specific actions that similar countries have taken in order to improve the quality of policy making.
a. Design
· Create a common template that all SME supporting agencies use to introduce new programs (i.e. instruments), that enable originators to make a strong case for budget allocation, with a clear justification for the program that includes a diagnostic, a clear identification of market failure and consideration of alternative options to address the problem.
· Improve targeting and selection of program participants (e.g. Mexico, Sri Lanka), developing selection criteria that help managers to identify entrepreneurs that are likely to grow their business. One solution is to have assessments of business plans that are shared across agencies and that can provide critical information during the application process to screen out those participants without good ideas, which can be referred to programs that support basic entrepreneurship skills.



b. Implementation 
· Integrate an evaluation office in the agencies to support the implementation of good practices in M&E (e.g. Mexico) - creation of a logical framework, use of harmonized indicators for M&E, collecting data, considering alternative instruments, and training.
· Introduce mid-term reviews with panels of participants (e.g. Colombia) from different agencies and establish formal processes of learning from implementation. These tasks should be supported by the evaluation office.
· Strengthen information systems and build data management infrastructure:
· Develop a selection manual, that describes who should evaluate proposals, who should be part of the panel, how to evaluate proposals and define the appealing mechanisms
· Develop mandatory program manuals
· Design an integrated IT system for project application, monitoring and follow up; ideally for all agencies using same system. This will allow real time monitoring and integrating of processes, as well as making sure information of applicants is shared.

Following is the synopsis of the proposed recommendations in tabular form.



SUMMARY OF RECOMMENDATIONS
	Area
	Proposed action

	Rebalancing the focus of the policy mix
	· Increase support on to innovation programs, particularly in areas of firm-level innovation, most importantly non-R&D innovation internationalization of firms, and marketing, and entrepreneurship.  
· Consideration should be given to increase support to existing programs, like in the case of RIPPLES for promoting exports, as opposed to creating new programs in these areas. This would prevent proliferation of excessive programs, and the potential fragmentation of support to address a specific market failure. Integrated SME development strategies are rare, while fragmented and overlapping programs are common. Therefore, GoP should identify and address burdens on SMEs preemptively before new regulations are issued.
· However, before deciding to increase financial support to any existing program, the GoP should verify that there is a demonstrated understanding of the market failure that justify the intervention that support firms, and that the government agency tasked to deliver the program has the competency to redress them successfully (Maloney and Nayyar, 2018).

	Eliminating potential redundancy in the policy mix
	· Policymakers need to further investigate the possible rationalization or programs that present a priori similar scope in terms of target group, objectives and mechanism for support. Our analysis has identified 3 tentative cases. These need to be looked carefully, as our analysis may have overseen nuanced features of these programs outside of the screening criteria that we used based on overlap of scope of target beneficiary, objective and instruments, for example, regional presence and outreach in the local community. 
· If these candidates do not prove the case for rationalization, managers of each program should at least consider introducing systematic collaboration mechanisms among these programs, to learn from knowledge obtained from implementation, and prevent duplicity of beneficiaries (participants that apply and benefit from more than one program simultaneously)
· Consider elimination of 9 programs from DoST and DTI that suggested insufficient scale (at the threshold of PHP 4 million in 2017), given the potential burden these impose of administration personnel and supervision.  However, final determination should be done considering the demands that the administration imposes on the program supervision – i.e. as some small programs are less resource intensive by their nature.

	Recalibrating the strategic approach of specific program features
	· Rethink the approach to SME interventions away from size to focus on addressing market failures, increasing productivity and stimulating growth of firms. Policies targeting market failures, rather than those focused on size, have a positive impact on firm productivity and growth.
· Prioritize the use of program features that catalyze markets, (market enhancing) and leverage financial resources from beneficiaries (i.e. crowd in the private sector), over interventionist features that may create dependence of beneficiaries, and carry additional burden for administration and supervision. When applicable, the use of these programs can be less distortive and result in efficiency. Use of indirect instruments and demand enhancing mechanisms, such as vouchers for innovation supplier linkagesand credit guarantees for innovation are good examples.
· Introduce instruments that promote collaboration, particularly of these bring potential for long term behavior additionality. Collaboration support, including grants, address a coordination failure that leads to a lack of collaboration and thus less innovation



	PER - List of actions for improving design

	Program Started
	Avoid ad hoc decisions to bring new programs. All new programs should be agreed with other agencies as part of an existing program and an alignment with other instruments. 
Design transfer workshops with regions need to be implemented for all new programs

	Program Justification 
	Develop a harmonized template to justify new programs based on a quantitative analysis of the problem and the identification of an existing market failure that justify the program. This should be the basis for discussing the merits of new programs. Bring when possible international experience

	Portfolio Relationship
	Demonstrate in the template not only the merit and the lack of duplication with other programs, but also the alignment and complementarities. That should be written and discussed with other government agencies.

	Program Objectives 
	Set in the template clear and measurable objectives. Develop realistic targets to be used in M&E and develop them with the regions. Each region with realistic target of same indicators.

	Logical Framework
	Made it compulsory to have a logical framework. Train staff of developing logical frameworks

	Inputs
	Develop costings of all inputs

	Activities
	Activities should be clear and complete, with costings per $ and per beneficiary 

	Products
	Already measured and reported, make sure this continues to be implemented

	Main beneficiaries
	Force programs to develop a more nuanced view of who are the potential beneficiaries and whether the targeting is bringing the beneficiaries expected. 

	Audiences
	Go beyond your beneficiaries when designing instruments. Consultations with private sector and academia need to be mandatory for the design of new programs

	Alternative Instrument
	Alternative instrument considerations should be integral part of the justification. Both DTI and DOST should consider creating a learning and evaluation unit that can support this and other elements of monitoring and evaluation.

	Expected Outputs and Impact
	Ensure that these are clearly identified during the design stage

	Selection criteria
	Ensure that reflect the targeting needed and that is implemented consistently across all regions. 

	Monitoring and Evaluation
	This needs to be mandatory. Develop a general framework with harmonized indicators and make sure that this is followed throughout in the reporting. Train staff accordingly on how to use it.
Develop a list of impact evaluations ex ante for a sample of programs, based on size and importance of the programs



	PER: List of actions for improving implementation

	Learning evidence during implementation
	Introduce mid-term reviews of programs and formal processes for learning at the end of the year, all with formal documentation 

	Eligibility and selection during the program
	Develop a general manual for selection on MSME programs, with clear guidance and suggestions of good practices. Create a database of exports to evaluate proposals.
An appealing mechanism needs to be implemented, common for all programs and used in practice

	Time frame program application
	Consider providing application workshops – dissemination and support on how to fill applications – for all programs

	Program database and information 
	Develop and implement a new information system database. This is quite urgent

	Program closure 
	Implement mid-term reviews. Continue collection ex post information from beneficiaries

	Budget and financial resources 
	Produce costings by activities and develop and monitor key efficiency indicators

	Roles and Autonomy 
	Force programs to develop a more nuanced view of who are the potential beneficiaries and whether the targeting is bringing the beneficiaries expected. 

	Staff, training and incentives
	More training is needed within institutions. Develop a calendar of specific training beyond normal management processes. Start with M&E and logical frameworks but continue with more content based.
Organize periodic webinars with regions

	Incentives
	Incentives need to be linked to the evaluation of individual performance associated with the program

	Process monitoring 
	Consider whether the current frequency of reporting is too onerous, and it is required 

	M&E
	M&E frameworks implemented an updated – mandatory. Develop a list of impact evaluations for sample of programs.  
Consider the creation or expansion of the evaluation unit.



	PER: List of actions for improving coordination


	Programs Relationship
	Create internal dissemination events and sharing of good practices for those programs with good processes. 
Organize periodic video-conferences with regions and once a year staff retreat. 

	Institutions Relationship
	Create thematic working groups – that include all instruments across agencies – focusing on innovation, early stage, productivity, exports.
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1. [bookmark: _Toc10740034][bookmark: _Toc12503509]Introduction
[bookmark: _Hlk8992417]
1. The Government of the Philippines (GoP) has prioritized the development of the micro, small, and medium enterprises (MSMEs) as a key pillar for realizing its competitiveness and inclusive growth strategy.[endnoteRef:2] The MSME Development Plan 2017-2022 lays out a vision for “developing more globally competitive MSMEs that are regionally integrated, productive and innovative”. Promoting entrepreneurship, including start-ups, is emphasized as an important channel for innovation and competitiveness of the MSME sector. [endnoteRef:3] As the Government envisions an expansion of support for MSMEs and entrepreneurship, it is an opportune time to take stock and learn lessons as to what has worked and what needs improvement. This report responds to this objective by undertaking an analysis of the existing MSME and entrepreneurship policy framework and support programs to help inform a more effective and results-focused approach. [2:  In supporting productive and innovative MSMEs, the GoP considers entrepreneurship as an important channel for infusing competitiveness. Entrepreneurship can be promoted through entry of new enterprises that are “growth-oriented” or “innovative” entrepreneurs or through competitiveness in existing MSMEs. The analysis in this report adopts the Government’s approach. In legal terms, MSMEs are defined as   in the Philippine as follow: “micro, small and medium enterprises (MSMEs) are defined as “as any business activity or enterprise engaged in industry, agribusiness and/or services, whether single proprietorship, cooperative, partnership or corporation whose total assets, inclusive of those arising from loans but exclusive of the land on which the particular business entity’s office, plant and equipment are situated, must have value falling under the following categories: Micro enterprises  are those with asset sizes of P3 million and below; Small enterprises have assets from P3,000,001 to P15 million; and Medium-sized enterprises, on the other hand, have assets in the range of P15,000,001 to P100 million” (Source: Republic Act 9501 –also known as the Magna Carta for MSMEs).  The Philippine Statistical Authority (PSA), however, classifies MSMEs on employment basis where micro-enterprises have 1-9 employees; small enterprises have 10-99 employees; and medium enterprises have 100-199 employees. It is important to note that self-employed people are considered part of MSMEs as they are required to register as a firm to be able to issue receipts. This report relies primarily on PSA in analyzing MSMEs performance.]  [3:  Refer to the GOP’s MSME Development Plan 2017-2022 as well as the overarching Philippine Development Plan (PDP) 2017-2022.] 


2. MSMEs are the bedrock of private sector and entrepreneurship in the Philippines. The government’s focus on MSME sector stem from its important role in the economy. Comprising over 99 percent of all enterprises in the country, the MSME sector represents the private sector, and generates nearly two-thirds of the country’s total employment.[endnoteRef:4] Over 17 percent of the working population in the Philippines is involved in early-stage entrepreneurial activity with a potential to innovate and generate jobs.[endnoteRef:5] The rise of digital technologies and platform-based start-ups are encouraging existing MSMEs to become more competitive as well as create entirely new and innovative forms of businesses as seen by the recent spurt of start-ups in the Philippines. Of the active 450 startups in the Philippines, almost half have been being launched between 2016-2017.  [4:  The MSME sector in the Philippines consists of 896,839 or 99.54% of the 900,914 total establishments in the country. These MSMEs generate a total of 4,784,870 jobs or 61.61% of the country’s total employment (Philippine Statistics Authority).]  [5:  The early stage entrepreneurship activity covers 42 months, starting from a “preconception” stage where an entrepreneur – between the age of 18-64 - intends to set up a business or pursue self-employment within the next 12 months, and a “nascent” entrepreneur in the “conception” stage who has started a business within the last 12 months. A firm’s birth covers the first year of a business, and its maturity is said to be attained after three and a half years. (Global Entrepreneurship Monitor, GEM, 2015-16).] 


3. Despite their critical importance, MSMEs operate below potential vis a vis regional comparators and the GoP’s ambitions. Most MSMEs are small,[endnoteRef:6] not engaged in exports and have limited access to foreign capital – all which impact innovation and productivity performance. Despite promising entrepreneurial outlook, business establishment and scalability remain a challenge, and the rate of failure rate is the highest in the ASEAN leading to very low established business rate.[endnoteRef:7] The bulk of the jobs in the MSMEs are low paying and poor-quality. There is thus an opportunity to improve the competitive and dynamism of the MSMEs that, among other things, can create better quality employment.  [6:  Micro-enterprises constitute the largest portion (89.53%), followed by small enterprises (9.59%), and medium enterprises (0.43%). This composition is at par with those of MSME sectors in other ASEAN countries. Source: GOP (2018), MSME Development Plan, 2017-2022.]  [7:  See Philippines GEM Report, 2015-16. Established businesses refer enterprises that have existed for more than 3.5 years, and effectively moved to a more mature stage of firm life cycle.] 


4. Enhancing performance outcomes of MSMEs in the Philippines is primarily about improving productivity. The productivity of MSMEs in Philippine lags significantly behind large firms and neighboring countries. MSMEs are constrained to generate well-paying jobs due to low productivity growth. Increases in labor productivity typically lead to real wage increases. Understanding firm level constraints to improving productivity is a pre-requisite to identifying remedial measures and implementing them. MSMEs face a combination of market failures and internal firm capabilities constraints as well as and ineffective public policies, which may lead to additional distortions in certain cases. 

5. The renewed focus on MSMEs builds on Government’s earlier national development and MSME plans and Program level policy interventions to foster enterprise productivity and entrepreneurship.  The country invests significant public resources to support policy interventions and direct support programs to address market failures faced by MSMEs. Constraints facing MSMEs vary along the firm life cycle as the early-stage entrepreneurs may face different needs than firms at a later stage of maturity. This in turn affects the specific instruments to support MSMEs.  In order for these public investments to be effective, Philippines needs complementarities linked to the business environment, training of the workforces, financing and other important complementary elements.  

6. Examining the MSME policy framework and how effective it has been in supporting MSMEs can provide useful insights in strengthening and informing the path forward. In undertaking the analysis, the report focuses on the following lines of enquiry. Is the MSME policy framework aligned to the economic priorities as articulated in the overall development plans? What are the demand side constraints and market failures that contribute to low productivity of MSMEs in the Philippines? Are there any weaknesses or gaps in the ecosystem for entrepreneurship? Are the policies and programs instruments responding to market failures and needs of MSMEs including new entrants and start-ups? What are the areas for strengthening the design and implementation of MSMEs and entrepreneurship policies? The report concludes with proposed policy measures to strengthen the MSME and entrepreneurship policy and program support mechanisms.
 
7. The report is structured around six sections. Section 2 provides a brief context focusing on the profile of the MSME sector and its contribution to the overall Philippine economy. In line with GOP strategic goals, the role of entrepreneurship and emerging startup ecosystem is discussed. Section 3 lays out the analytical framework adopted in the report for assessing the effectiveness of the MSME policies and programs deployed in the Philippines for supporting productivity and entrepreneurship. This section undertakes the demand side analysis by shedding light on the main bottlenecks to MSME productivity growth. Using the firm life cycle lens, it identifies the underlying market failures and key constraints that established MSMEs and early stage entrepreneurs trying to set up a business face. Section 4 focuses on the supply of policies and sets the stage by reviewing the overarching policy framework for supporting MSMEs and entrepreneurship in the Philippines. It assesses progress made vis a vis the targets set by the earlier MSME Plan, and sheds light on governance issues to help identify gaps going forward. This section then introduces the two-part Policy effectiveness review (PER) methodology - comprising of two components - that is deployed to undertake detailed program level analysis. Section 5 undertakes the policy mix component while the section 6 undertakes the functional review of selected MSME programs. A summary conclusion of the findings and proposed recommendations for strengthening the effectiveness of MSMEs and entrepreneurship policies is presented in the executive summary.
 
2. [bookmark: _Toc12360566][bookmark: _Toc12360672][bookmark: _Toc12360717][bookmark: _Toc12360567][bookmark: _Toc12360673][bookmark: _Toc12360718][bookmark: _Toc10740035][bookmark: _Toc12503510]Context

8. Philippines has experienced strong and sustained economic growth turnaround during this decade leading to reduction in unemployment. Favorable domestic and external conditions, combined with structural reforms, helped boost economic growth to an average of 6.4 percent over the 2010-2017 period.[endnoteRef:8]  Economic growth has generated jobs. The vast majority of jobs, however, are not in the better-paying formal sector.[endnoteRef:9]  Of the nearly 40 million jobs generated in the private sector in Philippines, only 20 percent of those are created by formal registered businesses.  [8:  Domestic and external conditions combined with structural reforms helped boost growth. By 2016 the unemployment rate declined to 5.5 percent from 8 percent in the previous decade. Mirroring the economic growth, real per capita income growth averaged 4.6 percent during the period leading to significant poverty reduction and more inclusive growth.  ]  [9:  This is reflected in the high underemployment in the Philippines - which remains at 18.3 percent - and has been stagnant at this relatively high level for over a decade despite the recent accelerated economic growth.  The 2016 Occupational Wages Survey estimated that less than one quarter of wage workers earn middle-class wages (over 17,000 Philippine pesos or $325 per month), with some variation across sectors.] 


9. A key driver for sustaining high economic growth in the long-term hinges on maintaining high productivity growth. The contribution of total factor productivity (TFP) to economic growth has increased since 2000. During the economic recovery and acceleration of the 2000s and 2010s, TFP contributed one-third of growth on average (Figure 1). Moreover, the contribution of TFP to growth was higher in the Philippines vis a vis its regional peers between 1995 and 2010, excluding China (Figure 2). The growth in TFP reflects the implementation of a wide range of structural reforms since the 1990s which in turn resulted in strong economic growth.
	Figure 1: TFP’s contribution to growth has increased in the Philippines since 2010…
	Figure 2…outperforming many regional peers.

	
	

	
	


	Source: Growth and Productivity Report (2018)
	Source: Growth and Productivity Report (2018)



10. Although labor productivity growth has accelerated in the Philippines it remains low compared to that of peers underlining the potential gains from bridging the productivity gap. Labor productivity growth has been aligned with the changes in the TFP growth. It rose substantially from an average annual rate of 1.6 percent in 1998-2004 to 3.6 percent per year in 2010-16.  However, productivity growth was still lower in the Philippines than in regional peers. For instance, China and Vietnam’s labor productivity growth reached 7.6 percent and 4.2 percent, respectively, in 2010-16. As a result, the labor productivity gap remains wide between the Philippines and many regional peers. The country’s low labor productivity has been partly caused by historic low levels of capital accumulation, resulting in low capital per worker, which limits labor productivity growth despite higher TFP growth. 

11. Firms that export are more productive but the share of exporting firms is small across sectors. Based on 2015 enterprise survey data, just 6.9 percent of domestic firms and 25.5 percent of foreign firms in the Philippines directly or indirectly export goods and services, far fewer than in peer countries. Up to 61 percent of domestic firms in Thailand are exporters, while 78.7 percent of foreign firms in Vietnam, 84 percent in Malaysia and 93 percent in Thailand, directly or indirectly export. Furthermore, domestic firms in the Philippines export only 3.5 percent of their output, compared to 26 percent in Malaysia and Thailand. Nonetheless, Philippine firms that export are on average more productive than firms that focus on the domestic market. This is likely because firms that export face more competition in global markets, which forces them to be more productive. Supporting globally competitive MSMEs is thus a priority of the GOP.

12. The share of firms with foreign capital is small but they are more productive than those without. Overall, firms with foreign ownership were in general more productive than firms with only domestic capital, highlighting the potential role FDI can play in boosting productivity growth. Less than 10 percent of all firms in the Philippines have some degree of foreign ownership. Across sectors, firms in manufacturing and services, such as in information communication technologies and professional services that have foreign ownership, receive on average more than 50 percent of their capital from foreign sources. Furthermore, subsectors that received FDI in the form of direct equity investment had either high productivity growth (manufacturing, financial, and insurance activities) or high productivity levels (real estate, financial, and insurance activities). 
[bookmark: _Toc12503511]MSMEs is the private sector in the Philippines

13. MSME development is a call for strengthening private sector. Comprising over 99.5 percent of all enterprises in the Philippines, MSMEs development is effectively about private sector development (Fig. 3). The government’s focus on MSMEs stem from its significant contribution to the total employment as well as the potential to enhance the quality of jobs. Most new firms enter markets as MSMEs and are typically the engine of net employment growth. 

Figure 3: MSMEs’ contribution to the economy by size segment share (%) in 2015

	Source: Philippine Statistical Authority

14. The distribution of MSMEs vary across sectors as does the contribution to employment (Figure 4). The sectoral shift away from agriculture is reflected in a lower share of employment by MSMEs in the agricultural sector. While MSME contribution to total employment in the industry subsectors is relatively small, its contribution to total employment is greatest in the service sector, with transportation, and other service sectors at 94 percent and 97 percent respectively. 















Figure 4: Contribution to total employment according to firm size, 2014
	

	Source: Staff calculations based on PSA data.


15. Gains from structural transformation—workers moving from lower-productivity agriculture to higher productivity manufacturing and services—have not fully transpired in the Philippines. The stylized structural transformation story, where increases in agricultural productivity facilitate the transition into more productive jobs, has not occurred in the Philippines to the extent required to significantly reduce poverty and create well-paying jobs. As a result, most Filipino workers that transition out of agriculture generally end up in low-end service jobs, unlike their counterparts in neighboring, high-performing East Asian countries with booming manufacturing sectors that provide large numbers of labor-intensive jobs. 

[bookmark: _Toc10740036][bookmark: _Toc12503512]	Productivity is key for improving MSMEs performance[endnoteRef:10] [10:  This section draws from the recently completed Growth and Productivity Report (2018) and the Country Private Sector Diagnostic (2019)] 

[bookmark: _Hlk518028897]
16. MSMEs development is effectively about improving the productivity of the private sector. Low productivity growth affects the ability of existing MSMEs to generate good-quality jobs. Small firms lag behind large firms, especially in higher productivity sectors such as manufacturing and services. In manufacturing, large firms are 21 percent more productive than micro firms. The gaps between large firms and small and medium enterprises in manufacturing are 7.4 and 8.3 percent (Figure 5). A smaller difference in productivity can also be seen in the services sector, where productivity of large firms are 7 percent, 2.7 percent, and 6.6 percent higher than micro, small, and medium enterprises, respectively (Figure 6). 
[bookmark: _Ref515099014][bookmark: OLE_LINK15][bookmark: OLE_LINK14]
	Figure 5: Productivity by Firm Size in Manufacturing (Log of VA per worker) 
	[bookmark: _Ref7078210]Figure 6: Productivity by Firm Size in Services (Log of VA per worker)

	
	

	Source: Staff calculations based on PSA data.
	Source: Staff calculations based on PSA data.



17. New firm entry, a potential driver of productivity growth and innovation, is restricted in the Philippines. New firms are typically responsible for most nations’ net job growth as well as a source of innovation through the introduction of new products and services. Furthermore, they can inject competitive pressure on existing enterprises and thereby boost productivity. However, firm birth rates are low in the Philippines. In 2016 only 300 new firms were registered per 1 million in the working-age population, compared to Thailand with 1,000 and Malaysia with 2,300 (Figure 7).[endnoteRef:11] This lagging business density is an indication of the complexity of regulatory procedures including regulatory protection of incumbents, as part of the overall weaknesses in the entrepreneurship ecosystem in the Philippines.[endnoteRef:12]  [11:  World Bank Doing Business Entrepreneurship database, available at http://www.doingbusiness.org/data/exploretopics/entrepreneurship. ]  [12:  The success rate of start-ups in Manila are higher than elsewhere in the Philippines. For instance, the ecosystem in Manila is more mature and well-funded compared to Cebu. The overall ecosystem for start-ups needs strengthening at multiple fronts including early stage and venture capital financing, human capital, networks and mentoring systems, markets, infrastructure and cultural barriers to risk-taking. This information is based on data gathering, stakeholder consultation and site visits held in Manila and Cebu during the Scoping Mission for the Philippine SME Development ASA from December 11-16, 2017.] 

[bookmark: _Ref7790912]Figure 7: New Firm Entry and Density - Philippines vis a vis its peers
	Number of new limited liability companies, 2006-2016

	New Business Density, 2006-2016




Source: World Bank Doing Business Entrepreneurship Database.
Note: New business entry density is defined as the number of newly registered corporations per 1,000 working-age people (aged 15–64). Corporations are private, formal sector companies with limited liability.
[bookmark: _Toc10740038][bookmark: _Toc12503513]Entrepreneurship and emerging startup ecosystem
18. Entrepreneurship represents an important channel for creating new jobs in the Philippines. According to the Global Entrepreneurship Monitor (GEM),[endnoteRef:13] over 17 percent of total working population is involved in early-stage entrepreneurial activity in the Philippines compared to 13 percent in Thailand and Vietnam and less than 3 percent in Malaysia (Figure 8). Despite promising entrepreneurial outlook - indicated by high rate of entry into entrepreneurial activity - the rate of failure rate is the highest in the ASEAN leading to very low established business rate.[endnoteRef:14] [13: GEM comprises of 2 data elements in each economy i.e. (i) an entrepreneurial behavior and attitudes of individuals gathered through an adult population survey (administered to a min. of 2000 adult between ages of 18-64); and a National Experts Survey that seeks expert’s opinion (administered to a min. of 36 experts) regarding the institutional or framework conditions. Together these elements is meant to allow GEM users to gain a deep understanding of the entrepreneurial environment.]  [14:  See Philippines GEM Report, 2015-16. Established businesses refer enterprises that have existed for more than 3.5 years, and effectively moved to a more mature stage of firm life cycle.] 

[bookmark: _Ref7791369]	Figure 8. Early Stage Entrepreneurship – Philippines vis a vis its Peers
	Total early-stage Entrepreneurial Activity (TEA) 

	Perceived opportunities


	


Source: Global Entrepreneurship Monitor (GEM) 2015
	Note: (1) Percentage of 18-64 population who are either a nascent entrepreneur or owner-manager of a new business, (2) 	Percentage of 18-64 population who see good opportunities to start a firm in the area where they live.


19. There is scope for strengthening the nascent startup ecosystem in the Philippines. Firms using new technologies and business models will become increasingly important, in the backdrop of the global shifts and technological advances (Hallward-Driemeier and Nayyar, 2017). Recognizing the opportunities and challenges, the GoP has prioritized strengthening the ecosystem – through policy and regulatory environment as well as introducing new mechanisms to support technopreneurs, and start-ups in its strategic plans.  

20. The startup ecosystem is evolving with public and private support institutions on the rise. The startup ecosystem jump-started in the Philippines around 2012 with the entry of private-sector led incubators, and funds[endnoteRef:15] to support startups (Annex 1). Established by the two primary telecommunications industry players - Philippine Long-Distance Telephone (PDLT) and Globe – the incubators were set up with the dual purpose of supporting startups and to strategically support innovations that aligned with telecom interests and operations. Prior to 2012, startup support in the Philippines was largely led by three incubators: Ayala Foundation Incubator, University of the Philippines Enterprise Center, and Ayala Tech Incubator.[endnoteRef:16] As figure 9 shows the Philippines Software Industry Association, global networks (such as Endeavor and Ideatech), multinationals (such as Google and Facebook) to homegrown institutions such as the Young Entrepreneurs Society (YES) Philippines,[endnoteRef:17] and the QBO Innovation Hub which is a private-public partnership.[endnoteRef:18]According to estimates by Mouvement des Entreprises de France by 2014, 15 venture capitalists (VCs) were active in the Philippines. Networking events with the primary focus of supporting entrepreneurs have also been rolled out. Several competitions and hackathons, including the Philippine Startup Challenge are taking place.  [15: These include Ideaspace, Wireless Wings, and Kickstart Ventures.]  [16:  DICT (Final draft, August 2015). “The Philippine Roadmap for Digital Startups: 2015 and Beyond”.]  [17:  The YES Philippines is an organization of young entrepreneurs that was established to educate, promote, encourage, network, and develop aspiring and successful entrepreneurs. Through a series of engagements with successful business owners and executives, learning events, mentorship, and networking opportunities, members of the society learn the crucial elements necessary to become successful entrepreneurs.]  [18:  QBO (pronounced kubo) is a partnership between tech startup accelerator Ideaspace, international grant-maker J.P. Morgan Chase Foundation, and the Philippines government’s Department of Trade and Industry (DTI) and Department of Science and Technology (DOST), with the aim to help grow the startup ecosystem in the country through the establishment of a number of innovation hubs nationwide.] 

[bookmark: _Ref7791427][bookmark: _Hlk7791792]Figure 9: Public and private sector support mechanisms have increased over time
[image: ]
	Sources: Authors’ elaboration based on information provided in the QBO/PWC “Off to a great start: 2017 Philippine Startup Survey”, VMWare Cloud 	Index, and data collection.

21. Despite the recent growth of startups, the potential remains untapped. It is estimated that there are currently about 400-450 active startups in the Philippines with a total valuation of US$120 million (Startup Genome, 2018).[endnoteRef:19] Policymakers expect these startups to reach a total transaction value of $10.5 billion by 2022. According to a 2017 startup survey in the Philippines,[endnoteRef:20] over half (54 percent) of founders launched their startups between 2016 and 2017, with the majority (87 percent) indicating to have either worked as employees in other firms (prior to becoming entrepreneurs) and to have started other businesses before operating current startups (66 percent).  [19:  See Startup Genome (2018). “Global Startup Ecosystem Report 2018”. According to Tholons Top 100 (2017), only 100 startups are, arguably, noteworthy in the country.]  [20:  See “Off to a great start: The Philippine startup ecosystem” (2017) which represents the first systematic attempt to understand the startup landscape in the Philippines. It is based on a startup survey of over 100 CEOs and founders. The report has been undertaken jointly by PWC, QBO Innovation Hub, DTI and DOST.] 


22. The profile of startups emerging from the Philippines range from IT and software firms, food delivery, logistics, real estate, education to the current increasing focus on more high-tech innovation sectors such as financial technology (fintech), enterprise applications, artificial intelligence (AI), and machine learning. There are about 100 fintech startups based in Manila that focus on mobile payments and alternative financing.[endnoteRef:21] Most of these startups are in the pre-seed or seed stages and only a handful have made their exits.[endnoteRef:22] One notable “unicorn” is the Revolution Precrafted, a real-estate startup focused on designer home development which has recently raised Series B round of investments. Early stage funding per startup is US$68,000 compared to global average of US252,000.[endnoteRef:23]   [21:  Startup Genome, (2018). “Global Startup Ecosystem Report 2018”.]  [22:  Among others, these include Xurpas, Sulit and Chikka.]  [23:  Startup Genome (2018). “Global Startup Ecosystem Report 2018”.] 


23. Most startups are located in Manila but there is an increasing concentration of startup firms in Cebu. The Startup Ecosystem Rankings 2019 identify Manila and Cebu as the top startup ecosystems in the Philippines. In 2019, the global ranking of both cities is at 84 and 293, respectively, significantly improving from their 2017 rankings.  Thus, identifying the constraints faced by startups in both cities can provide good insights on the possible gaps in the Philippine entrepreneurship/startup ecosystem as a whole. 


24. Understanding the firm-level constraints and weaknesses in the entrepreneurship ecosystem that hold back the productivity of MSMEs is a pe-requisite to identifying the appropriate policy responses. Building on its recent achievements, Philippine has an opportunity to create a more dynamic entrepreneurship environment and improve the productivity of the MSMEs. This requires on one hand identifying the right market failures and constraints that MSMEs face and then responding with the appropriate policies that address these constraints. The next section presents the overarching approach adopted in the report for undertaking the demand and supply side analysis. 



3. [bookmark: _Toc10740037][bookmark: _Toc12503514]The Analytical Framework 

25. [bookmark: _Hlk12452954]In undertaking the analysis, the report adopts an integrated demand and supply side approach. On the demand side, the analytical framework first examines the drivers behind firm productivity (Fig. 10).  Focusing on two channels of productivity growth - i.e. upgrading of existing MSMEs and entry of new firms or early stage entrepreneurs - the report sheds light on key productivity constraints. The supply side analysis focuses on the set of policies and program interventions that are deployed to address the demand constraints and needs of the MSMEs. In undertaking this analysis, the report deploys the Policy Effectiveness Review (PER) methodology developed by the World Bank. After presenting the overarching policy framework for MSMEs and entrepreneurship and the priorities set by the GoP, the PER focuses on the MSME programs currently under implementation by the Department of Trade and Industry (DTI), and the Department of Science and Technology (DOST).  The first component of the PER undertakes a policy mix analysis to assess if the current policy framework for entrepreneurship and MSMEs is in line with government priorities as well as the needs of the MSMEs. The focus is on the alignment between programs and outcomes. Thereafter, the functional review undertakes a detailed analysis of the design and implementation of selected programs under the two departments. Based on the above analysis, key findings are presented along with a menu of policy options for strengthening the effectiveness of MSMEs policies. In doing so, it highlights lessons learnt from other countries.
Figure 10: Drivers of Productivity Growth
[image: ]
Source: Cusolito, A.P., and W.F. Maloney. 2018.

[bookmark: _Toc12503515]	Drivers of firm productivity growth 

26. Framework for understanding the drivers behind firm productivity. Understanding what constrains productivity of enterprises is critical for improving performance. As figure10 indicates above, productivity growth can be decomposed in three main components: the reallocation of resources from low-productivity firms to high-productivity firms (the “between” component); increases in productivity through upgrading within existing firms (the “within” component); and entry of high-productivity and exit of low-productivity firms (the “selection” component).[endnoteRef:24]All three channels of productivity are influenced by external factors that pertain to government policies and market conditions, and are deemed outside the control of individual firms.[endnoteRef:25] For upgrading of existing firms and entry of new firms - in addition to the external factors - internal factors related to entrepreneurial and managerial capabilities and technology adoption/innovation are considered central.  In other words, while improving the operating environment of the firms (resolving market failures, removing distortions, and opening to trade) is necessary, it may not be sufficient unless internal firm level human capital weaknesses under the control of individual firms are not addressed. [24:  This framework is drawn from Cusolito and Maloney (2018). ]  [25:  These may include the policy environment for competition and private-sector investment; trade integration; spillover from FDI; access to finance and capital allocation; and education and skills quality and labor market regulations.  ] 

 
27. Factors constraining productivity in the Philippines.[endnoteRef:26] Recent empirical work that has analyzed productivity and growth in the Philippines has identified the following key constraints that enterprises face include cumbersome business environment, informality, poor access to markets, weak access to finance, particularly early stage financing, access to technology and skills, and deficient infrastructure (WB, 2017). Building on this work, this section follows the framework outlined in Figure 10 to identify priority areas where public policy to support MSMEs should focus. In undertaking the prioritization, Philippines is benchmarked vis a vis its peers. The first section reviews the external factors pertaining to government policies that affect the operating environment of the firms (i.e. regulatory and competition framework, resolving market failures, removing distortions, and opening to trade) as well as other market conditions that affect complementary factors (i.e. access to finance, skills and infrastructure etc.). The second section focuses on internal firm factors relate to entrepreneurial and managerial capabilities and technology adoption/innovation which are considered central for raising productivity. In undertaking the analysis, differences across established MSMEs vis a vis new entrants/early-stage entrepreneurs will be highlighted where observed. [26:  This section draws heavily on the recently completed Philippines Growth and Productivity Report (June 2017). The report  uses firm-level data from the Census of Philippine Business and Industry (CPBI), and the Annual survey of Philippine Business and Industry (ASPBI) that cover formal sector of the economy.] 


[bookmark: _Toc12503516]External factors: operating environment for MSMEs

28. The first set of variables on the demand side comprises the operating environment for MSMEs that affects the overall set of incentives to invest and accumulate. This includes the macro context, in particular the regulatory cost of doing business, the competitive structure as well trade regime. The second set reviews the market conditions that affect the complementary factors needed to invest and accumulate. Lastly, firm capabilities, technology adoption and entrepreneurial and managerial capabilities and technology adoption/innovation are internal to the firm constraints.

29. Cost of doing business is high in the Philippines and acts as deterrent to private sector growth and dynamism. The overall cost of doing business, underpinned by the regulatory environment, remains high in the Philippines. According to the World Bank’s 2019 Doing Business Report, Philippines ranks 124th out of 190 countries, below the regional average and much lower than its aspirational peers like Malaysia that ranks 15th (see Fig. 11).[footnoteRef:5]	 [5:  The ranking is based on the Distance to Frontier (DTF) metric were the score captures the gap between an economy’s performance and a measure of best practice across the indicators for 10 Doing Business topics. The closer the score is to 100, the closer the regulatory practice is to global best. For further details on how the DTF and the ease of doing business rankings are calculated, see www.doingbusiness.org. ] 


30. It is not easy to establish a business in the Philippines. Ease of starting businesses in the Philippines remains relatively burdensome, although there are government efforts to address these constraints. With respect to the ease of starting a business, Philippines ranks 166th out of 190 economies (Fig 11).  The high entry costs discourage firms from entering markets, dampening the productivity-enhancing effect of “creative destruction”. In 2018, it took 31 days and 13 procedures to start a business in the Philippines, way above the East Asian average. Also, up to 16 licenses, permits, and forms must be approved before a business can start its operations (compared to 4 procedures in Morocco and 9 procedures apiece in China, Malaysia and Vietnam). In practice, securing these licenses may take even longer in some cases: it can take more than 4 months for incorporation alone, as registering a business is a multi-step, fragmented, and a roundabout process. There may also be unofficial procedures asked for by other departments, since there is no central or online destination for business registry in the country.  Currently, GoP has established GoNegosyo centers to target some of these issues by providing a central place for business registration assistance, advisory services, information and advocacy, and monitoring and evaluation. 
Figure 11: Ease of Doing Business and starting a Business in Philippines vis a vis regional peers
[bookmark: _GoBack]	[image: ]	[image: ]

	Source: Doing Business Report, WB 2019.


31. Key global indicators rank the Philippines as a moderate performer compared to its peers.[endnoteRef:27]  The country is ranked 56th out of 137 economies in the Global Competitiveness Index 2017-2018, which is well below its regional peers like Malaysia (23rd), Thailand (32nd), and Indonesia (36th), albeit well above its structural peers like Morocco (71st) and Pakistan (115th), as indicated in Figure 12. With respect to entrepreneurship, as measured by the Global Entrepreneurship Index (GEI),[endnoteRef:28] the Philippines ranks below its regional peers like Malaysia and Thailand but higher than some of its structural peers (Figure  13). [27:  Philippines performance is compared to a select group of structural and regional peers.  The structural peers include Sri Lanka, Pakistan, Morocco, Kenya and Bangladesh. The section below compares performance with respect to selected outcomes and outputs that underpin the demand for MSME policy. The selection of Philippines’ regional peers is driven by geography and proximity, and include Vietnam, China, Indonesia, Malaysia and Thailand. ]  [28:  The Global Entrepreneurship Index (GEI) is a joint project of the Global Entrepreneurship Development Institute (GEDI) and the Global Entrepreneurship Network (GEN). The GEI is designed to profile “national systems of entrepreneurship,” and provides information on the quality and scale of entrepreneurial attitudes, abilities, and aspirations in 130 countries. For details refer to http://thegedi.org/global-entrepreneurship-and-development-index] 


	[bookmark: _Ref7791297]Figure 12: Global competitiveness index, 2017-2018

	[bookmark: _Ref7791281]Figure 13: Global Entrepreneurship index, 2018



Source: Global Competitiveness Index 2017-2018, WEF	Source: Global Entrepreneurship and Development Institute 

32. Regulatory barriers dampen market competition: Market regulations appear to be hindering competition in Philippines.  As Fig. 14 and 15 indicate, market concentration in the Philippines remains higher than countries in the region and has increased in the recent years.  Market regulations affect the degree of competition in an economy which in turn affects productivity by ensuring that efficient firms increase their market shares and providing incentives to innovate. Complicated licensing and permits system, complex regulations, and constitutional and legislative barriers to FDI raise the cost of doing business in the country, affecting the level of competition. Similarly, a degree of discretionary power given to government authorities such as the Philippine Competition Commission may create incentives for anticompetitive behavior. 
	[bookmark: _Ref511634630]Figure 14. Philippine markets are more concentrated than peers’…
	[bookmark: _Ref515286715]Figure 15. …and they have become more concentrated in recent years.

	
	

	Source: Fostering Competition in the Philippines, 2017
Note: Regional peers were selected among those countries with available information from the World Bank’s Enterprise Survey. 
	Source: Fostering Competition in the Philippines, 2017



33. Lack of competition and investor protection mechanisms limit the growth of the private sector, access to capital, and by extension, access to knowledge in the Philippines. Current restrictions in foreign ownership is a major barrier to capital access for startups, as well as knowledge transfer. Companies operating in specific industries (such as education, real estate, finance, and land) require 40% Filipino ownership or more, while the broadly-interpreted ‘media’ category requires 100% Filipino ownership.[endnoteRef:29] As a result of this restriction, Filipino-owned startups may be disincentivized to register their business in the country. Investors likewise may prefer to have their holdings abroad, not only in order to fully invest in or acquire a startup, but also because an environment with these types of restrictions is not one many investors want to do business in. Apart from foreign ownership restrictions, the regulatory system lacks incentives and protection for investors, especially those who invest in tech startups, making the risk of investing in Philippine startups high.[endnoteRef:30] As it stands, the Philippines ranks low in the region in terms of investor protection, getting a score of 4.20 (out of 10), compared to 6.70 in Thailand, and 8.3 in Singapore.[endnoteRef:31] The high score garnered by Singapore is due to incentives afforded to investors that make doing business in the country substantially more attractive, such as: tax holidays and concessions (e.g., exemptions from tax, or subsidies), accelerated depreciation schemes, grants and favorable loan conditions. All of these are available to a broad spectrum of industries in Singapore.[endnoteRef:32] [29:  PWC, (2015). Doing Business and Investing in the Philippines, https://www.pwc.de/de/internationale-maerkte/assets/doing-business-and-investing-in-philippines-2015.pdf]  [30:  Interview with Ideaspace]  [31:  World Economic Forum (2017). Global Competiveness Index]  [32:  Deloitte, (2016). Applying for government incentives in Singapore. https://www2.deloitte.com/content/dam/Deloitte/sg/Documents/tax/sg-tax-applying-for-gov-incentives-in-singapore-noexp.pdf ] 

[bookmark: _Hlk518030163]
34. High trade costs further restrict competition and reduce domestic firms’ opportunities to access larger markets. Trade costs in the Philippines are among the highest in the Association of Southeast Asian Nations (ASEAN), according to the 2019 Doing Business report (Figure 16). Investors in the Philippines pay twice as much to export or import a shipping container as investors in Thailand. In addition, the Philippines ranks lowest among peer countries on the World Bank’s Logistics Performance Index, and it scores especially low on connectivity to international markets.[endnoteRef:33]  [33:  The index measures the timeliness of deliveries, the quality of infrastructure assets, logistics quality and competence, and the ability to track and trace shipments.] 


[bookmark: _Ref531968801]Figure 16. Trade costs in the Philippines are some of the highest in the region
Costs of importing and exporting a container (US$)

Source: Doing Business 2019.
35. The complex trade regulatory environment in the country is a major challenge in sourcing for SMEs. SMEs derive at least thirty percent of their inputs from foreign sources. However, most SMEs encounter difficulties in obtaining import licenses to acquire foreign inputs. The delays are especially binding for industries producing non-metallic products, where almost 60 percent of the firms obtained a license after 6 months. In addition, 40 percent of firms in other manufacturing industries received a license after six months, with some reporting that the process can take an entire year.

36. High trade costs restrict competition and technology transfer. International trade contributes to productivity growth by increasing competition and facilitating technology adoption. However, trade openness in the Philippines has been declining in the past two decades despite an increasingly liberalized trade regime. A possible explanation is a higher trade cost in the Philippines relative to countries in the region. In addition, non-tariff measures (NTMs) such as technical regulations, product standards, and custom procedures may explain the decline in trade openness. According to the International Trade Center (2015), 93.5 percent of Philippine exporters and 98.2 percent of importers report procedural obstacle (POs) as the main barriers to trade.

37. FDI flows impact knowledge spillover. Productivity is positively related to FDI not only because it brings competition, capital flows but also knowledge spillover to domestic firms. This entails access to new technologies, modern practices, new processes, and management capabilities. While FDI inflows in the Philippines has increased through the years, it remains low relative to regional and structural peers (Figure 17). The sectors that received the highest FDI flows - namely manufacturing, financial and insurance, and real estate - provide evidence of the positive relationship to spillover effect. 

		Figure 17: Net inflow of FDI increasing but still low relative to regional peers.	
		
			Source: WDI

38. Paying taxes, an important component as part of operating businesses, is equally an arduous task. National expert surveys as part of the Global Entrepreneurship Monitor (GEM) shows that the country ranks below its peers on the ‘taxes and bureaucracy’ component. According to the Paying Taxes 2018 report, it takes an average of 182 hours a year to comply with tax regulations and make 20 tax payments in the Philippines (including mandatory social and health insurance). In contrast, it takes 64 hours a year to make 5 tax payments in Singapore. While it became possible to pay taxes online since 2018, the impact of this online system for Filipino firms remains unclear. Beyond the burdensome logistics related to making tax payments, there is no tax scheme supporting startups specifically, although there is the Barangay Micro Business Enterprise (BMBE) law focused on micro-entrepreneurs more broadly. In contrast, Singapore offers incentives such as tax exemptions and expense deductions for focused on startups (Box 1).
Box 1. Contrasting Philippines’ and Singapore’s tax schemes
	Philippines: All startups are required to file taxes upon their first year of incorporation and pay taxes on any income earned within the same time frame. This includes the 25% fixed corporate income tax, a business tax of 3% (which rises to 12% if a company’s annual gross sales or revenues exceed P1,919500), and a withholding tax. The closest regulation aiming to help alleviate the tax burden for entrepreneurs is Republic Act No. 9178, or the Barangay Micro Business Enterprise (BMBE) Law, enacted in 2002 with the aim of scaling-up MSMEs, through the provision of several benefits, including tax exemption on all operating expenses, minimum wage exemptions, credit priority, and growth assistance. To receive these benefits, firms must apply at GoNegosyo centers and wait for approval from DTI, and must qualify as a BMBE, which is defined as “any business enterprise engaged in production, processing, or manufacturing of products, including agro-processing, as well as trading and services, with total assets of not more than P3 million”.  However, not all startups can meet the above-mentioned eligibility criteria.

Singapore: Since 2005, startups received tax benefits such as (i) tax exemption scheme for new start-up companies; (i) partial tax exemption for all companies; and (iii) deduction of expenses incurred before commencement of business. This included: full exemption on the first $100,000 of normal chargeable income; and a further 50% exemption on the next $200,000 of normal chargeable income for the first three years of assessment. This scheme will be changed from a full exemption to 75% exemption by 2020.[endnoteRef:34] [34:  https://www.iras.gov.sg/irashome/Businesses/Companies/Learning-the-basics-of-Corporate-Income-Tax/Common-Tax-Reliefs-That-Help-Reduce-The-Tax-Bills/] 




Labor market
34. [bookmark: _Ref515623095][bookmark: _Hlk518030315]Labor regulations in the Philippines are one of the most stringent in the ASEAN region, limiting the creation of formal jobs. According to the Global Competitiveness Report 2017–2018, the Philippines ranks 84 out of 137 countries in terms of labor market efficiency and 77 on the ease of hiring and firing workers, more restrictive than in peers (Figure 18). The strict labor regulations contribute to informality by increasing the cost of formal compared to informal, discourages employers from hiring workers formally and leads them to increasingly use temporary employment contracts. 
	Figure 18. Labor regulations in the Philippines are more restrictive than in peers
	

	
	

	
	

	Source: Growth and Productivity Report (2018).


	

















[bookmark: _Toc12503517]Other complementary factors 

Access to Finance, including start-up finance 

39. [bookmark: _Ref513836847]The level of domestic credit to the private sector is low compared to regional peers with firms relying heavily on internal funds. At 45 percent of GDP, credit to the private sector is at the level predicted by its income level (Figure 19), but substantially lower than the average of regional peers (114 percent of GDP) (Figure 20). Less than 7 percent of working capital of the country’s firms is financed by banks, much lower than the 18 percent among firms in regional peers. Even for the country’s large firms, only 11.6 percent of funds used for investment originates from banks. However, most Philippine firms that apply for a loan through the banking system are approved. Based on enterprise survey data from 2015, while a third of the SMEs in the sample have existing lines of credit, few have applied for new lines of credit. Aside for not finding a need for it, SMEs cite high interest rates, complex application procedure and high collateral as the main reasons for not applying to a new line of credit. Banks cite insufficient or unacceptable collateral and adverse credit/repayment record as the main reasons for rejection.[endnoteRef:35] Rather than access, this heavy reliance on internal funds seems to be the result of either high costs in the formal banking system or firm preferences.  [35:  Aldaba, R. M. (2011), ‘SMEs Access to Finance: Philippines’, in Harvie, C., S. Oum, and D. Narjoko (eds.), Small and Medium Enterprises (SMEs) Access to Finance in Selected East Asian Economies. ERIA Research Project Report 2010-14, Jakarta: ERIA. pp.291-350.] 


	[bookmark: _Ref2888145]Figure 19. The level of domestic credit to the private sector is adequate relative to the country’s income level…
	[bookmark: _Ref513838784]Figure 20. …but relatively low compared with regional peers

	
	

	Source: WB (2018). Growth and Productivity Report.
	Source: WB (2018). Growth and Productivity Report.
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40. There are low levels of digital financial activity in the economy (Figure 21). Financial digital adoption rates in 2017 are some of the lowest in the region, with a substantially unbanked population: only 2 percent of the population has credit card ownership and 21 percent debit card ownership.[endnoteRef:36] [36:  World Bank, (2017). Global Findex.] 

[bookmark: _Ref8048990]Figure 21. Digital inclusion in the Philippines 
Source: World Bank, Global Findex


41. Access to finance constraint is especially acute among early stage entrepreneurs. A 2017 startup survey showed that access to finance is one of the biggest challenges facing startups in the Philippines, with 88% of founders naming it as their top challenge to doing business. The disparity of early stage funding per startup is stark: US$68,000 in the Philippines compared to a global average of US$252,000.[endnoteRef:37] Also, deal tracking from Golden Gate Ventures between 2012 and 2017 showed that the Philippines covered less than 5% of the total in the region, with roughly US$300 million in funding over the past five years (22).[endnoteRef:38] Further, the last exit seen in the Philippines was in early 2016; yet there has been around 60 exits throughout the region since then.[endnoteRef:39] [37:  Startup Genome (2018). “Global Startup Ecosystem Report 2018”.]  [38:  Golden Gate Ventures]  [39:  One of the most famous IPOs of a tech company in the Southeast Asian market remains to be Xurpas, a Philippine technology company that has created mobile products and services for the domestic market since 2001. (See: https://www.techinasia.com/xurpas-ipo-philippines)] 

[bookmark: _Ref8048057]Figure 22: Venture capital deals in the Southeast Asian region, 2012-2017
[image: ]
35. Investors are beginning to gravitate towards Philippines as an important emerging market destination. Looking forward, three-fifths of startup entrepreneurs are planning to enter global markets (61 percent) and raise new equity that can drive growth of their startups (63 percent).[endnoteRef:40] Philippines’ strong economic potential and large population makes it an attractive market for Venture Capital and Private Equity (VCPE) investors (Table 23). According to the latest VCPE Country Attractiveness Index, [endnoteRef:41] Philippines ranks 42 out of 125 countries. Moreover, the country has gained three positions since 2014. Venture Capital and Private Equity (VCPE) index measures the attractiveness of countries for investors in the venture capital (VC) and private equity (PE) asset classes. It provides the most up-to-date aggregated information on the quality of the investment environment and an assessment of the ease of transaction-making in 125 countries. According to the 2018 VCPE Country Attractiveness Index, Philippines ranked in the middle when compared to regional and structural peers.  [40:  PwC. 2017. “Off to a great start: The Philippine startup ecosystem”. Available on online at http://www.pwc.com/ph/startup. ]  [41:  The index measures the attractiveness of countries for investors in the venture capital (VC) and private equity (PE) asset classes. It provides the most up-to-date aggregated information on the quality of the investment environment and an assessment of the ease of transaction-making in 125 countries. Refer to Groh A et al (2018).] 

[bookmark: _Ref8049061]Table 23: VCPE Country Attractiveness Index*
	Country
	Rank
	Score

	Malaysia
	13
	83.1

	China
	18
	80.7

	Thailand
	27
	72.2

	Indonesia
	37
	64.3

	Philippines
	42
	61.3

	Vietnam
	43
	60.7

	Kenya
	53
	57.6

	Sri Lanka
	55
	57.3

	Pakistan
	63
	53.2

	Morocco
	64
	52.9


		Source: Groh A et al (2018) Global Venture Capital and Private Equity. *Covers 125 countries.
Skills
42. Skill mismatch also pose a barrier in realizing productivity growth. In addition to restrictive labor regulations and high labor costs, skills mismatch further exacerbates labor market issues in the Philippine. While firms in the Philippines are less likely to report workforce skills as an obstacle to doing business, there was an increase in the number of firms that reported inadequate workforce skills.[endnoteRef:42]  [42:  World Bank Enterprise Survey (2017).] 

About one-third of employers reported having unfilled vacancies due to a lack of applicants with the necessary skill set. Most of these missing skills are not forms of academic knowledge or technical acumen, but rather socio-emotional skills.  Moreover, inadequate experience among applicants and a lack of applicants for the advertised position are among the most frequently cited reasons for unfilled vacancies. Workers with completed tertiary education spend an average of 5.5 weeks searching for a job, far longer than the average time spent by workers with lower education level. Unemployment rates also increase with education level. About 80 percent unemployed workers have a completed secondary education or higher. Another issue of concern is the outflow of skilled labor in the Philippines. There is evidence of a shortage of skilled jobs, which may provide a plausible explanation to a larger share of emigrants relative to country peers. Additionally, emphasis on skills that enable technologies for the workers are worthwhile to consider as this may pose a future problem. 

43. Repatriating Filipinos can be a source of knowledge transfer to improve the knowledge base and skills of the workforce. Repatriating citizens are part of a diaspora community that often holds some of the top talent, and they contribute to startup and job creation in the local environment. Many governments in emerging economies are implementing programs and initiatives to re-engage their respective diaspora communities. For example, in 2008 the Chinese government enacted the Thousand Talents program to incentivize overseas Chinese “global experts” (scholars and innovators), particularly in STEM, to work in China through financial, travel, residency, and a range of other benefits.  In India, diaspora members can apply for the Central Government’s Overseas Citizenship of India (OCI) status, which entails visa-free access to India, residency, participation in business and certain educational and financial, but not political benefits.  In the Philippines, Senate Bill 1324 or the Balik Scientist Act was introduced in early 2017, which sought to offer benefits, incentives and privileges to returning Filipino experts to share their expertise and knowledge. The Bill aims to spur scientific and technological advancements in the country, contribute to nation-building, and nurture inclusive growth. 

44. Collaboration between the government and the private sector to address market skills needs can be enhanced. Currently, DICT has been working to implement programs in high schools and universities to increase the number of coders throughout the Philippines to 10,000 by 2023 (thereby decreasing the skills gap in the country).  However, the means for improving education in technical areas needs to go beyond the government: while it is well-equipped to work on overhauling the entire education system to infuse a focus on digital skills throughout primary and secondary school curricula, it should not be working alone. This is another case where the private sector can play a role, not only through one-off hackathons and bootcamps, or training programs targeting older employees looking to up-skill, but through more partnerships with schools and universities. In Malaysia for example, Google partnered with local universities through its Ignite Program, which works with universities to provide thousands of students digital marketing training and giving them the opportunity to work directly with employers. 


36. The Philippines has strong human capital that can support entrepreneurship. According to the 2018 Global Entrepreneurship Index, the Philippines ranks relatively well against its peers in terms of having well-trained entrepreneurs who are motivated by opportunity instead of necessity (
37. 
38. [bookmark: _Ref8047189]Figure 24). The population also is deemed to have the necessary skills to start a business, outpacing China and Malaysia for example. This strong performance can be attributed to entrepreneurial education at the primary, college, and vocational levels. In fact, entrepreneurial education is mandated by law in higher education, and is also offered as both bachelor’s and master’s degrees. There is also a strong prevalence of incubator programs offering trainings, business plan development, and opportunity identification for youths. Another factor boosting the entrepreneurship ecosystem is the role repatriating Filipinos played in establishing start-ups (a growth spurt between 2013 and 2016) and contributing to knowledge transfer in the ecosystem[endnoteRef:43]. [43:  Interviews with Endeavor and Ideaspace. One example is Edukasyon, an online platform empowering students to create more informed higher education decisions, through (1) a comprehensive database of 14,000+ colleges, 80,000+ courses and 4,000+ scholarships locally and abroad; (2) online career guidance to increase understanding on education pathways to their dream career; and (3) an online college application service. The two founders are both educated in the United States. It has received four rounds of pre-series A funding from VCs in the US (KSR Partners), France (French Partners), UK (Mustard Seed), and India (Villgro).] 


Figure 24: Human capital capabilities in Philippines vis-à-vis peers

Source: GEDI, 2018 Global Entrepreneurship Index.[endnoteRef:44] [44:  Note:  Human Capital (Are entrepreneurs highly educated, well trained in business and able to move freely in the labor market?); Startup skills (Does the population have the skills necessary to start a business based on their own perceptions and the availability of tertiary education?); Opportunity startups (Are entrepreneurs motivated by opportunity rather than necessity and does governance make the choice to be an entrepreneur easy?)] 


39. Entrepreneurship is supported by learning-by-doing and education. According to the 2017 Philippine startup survey,[endnoteRef:45] majority (87 percent) of startups indicated to have either worked as employees in other firms (prior to becoming entrepreneurs) and to have started other businesses before operating current startups (66 percent). Education is an important factor since 90 percent of founders interviewed have at least bachelor’s degrees, although only 27 percent of founders have IT or computer science academic background.  [45:  See “Off to a great start: The Philippine startup ecosystem” (2017) which represents the first systematic attempt to understand the startup landscape in the Philippines. It is based on a startup survey of over 100 CEOs and founders. The report has been undertaken jointly by PWC, QBO Innovation Hub, DTI and DOST.] 


40. Yet, the supply of scientific and technological knowledge, a niche area for innovation, is somehow lacking. Based on World Economic Forum’s Global Competitiveness Index, the country posted the weakest performance in university-industry R&D collaboration, country capacity to attract and retain talent, research institution quality, scientists and engineers’ availability, and government technological procurement capability vis-à-vis peers such as China and Malaysia. In magnitude terms, there are currently 165 per million Filipino R&D personnel. Yet this is significantly lower than the recommended 380 per million by the United Nations Educational, Scientific and Cultural Organization for scientific discoveries and technological developments.[endnoteRef:46] [46:  DOST, (2015). Statistics, Science and Technology. ] 

[bookmark: _Ref8047217]



Figure 25: Knowledge ecosystem conditions
Source: WEF, GCI

45. Further, ICT skillsets in the Philippines lag high-tech innovation driven economies (e.g., Singapore). According to the International Telecommunications Union’s Global ICT Index, which measures ICT access, ICT use, and ICT skills, the Philippines ranks 101th out of 175 economies in the overall index, and 86th in the skills sub index. ICT skills are measured by the mean years of schooling, secondary gross enrollment ratio, and tertiary gross enrollment ratio. The Philippines scored lower than Singapore on all fronts: 9.3 years, 88.4 percent, and 35.8 percent compared to 11.6 years, 97.2 percent, and 69.8 percent respectively[endnoteRef:47]. Moreover, qualitative interviews with ICT firms (start-ups) and venture capitalists point to the mismatch between technical skills taught in classrooms and market needs: firms need to invest in extensive trainings for new hires (including graduates which have ICT-related degrees)[endnoteRef:48] or hire data scientists from abroad to implement the work[endnoteRef:49]. The lack of a pipeline of good talent points to challenges in reaping job creation potential in high-technology sectors as well as creation of a base of innovation-based entrepreneurs in the country. [47:  International Telecommunications Union, (2017). Global ICT Index]  [48:  Interviews with Stratpoint and Ideaytech.]  [49:  Interview with Endeavor] 

Infrastructure
46. The Philippine economy suffers from large infrastructure gaps and high utility costs. The poor state of most infrastructure markets is reflected in the Philippines’ ranking in its quality of infrastructure—ranking 92 out of 140 countries in the 2017–18 World Economic Forum (WEF) Global Competitiveness Report. Both households and firms suffer from the large infrastructure gaps. For instance, only 15 percent of households have access to fixed broadband due to its high cost and low quality. The network of piped sanitation is also limited, resulting in only 4.5 percent of households having connected toilets. Filipino firms face some of the highest utility and trade costs in the region due to limited infrastructure and weak market competition in infrastructure markets. For instance, at nearly $0.15 per kilowatt hour, Philippines has the highest cost of electricity in the region. The high input costs generated by these infrastructure markets discourage private sector investment and subsequent job creation. 

47. Infrastructure connectivity is average when compared to peers, and there are substantial government efforts to boost connectivity. The Philippines ranks 5th among Southeast Asian peers in terms of access to physical infrastructure.[endnoteRef:50]  For ICT connectivity in particular, useful for digital and technology-based startups, Speedtest's Global Index for October 2017 shows that the country ranks 7th with a download speed of 13.5 mbps, faring better than Cambodia, Laos, and Myanmar at 11.46 mbps, 9.31 mbps, and 7.40 mbps, respectively. In comparison, Singapore has a substantially higher speed of 148.62 mbps.[endnoteRef:51] Government efforts to boost infrastructure nonetheless are underway—Its $180 billion national infrastructure plan, “Build, Build, Build”, is currently undertaking 75 flagship projects on infrastructure related to airports, railways, roads and bridges, seaport, as well as fiber optic cables and wireless technologies to improve internet speeds.[endnoteRef:52] Further, DICT also plans to provide bandwidth access across the Philippines (both urban and rural locations) through the Free Wi-Fi Internet Access in Public Places program. Seeking to provide at least 48,000 Wi-Fi hotspots across the country (equivalent to 99 percent connectivity rate), there are roughly 283 free public hotspots to-date.  [50:  UN Economic and Social Commission for Asia and the Pacific, (2017). Asia-Pacific Countries with Special Needs Development Report ]  [51:  Speedtest, (2017). Global Broadband Index]  [52:  MEDEF, (2017)] 


48. Further improvements in infrastructure connectivity, particularly on digital infrastructure[endnoteRef:53], will come not only from addressing hard infrastructure bottlenecks but also soft infrastructure, such as lack of customer readiness. While the country ranks 13th out of 34 countries (faring better than Malaysia and Hong Kong) in MasterCard’s Worldwide Mobile Payments Readiness Index, with Singapore taking the number one spot,[endnoteRef:54] one of the major factors curbing the Philippines’ higher placement on the list is its comparatively weak level of customer readiness.[endnoteRef:55] In fact, current e-commerce penetration level in the Philippines is the lowest in the region (Figure 26). Overall, Philippine businesses trail in using the internet to connect to consumers. The Philippines ranks 51 (out of 139 countries) in the Internet use for business-to consumer transactions ranking index of WEF’s 2016 Global Information Technology report. This ranking is compared to Thailand (39), China (32), Indonesia (28), and Malaysia (26). [53:  This refers to digital payments that can facilitate the business of the majority of digital startups and traditional entrepreneurs going through the process of digitizing their businesses.]  [54:  MasterCard Worldwide, (2016). Mobile Payments Readiness Index]  [55:  The MasterCard Mobile Payments Readiness Index is a data-driven, quantitative survey of the global mobile payments landscape. Scores are derived from an algorithm comprised of over 50 inputs, including economic data, demographic data, telecommunications data, payments industry data, and proprietary consumer research.] 

[bookmark: _Ref7792051]Figure 26: Adoption of E-commerce in the Philippines
[image: ]
Source: Euromonitor.
49. Intermediary organizations (both public and private) supporting the entrepreneurship ecosystem exists: while there are some interconnections between organizations at each phase of startup development, ecosystem activities remain largely fragmented. In terms of interconnections, early stage founders seeking a solid program on the basics of startup development may attend Founders Institute, whereas startups that have pre-established business models may attend Spring Valley or QBO Innovation Hub. Once a startup is ready to scale up, it may approach Endeavor or other similar ventures. Yet, these support organizations remain relatively few. Also, while there are some partnership activities among ecosystem actors, many of these actors implement activities in silo (Figure 28). In general, fragmentation of ecosystem activities exists on two levels: (i) cohesion between actors working towards providing support for entrepreneurs; and (ii) between the key national government departments tasked with supporting entrepreneurship (i.e., DTI, DICT, and DOST). To-date for example, there is no clear leader (e.g., public or private sector) facilitating the growth of the entrepreneurship ecosystem and connecting the existing stakeholders, although the government has established the Philippine Startup Business Council as the primary “mover-liaison” between and among the stakeholders of the startup community.[endnoteRef:56] This fragmentation has led to uneven support for startups, lack of information flow on startup support initiatives (there remains confusion about the roles and responsibilities of government agencies tasked with supporting startups), among others. [56:  DTI, (2016). The Startup Ecosystem Development Program] 

[bookmark: _Toc12503518]Internal firm constraints

50. Internal firm factors relate to entrepreneurial and managerial capabilities and technology adoption/innovation which are considered central for raising productivity. Weak firm capacity to innovate limits productivity growth. Productivity growth is influenced by the capabilities and incentives of firms to innovate. Entrepreneurship and innovation at firm level requires enhancing firm capabilities for innovation and technology learning that in turn affects productivity growth. Technological learning at the firm level implies an increased ability for firms to absorb these effectively and thus the need to invest in a firms’ absorptive capacity.  

51. According to the Global Innovation Index Report - that ranks innovation capabilities across world economies – Philippines is pegged 73rd out of 127 countries, behind Singapore (7th), China (22nd) and Malaysia (37th), Vietnam 47th but above Indonesia (87th). Philippine firms are less likely to adopt existing technologies than firms in peer countries. For instance, only 9 percent of firms in the Philippines have internationally recognized quality certifications and only 11.2 percent of firms use technology licensed from foreign companies, lower than in most peers.

52. The Philippine national innovation system needs improvement.[endnoteRef:57]  For firms to reach the technological frontier, policies and institutions need to focus on building the capabilities of the private sector and removing the constraints to developing a mature National Innovation System. Many parts of the NIS are underdeveloped and the linkages between elements of the innovation ecosystem are not working effectively in the Philippines. In addition to the supply and demand for knowledge, solving the innovation problem depends on the set of incentives and policies that can facilitate the investments and transfer of knowledge.  For instance, the high level of market dominance and the presence of inefficient business regulations in the Philippines are not conducive for innovation. The country ranks low in terms of availability and quality of research capital and availability of scientists and engineers. Philippines spending on R&D is merely 0.1 percent of GDP, compared with an average of 0.9 percent of GDP among regional peers, and an average of 0.4 percent of GDP among structural peers.  [57:  See Innovation Paradox, World Bank (2017). The National Innovation System (NIS) frames the scope of innovation policies and institutions to a wider view of markets, institutions, and individuals and the links among them. On the demand side, it helps identify the key constraints faced by enterprises – i.e. existing firms and new/start-ups while on the supply side it shall review the research sector (GRIs and universities), business development services. Innovation infrastructure includes a country’s accumulated knowledge stock and talent pool; national investment and policy priorities -- such as higher education spending and intellectual property protection; the availability of information technology infrastructure; and openness to competition, which will exert a cross-cutting impact on innovation across sectors.] 


53. Corporations can make the most disruptive impact on startups, by encouraging innovation, investing and/or acquisition. Early data from the Harvard Business Review show that contrary to popular perception, venture capital does not necessarily play a major role in directly funding basic innovation; rather, it is through other entities such as corporations. Looking at the startup acquisitions made by Chinese e-commerce giant (Alibaba) in 2016 in various sectors ranging from media, entertainment, electronics, mobile, and transport space , the dual value added of working with startups can be observed: on the one hand, there is a self-serving expansion of Alibaba’s empire of offerings and services; on the other hand, start-ups gain a new partner (including fresh capital, knowledge and experience) to help entrepreneurs blaze through the growth cycles. Similar to that of Alibaba, Philippine telecoms company Globe funds Kickstart Ventures, a key local investor for growth-stage firms in the digital space. Through this investment, Globe is able to keep track of trends in the market and have direct access to high-potential start-ups. For example, Kickstart Ventures hosts a ‘deal day’ on behalf of their network with Globe, Ayala, Singtel, and a range of other C-level executives from major companies which are all keen to find start-ups who can address some of their problems or provide new solutions.   
	Figure 27: Constraints to Innovation activities – MSMEs vs. large firms
	
[image: ]

	Source: 2015 Survey of Innovation Activities, Philippine Institute for Development Studies.

54. High cost of innovation, insufficient resources, market dominance, and lack of skills are the most prominent factors that prevent firms from innovating in the Philippines (Figure 27). Firms within Philippines point to the high cost of innovation as the primary factor that prevent them from engaging in innovation activities in the country, followed by lack of funds from within firms and external sources. Moreover, market dominance and lack of qualified personnel are also important factors that discourage innovation, especially among micro, small, and medium enterprises (MSMEs). As expected MSMEs are less likely to innovate than large firms (Figure 28).
Fig: 28 Innovation constraints: MSMEs vs. large firms
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Source: 2015 Survey of Innovation Activities, Philippine Institute for Development Studies.

[bookmark: _Ref514186052][bookmark: _Ref498427123]
41. Summary of demand analysis. The above analysis reveals that MSMEs in the Philippines face constraints in multiple dimensions that affect productivity and growth. The constraints include external factors – ranging from high costs of doing business as well as establishing a new business; regular barrier dampen market conditions; high trade costs which reduce opportunities for MSMEs to access larger markets environment among other regulatory distortions in labor regulations and taxation. There are also missing or weak complementarities in the area of finance and skills as well as infrastructure. Lastly, internal factors – covering weak internal capabilities, human capital and skills and technology dampen prospects of productivity growth. Remedial measures call for a combination of policy reforms and strengthening of programs for private sector to improve the operating environment of the firms (i.e. by resolving market failures, removing distortions) and within-firm performance (i.e. by building skills and managerial capabilities, technology adoption), as well as entry of new firms. 





4. [bookmark: _Toc10740044][bookmark: _Toc12503519]MSME and Entrepreneurship Policy Framework
42. The previous section reveals that enterprises across firm cycle in the Philippines face multiple constraints that affect productivity, entrepreneurship, and growth. Many countries invest significant public resources in a variety of MSME support programs as part of their development strategies and plans and accordingly establish dedicated public-sector institutions to coordinate and implement these programs. MSME interventions are justified on the basis of market failures (e.g. incomplete markets) as well as institutional and coordination constraints (Figure 29).   Direct and indirect interventions – ranging from financial and non-financial policies and programs – are deployed across multiple agencies to address the external and internal constraints faced by enterprises. Direct interventions may include subsidized credit lines, trainings, consulting services etc.  Indirect intervention may include changes in the institutional environment – regulatory and tax simplification policies - and competition reforms. MSMEs programs, nonetheless, have a mixed record. Identifying the market failures and binding constraints for enterprise growth in a country context is critical to the mix of policies and programs that are selected. However even when the correct constraints are identified, some instruments may perform better than others based on the specific modalities of each support instrument.  

[bookmark: _Ref7012012]Figure 29: Typology of market and institutional failures and interventions
[image: ]
Source: Adapted from Carvo T. and C. Piza (2016)

43. This section briefly reviews the GoP’s strategic plans and priorities for supporting the growth of MSMEs as an integral part of the country’ development vision. The assessment can be undertaken at two levels: the strategic and high level that reviews government priorities and goals/targets as set in the key national documents and laws to support MSMEs; and at the program and policy level (i.e. instrument level). The section briefly assesses the recently concluded MSMED Plan, and lays out the priorities set in the new MSMED Plan. It also set stage for the program level analysis that will be undertaken in section 5 and 6, using the PER methodology. 



[bookmark: _Toc10740047][bookmark: _Toc12503520]MSME Plans and Policies

44. The GOP’s National Development Plans and strategies articulate the prioritization of the MSMEs and entrepreneurship. Since 1991 several MSME plans, policies and programs have been instituted to support MSMEs in the Philippines (Annex 3). As the implementation of the new MSME Development (MSMED) Plan 2017-2022 gains momentum with an expansion of MSMEs support programs, it is appropriate to take stock and learn lessons from implementation of past plans and on-going program to strengthen the MSME and entrepreneurship support mechanisms in the Philippines. 
The existing MSME programs are anchored in a range of strategic national plans, including the recently concluded MSMED Plan from 2011-2016. Annex 3 lists the key national plans as well as the laws that underpin some of the programs. 

45. The recently completed MSME Development Plan 2011-2016 aimed “to promote, support, strengthen, and encourage the growth and development of MSMEs in all productive sectors of the economy”. The twin outcomes sought under the concluded MSME Plan was to generate 2 incremental million jobs in the MSME sector, and to increase contribution of MSME sector to 40 percent in 2016 from 26 percent in 2006. Focus areas of support included improvement in business environment, access to finance, access to markets, and productivity and efficiency of MSMEs. The Plan was implemented through MSMED programs of various participating government ministries/agencies with governance and secretariat support from the national and provincial MSMED councils, the regional offices of the Department of Trade and Industry (DTI), and the Bureau of Micro, Small and Medium Development (BMSMED). 

46. Looking ahead, it is instructive to draw lessons from the recently concluded MSME Development Plan 2011-2016.[endnoteRef:58] In undertaking the assessment, the focus is three-fold: (i) reviewing the alignment of articulated policies and priorities vis a vis the productivity constraints faced by MSMEs, as discussed earlier; (ii) what is the pace of progress made vis a vis the priorities and targets set, including governance and implementation issues; and (iii) highlight gaps, if any, based on the review as well as lessons learned for strengthening the MSME framework and policies, going forward.   [58:  This draws on the Mid-term Evaluation of the 2011-2016 MSMED (Jan. 2014) and empirical literature and interviews with stakeholders held during 2018 mission.] 


47. While the twin outcomes of the Plan were considered pertinent for the country, the MSMED Plan is challenged on reporting results because of basic problems in measurability and timeliness of data availability. The macro employment data indicates that employment growth has been impressive, attribution of the outcome to the four focus areas of support is difficult to ascertain without analytics that shed light on the key market failures and MSME constraints. Moreover, quality of jobs is a key issue. With regard to the objective of increased contribution of MSMEs, it is hard to determine progress in the absence of data and logical framework. Progress is reported vis a vis the focus areas of business environment, access to finance and productivity and efficiency. Access to markets is reported to have declined. Without independent studies these claims are challenging to verify particularly as the M & E progress data was not available due to lack of financial and human resources. In addition, governance and implementation challenges have been highlighted. The effectiveness of MSMED councils was affected by lack of progress data and funds, and the weak governance links between the national and provincial levels. These findings provide important insights and lessons learnt as the GoP implements the new MSMED Plan.

48. The priorities outlined in the new MSMED Plan 2017-2022 are broadly aligned to the constraints faced by MSMEs. The three focus areas for the Plan include: (i) Business Environment with emphasis on improving the business regulatory requirements and procedures as well as maximizing access to finance; (ii) Business Capacity with the aim of strengthening human capital development and improving innovation and technological competitiveness of MSMEs to transform and create new business models and enterprises; and (iii) Business Opportunities with the aim of broadening access to markets. The priority focus areas are broadly aligned to the constraints faced by MSMEs in the country (fig. 30). For instance, reforms in the operating environment (external factors) and capacity of firms (internal factors) that constrain MSMEs in the Philippines. How successfully these constraints are addressed depends on how specific policies and program level interventions are designed and implemented.  This will be the focus of the PER.


			Figure 30. PHILIPPINE’s MSMED Plan Development 2017-2022 Framework
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		Source: Government of Philippines (May 2018), MSMED Plan Development 2017-2022 



[bookmark: _Toc12503521]Emphasizing Entrepreneurship and start-ups 
49. Promoting entrepreneurship[endnoteRef:59]  is a key pillar of the Government’s MSME Development Plan 2017-22 that underlines the need to “create new business models and enterprises” through improved business environment, business capacity and opportunities.[endnoteRef:60] Empirical evidence from across countries indicate that start-ups and younger firms grow faster and contribute more to net job creation and aggregate productivity growth.[endnoteRef:61] Because innovation, by definition, is putting new products, services, or processes into use, enterprises are the main innovators. New firms are also a source of competitive pressure on incumbents, thus contributing to higher productivity. With emerging technologies,[endnoteRef:62] combined with existing digital and information technologies, the GoP recognizes that start-ups can potentially contribute to realizing its MSME goals.[endnoteRef:63] By supporting startups, the Philippines aims to enhance its productivity and also carve out a role for itself in the increasingly new innovation-driven and emerging tech-centric global economy.  [59: This report uses the term “early stage entrepreneurs” and “start-ups” interchangeably, and clearly differentiates them from conventional SMEs or livelihood focused microenterprises that do not promote innovative products/processes or business models.]  [60:  In line with the Government’s priorities, the overall Programmatic MSME ASA focuses on both existing innovative firms as well as new firms. The latter is the focus of this note while the former is being covered under the productivity note. It is worth emphasizing that the approach to study new and early stage entrepreneurship versus entrepreneurship in existing firms is driven primarily due to different data and methodology.]  [61:  For Colombia, see Eslava and Haltiwanger, 2015. Census data for Moroccan, Tunisian and Ethiopian firms, also indicates that startups and large firms account for the bulk of net job creation (Freund 2011). New research by the World Bank (2018), focusing on a select group of 11 developing countries across the globe, supports the earlier findings that high growth episodes tend to be drawn from a younger population of firms vis a vis an average firm but they are not necessarily small. Moreover, these can be found across sectors and are not necessarily more common in high-tech industries.  ]  [62:  The emerging technologies cover robotics, 3 D printing, artificial intelligence (AI) and machine learning), the Internet of things, cloud computing and cognitive computing. Together the new and existing technologies can catalyze systems new systems in distribution and procurement, new systems in the development of products and services, among other things.]  [63:  To support these goals, a Startup Ecosystem Development program 2016-2021 has been rolled out, and a new Innovative Startup Act has been recently approved. Details are discussed under section 4.] 


50. The Government is keen on supporting the emerging startup ecosystem in the Philippines. To help underpin the private sector dynamism, the GoP has increased its efforts to support startups through various policies and programs. Following on the 2015 Philippine Startup Roadmap, the GoP has recently approved the Innovative Startup Act (2018). As the national agency responsible for making a globally competitive and innovative industry and services sector, the Department of Trade and Industry (DTI) promotes the development and scaling up of the local start-ups through its Startup Ecosystem Development Program 2016-2021, (SEDP). 

51. Entrepreneurship encompasses multiple dimensions and contributes to diverse economic outcomes. Defining and distilling the heterogeneous concept of entrepreneurship is essential for policy-making as it has significant implications on performance outcomes and impact. Supporting “innovative” vis-a-vis “necessity” entrepreneurs, for example, may call for distinctly different policy responses.[endnoteRef:64]  Enterprise life-cycle is another dimension to consider (fig. 31). Constraints facing firms vary along the entrepreneurship path. Early stage entrepreneurship (i.e. start-ups including pre-seed, seed stage)[endnoteRef:65] may face very different constraints/needs than firms at a later stage of maturity (growth, developed and established firms).[endnoteRef:66] Similarly, the specific instruments to support enterprises will largely depend on the life cycle stage of the firm.[endnoteRef:67] Indeed, many entrepreneurial policies are flawed precisely because they fail to distinguish between these heterogeneous sets of entrepreneurs and stages of firm life cycle. [64:  Schoar (2009) defines “necessity” (or subsistence) entrepreneur is someone who engages in entrepreneurial activity primarily as a means of providing subsistence income to himself/herself. Subsistence entrepreneurs typically do not aspire to grow the business to the point of creating employment opportunities for workers outside of their immediate family. On the other hand, “innovative” (i.e. “growth” or “transformational” or “opportunity”) entrepreneur is one who aims to create large, vibrant business that grows much beyond the scope of an individual’s subsistence needs and provide jobs and income for others. ]  [65:  For this report when referring to startups, we subsume pre-seed and seed stages.  Pre-seed starts from the point of inception when an initial product or idea is developed (i.e. idea stage) to the point where a product demonstrating basic design features is developed (also called “minimum via product). At the seed stage, startup funding is sought by marketing and selling of products to potential funders.  ]  [66:  For instance, accessing finance at the start-up stage is much more challenging than at the mature/established stage. Unlike the latter stage, specifications of an innovative product at start-up stage are not very visible to the financers. Private sector financers are thus more reluctant to invest in startups which may be on the ideation/pre-seed and seed stages and thus may have yet to prove that their products or services work.]  [67:  For example, incubation services may support the creation of start-ups, but they address neither the post-entry growth barriers nor the market impediments facing established SMEs, such as family businesses. In addition, sectoral differences may also play a role.] 


Figure 31: Firm life cycle – Ecosystem to support Entry and Growth of Productive Enterprises 

[image: ]
Source: SME Action Plan, World Bank 2016
52. Early stages of firm life cycle are considered the riskiest and underscore the rationale for public policy. Market failures and constraints vary along the stages of the entrepreneurship and innovation process (8).[endnoteRef:68] Early stage entrepreneurs often need to prove early adoption traction to reflect and/or have a minimum viable product before private investor interest can be elicited to finance the startup. As agents of innovation, start-ups may under-invest in innovative activities as they may not capture all the private returns to innovation.[endnoteRef:69] There may be constraints in the operating environment – ranging from distortive market conditions, competitive, regulatory and trade policies – that can hamper growth prospects, particularly for startups. In addition to the external constraints, entrepreneurs may face internal productivity constraints (Figure 10).[endnoteRef:70]  For instance, managerial and entrepreneurial capabilities which are considered important factors for growth may be lacking (World Bank 2017). Together these constraints and market failures underpin the role of public policy in supporting entrepreneurship. Governments may provide programs/services – from business development training to financing - that target start-ups. [68:  Aside from asymmetric information being the highest in the earliest stages, it is typically presumed that externalities are higher in earlier stages than in later stages of the innovation process, when in principle firms are better able to capture the benefits from their innovation. Both types of market failures are used as justification for Government intervention.]  [69:  This is due the possibility of others copying their ideas and creating spillovers.]  [70:  This draws on the framework from Cusolito and Maloney (2018). External factors are generally deemed outside the control of the individual firm while internal factors are considered within the control of the firm. Nonetheless, this categorization has limitation as the internal factors – e.g.  human capital and innovation needs - may also be affected by the external environment. It is worth emphasizing that external and internal factors to the firm that affect productivity, innovation, and entrepreneurship performance are interlinked and also affect each other.  ] 

 
53. Experience from across the world suggests that entrepreneurship evolves organically within ecosystems through the actions of many stakeholders, including but not limited to the government. The entrepreneurial ecosystem is the business environment in which entrepreneurs undertake their business activities, and the set of connections that support this. It includes “a set of interconnected entrepreneurial actors, entrepreneurial organizations (i.e. firms, venture capitalists, business angels, and banks), institutions (i.e. universities, public sector agencies, financial bodies) and entrepreneurial processes which formally and informally coalesce to connect, mediate and govern the performance within the local entrepreneurial environment”.[endnoteRef:71] In addition to government programs/services and policies, there are private sector business incubators and seed accelerators, education/training institutions as well as venture capital financing that support entrepreneurs and start-ups. It is thus important that the government’s efforts in catalyzing and enhancing the development of the entrepreneurship ecosystem is done in partnership with other players.[endnoteRef:72]  [71:  Mason C. and Brown R. 2014. ]  [72: There may also be non-governmental organizations - such as small-business associations and private foundation grants - that offer advice and mentoring to entrepreneurs (e.g. through entrepreneurship centers or websites). Multilateral and bilateral development partners also support entrepreneurial programs.] 


54. Cognizant of the challenges faced entrepreneurs, the Philippine government has implemented various policies and programs over the past decades to foster entrepreneurial growth. Multiple agencies that are tasked in supporting this agenda - from DTI, DOST and DICT. Key government documents are the PDP and the MSME Development Plans 2011-2016/2017-2022. The PDP outlines objectives to spur economic growth through provision of strategies to develop globally competitive industry and services sectors as well as encouraging the culture of entrepreneurship. 

55. Other government documents go deeper to recognize the roles of particular types of entrepreneurs: start-ups in the digital economy. For example, the Philippine Export Development Plan 2015-2017 calls for government priority in boosting digital economy exports (especially goods and services produced by MSMEs) given their high growth and scalability potential via the internet. The plan lists the enhancement of innovative capacity of the export sector by creating “an innovation ecosystem for startups and other businesses” as one key strategy. The Philippine Roadmap for Digital Startups 2015 outlines some action points to develop internet-related innovation in the Philippines in order to boost economic growth. These action points are relevant to internet startups, including protecting IPR, spurring internet infrastructure, improving R&D and education and enhancing internet-related legislations and policies. This roadmap sets a target of achieving by 2020 at least 500 Philippine startups with a cumulative valuation of $2 billion, resulting in 8,500 high-skilled jobs created, 1,250 startup founders, 15,166,684 users acquired and 719,737 paying customers.

56. Relevant laws for startups include the Go Negosyo Act 2015 and Innovative Startup Act 2018. The Go Negosyo Act 2015 seeks to promote MSME development by establishing Negosyo Centers around the country and creating Start-up Funds for MSMEs. Negosyo Centers are one-stop shops for business registration and business development assistance for MSMEs. Start-up Funds for MSMEs is to be sourced from MSME Development Fund and BMBE Fund, with the goal of providing funding for MSMEs in priority sectors cited in MSMED Plan. The Innovative Startup Act 2018[endnoteRef:73] provides “innovative startups” with financial/non-financial support benefits (such as easier business registration procedures, grants, fee exemptions from using government equipment and facilities, visa application subsidy, tax exemptions). All of this support will be housed under the Innovative Startup Development Program. [73:  http://www.senate.gov.ph/press_release/2018/0516_prib3.asp] 

[bookmark: _Toc12503522]Supporting the growth of the Entrepreneurship Ecosystem
57. In order to better support MSMEs and startups particularly, the PDP highlights the need to expand economic opportunities for MSMEs in the industry and services sectors, all with the aim of eventually graduating to a knowledge economy. However, to make this jump, the PDP needed to shift the focus and investment towards improving the policy and regulatory environment, and introducing new mechanisms to support not only MSMEs, but startups, “techno-preneurs,” and more innovative entrepreneurs who promote science, technology and innovation-based businesses. 

58. As a follow up to the PDP’s desired enhancement of the innovative capacity of the export sector, creating “an innovation ecosystem for startups and other businesses” became a key part of the strategy. From this the Philippine Roadmap for Digital Startups 2015 was born. The Roadmap outlines five action points to develop internet-related innovation and boost economic growth: 
Action Agenda #1:  Increase culture and collaboration
Action Agenda #2: Address legal and regulatory barriers
Action Agenda #3: Support through government services, capital and resources
Action Agenda #4: Create a national innovation council	
Action Agenda #5: Establish a Philippine innovation economic zone 
59. These action points include protecting IPR, spurring internet infrastructure, improving R&D and education and enhancing internet-related legislations and policies, with a target of achieving at least 500 Philippine startups with a cumulative valuation of $2 billion, resulting in 8,500 high-skilled jobs created, 1,250 startup founders, 15,166,684 users acquired and 719,737 paying customers by 2020. These are ambitious goals but at its core demonstrates a clear recognition of the importance and value of startup support. 

60. In the final landmark step towards government-mandated support of the entrepreneurship ecosystem was the Startup Ecosystem Development Program (SEDP) 2016-2021. Recognizing the role of early stage entrepreneurs, the SEDP proposed measures to create “high growth and high impact” startups to contribute to growth and job creation. Among its action points was to create a national startup business council and establish a Philippine startup economic zone.








[bookmark: _Toc10740048][bookmark: _Toc12503523]Policy Effectiveness Review

61. The supply side analysis focuses on the set of policies and program interventions that are deployed to address the demand constraints and needs of the MSMEs. In undertaking this analysis, the report deploys the Policy Effectiveness Review (PER) methodology developed by the World Bank (see Annex 3). After presenting the overarching policy framework for MSMEs and entrepreneurship and the priorities set by the GoP, the PER focuses on the MSME programs currently under implementation by the Department of Trade and Industry (DTI), and the Department of Science and Technology (DOST).  

62. Policy Mix component: The first component of the PER undertakes a policy mix analysis to assess if the current policy framework for entrepreneurship and MSMEs is in line with government priorities as well as the needs of the MSMEs. The focus is on the alignment between programs and outcomes. This is the focus of section 5.

63. Functional review component: The functional review undertakes a detailed analysis of the design and implementation of selected programs under the two departments. This is the focus of section 6.
 Based on the above analysis, key findings are presented along with a menu of policy options for strengthening the effectiveness of MSMEs policies are captured in the executive summary.


5. [bookmark: _Toc10740049][bookmark: _Toc12503524]The assessment of the Quality of the Policy Mix
64. This section summarizes the findings from the analysis of the quality of the policy mix for firm-level innovation and SME development in the Philippines. This analysis is part of a larger task that seeks to review key MSME support programs, with a focus on analyzing the policy mix, and assessing key supporting systems and procedures to design and implement these programs. 
[bookmark: _Toc10740050][bookmark: _Toc12503525]Approach
65. The framework for analyzing the quality of the policy mix compares the policy priorities for SME development and innovation with the set of policy instruments. At its core, the analysis goes from descriptive to prescriptive analytics by evaluating the coherence between priorities and the portfolio, and by assessing the internal consistency of the policy mix. Since the policy portfolio tends to grow organically, it is common to find some degree of fragmentation, overlapping policies and legacy programs which is ready for rationalization. 

66. The overview of the analytical framework in the figure below (Figure 32) depicts the general approach and presents the three components: 1) Country needs assessments, 2) Composition of the policy mix, and the 3) Coherence and consistency analysis. We present the key questions that the analysis will seek to find answers to.
Figure 32: general analytical framework used for the Policy Mix Assessment[image: ]
Source: WBG, 2018.
67. The framework also allows us to assess internal consistency of instrument in terms of resource allocation. This would include the degree of overlap across directorates and division of labor across responsible units responsible for the policy mix, presence and magnitude of co-financing mechanisms, when these apply, the concentration of instruments with similar characteristics, the likelihood that the magnitude of budget allocation will achieve significant impact, and the likelihood that the timespan of implementation will yield results. The external coherence analysis allows us to evaluate the coherence between the demand for innovation (country’s needs) and the composition of the portfolio of instruments.

68. The main goals under the policy mapping exercise are to collect the data for mapping the portfolio of innovation and SME supporting programs, and to provide the basis for running descriptive analytics and for profiling the portfolio that provides support to firms for innovation. At the end of the process our key counterparts – DTI and DOST, should have a descriptive profile of the instrument portfolio and policy mix. It is worth clarifying that the mapping brings under its scope programs and instruments that fall under the category of market interventions and public goods, and which are regular recipients of government funding. We have deliberately excluded government legal and regulatory instruments that support SMEs, but which do not allocate public funding. For example, the policies of Magna Carta for SMEs, and the Barangay MBEs Act of 2002, which are meant to improve the operating environment of SMEs have been excluded from our analysis. We recognize that removing binding constraints to an enabling environment by expediting delivery of services, streamlining businesses processes, are removing business restrictions and distortions, represent critical areas of support. However, we understand that the mapping of these have been completed through other analyses. 

69. The policy matrix contains a core set of parameters for conducting comparisons and a set of plug-ins to zoom into STI, innovation and SME policies. The component provides the basis for coherence and consistency analysis.   It is worth noting that the inclusion of “instrument” as the unit of analysis: an addition to the PER guidance note (Correa, 2014), which focuses on aggregate budgetary units. Under this approach the framework opens the opportunity to look at design, implementation and governance arrangements, provides an alternative to the lack of expenditure, and represents information, which is supplementary when spending data is not available. However, the framework using the instrument can be more resource intensive than focusing on aggregate budget data as unit of analysis. 
[bookmark: _Toc1911601][bookmark: _Toc10740051][bookmark: _Toc12503526]The data and scope
70. The information provided in this report has been collected through secondary sources The data includes reports of the budget appropriations from the Filipino government, specialized documents from the DTI and DOST, country and donor publications available to the world bank, among others. The dataset of instruments has been shared with government counterparts for validation and verification. The scope of our work included instruments that support innovation and SMEs, from Department of Science and Technology (DoST) and Department of Trade and Industry (DTI), but excluded block funding to Public Research Institutions (PRIs). Budgets represent transfers to beneficiaries and resources in lending programs represent finance available for firm-level innovation and SMEs. 

71. Initially a list of 137 programs that promote innovation were earmarked for further scrutiny. Subsequently, the pool of 137 was reduced to 70 programs for 3 main reasons. First, the initial list contained initiatives that could be better described as components of umbrella programs. For example, a few of the DTI projects represented activities of bigger programs such as Negosyo Center and SMERA and the team decided to consolidate. Second, the team excluded initiatives that have recently ceased to operate. The decision to not include programs that are not active obeyed to the difficulties in gathering data from program managers. Third, the team could not have full access for budgets and expenditures over time. We received several explanations from our focal points in each DoST and DTI for not being able to provide this information, including limitations on how agencies allocate funding, and the lack of detailed accounting systems that would allow for accurately relating funding with activities. Agencies seem to hold discretion to release funds from the overall budget of the department to the program on a demand basis.

72. Data limitations led to conducting analysis using a cross section for 2017 budget for the available programs. This is the year where most of the data was consistently available. We concluded that the gaps in financial data relate to lack of traceability of funding and lack of collaboration (i.e. unresponsive program managers).  Thus, the following sections describe the portfolio analysis related to the 70 programs with financial data available for a cross section of 2017. The findings are organized along the following 3 sections:
· Descriptive profile and concentration of the policy mix
· Scale and redundancies
· Coherence of the policy mix
[bookmark: _Toc10740052][bookmark: _Toc12503527]Descriptive profile and concentration of the policy mix
73. Several agencies are engaged in delivering the SME supporting programs (Figure 33). However, breaking the pattern of expenditures in 2017, revealed that the office of the secretary for Science and Technology with 21% of expenditures, SB  Corp, 17.2%, the Science and Education Institute with 16.1%, and Philippines Science Highschool with 15%, accounted for 68.8% of the total value of resource allocation in 2017 (SB Corp manages the programs for access to finance but we only included the expenditure data for comparison purposes, excluding the capital allocation for lending). These 4 agencies manage substantially more resources than all the rest, through 9 programs. It is worth noting, the Regional Operations Group (ROG) managed 6 SME programs in 2017, which included prominent instruments such Negosyo Centers, Kapatid Mentor Me and OTOP. The DoST executive committee by contrast raised to prominence by its role in managing the largest program under DOST: SET-UP.  It is worth mentioning that the practical responsibility for implementation of SME policy programs rests with the regional and provincial departments of these agencies, particularly in the case of DTI.
	







Figure 33: Value of annual spending by implementing agencies in 2017[image: ]
Source: Authors calculations based on various DTI and DoST sources, interviews with representatives of program management units, and implementing agencies.
74. We analyzed a group of innovation and SME programs that represented a total value of expenditure of PHP 20,4 billion in 2017. The selected programs included 47 programs from Department of Science and technology (DOST) and 23 programs from the Department of Trade and Industry (DTI). The DTI programs include the 3 access to finance programs managed by SB Corp.
Figure 34: General agency affiliation and characteristics for firm innovation and SME development programs in 2017
[image: ]
Source: Authors calculations based on various DTI and DoST sources, interviews with representatives of program management units, and implementing agencies.
75. The DoST programs were on average of higher value (341.5 million vs 300.6 million), making 67.2% of the programs but accounting for 75% of the value of expenditure to support firm-level innovation and SMEs.  The presence of outliers reveals that the median value of DoST programs is lower than that of DTI programs, with 38.4 and 41.4 million of resources managed, respectively in 2017 (see figure 35).
Figure 35: Description of the composition of resources for firm innovation and SME development programs in 2017
[image: cid:image002.png@01D51688.E3E38600]
Source: Authors calculations based on various DTI and DoST sources, interviews with representatives of program management units, and implementing agencies.

76. The range of financial resources managed by these programs was significant. The range extended from PHP 397 thousand (DOST Academe Technology-Based Enterprise) to PHP 3.6 Billion (S&T Scholarship program), with an average of PHP 335.4 million and a median value of PHP 40 million. The largest program in the selected group are S&T Scholarship program, with an annual expenditure in 2017 of PHP 3.6 billion. The portfolio included 3 access to finance programs, where credit was extended to enterprises to induce their upgrading and innovation, representing 17% of the resources of the policy portfolio in 2017 and 3 programs offering tax incentives, accounting for 8% of the budget (Figure 33).

77. It is worth mentioning that comparing programs’ financing does not provide a full sense to the reader with regard of support made available to firms. The 3 programs that provide lending to improve access to financing for SMEs (retail lending, wholesale lending and P3) extend capital to SMEs (meant to induce innovation activities and upgrading). Figure 34 presents the 70 programs, including the capital funds which are available for lending purposes. Programs that extend credit present large resources under their management but belong to a separate category from those programs that provide direct support to beneficiary firms, typically without an expectation to be repaid. The analysis in the next sections compares values of programs by expenditure, excluding the capital allocation for lending purposes.

78. The concentration of the portfolio on the largest 6 programs was relatively large, as they represented 66.5% of the value of the entire firm level innovation portfolio in 2017 (Figure 346.
Figure 36: Distribution of resources for selected programs that promote firm innovation and SME development in 2017
[image: ]
Source: Authors calculations based on various DTI and DoST sources, interviews with representatives of program management units, and implementing agencies.
79. The largest share of funds in the portfolio of innovation and SME programs focused on generating jobs and skills (39.3%) and productivity growth (22.6%), followed by societal outcomes (17.6%). Knowledge generation, diversification and environmental outcomes ranked last with 16%, 4.1% and 0.5% respectively (Figure 37). DoST and DTI presented similar patterns, but DTI focused proportionally more on economic diversification, and DoST in generating skills.









Figure 37: Distribution of resources allocated to firm innovation and SME development programs by outcomes in 2017 
[image: ]Source: Authors calculations based on various DTI and DoST sources, interviews with representatives of program management units, and implementing agencies.
80. DoST spending remained highly concentrated on development of skills, building human capital and research, while DTI showed more balanced spending across building firm capability, providing credit and enabling market expansion. The analysis of financial priority by goals, shows a more detailed pattern of financial resource allocation in the portfolio (Figure 38).  
Figure 38: Distribution of resources allocated to firm innovation and SME development programs by objectives in 2017 
[image: ]
Source: Authors calculations based on various DTI and DoST sources, interviews with representatives of program management units, and implementing agencies.
81. It is worth noting that the allocation of funding for skills was driven by DoST, and by its Science and Technology Scholarship programs. DoST showed a high concentration of funding on the skills formation goal. When looking at DTI, the goals sought were more evenly distributed among 5 different categories, which included managerial practices, entrepreneurship, access to finance, formation of skills and export promotion (Figure 36). It is worth noting, innovation and R&D based innovation received relatively little funding, totaling about 4.8% of the value of the portfolio.

82. Zooming into the use of supporting mechanisms, the patterns of funding suggests that firm innovation and SME programs relied mostly on scholarships, followed by provision of loans and credit (Figure 39). The pattern of instruments differs across agencies, with DOST relying more on scholarship grants, and the DTI relying more on credit for SME and innovation.
Figure 39: Distribution of resources allocated to firm-innovation and SME development programs by supporting mechanisms in 2017
[image: ]
Source: Authors calculations based on various DTI and DoST sources, interviews with representatives of program management units, and implementing agencies.

83. The prioritization of beneficiaries indicates that the STI programs focused on the participation of universities, which represented 27.7% of the value of the programs in 2017 (Figure 40). Other beneficiaries included women entrepreneurs (21.9%), formal firms (17.5%) and individuals (16.5%). DoST focused in attracting universities, women entrepreneurs, and individuals. DTI by contrast showed a relatively more balanced set of beneficiaries, extending the target of programs from formal firms (26.3%) to include individuals (24.1%), and cooperatives (7.1%).

Figure 40: Distribution of resources allocated to firm innovation and SME development programs by beneficiaries in 2017 
[image: ]
Source: Authors calculations based on various DTI and DoST sources, interviews with representatives of program management units, and implementing agencies.
84. A detailed analysis of programs that supported firms (Figure 41) reveals that almost 71% of the programs supported young firms, particularly in their startup stage (40%). The DTI presented relatively higher proportion of funding support for companies in their idea and concept stage, 5% of the value for DTI programs, and startups, 56% of DTI programs. A closer look to beneficiary firms by size reveals that the highest portion of targeted firms belonged to the micro (34%) and small (24%) segments of SMEs. Medium firms were targeted by programs representing 22% of the value of the portfolio. Larger firms represented 20% of the value of the portfolio. It is worth noting, DoST presents a higher share of programs that target large sized firms while the DTI show a higher proportion for targeting micro firms (Figure 41).
Figure 42: Distribution of resources allocated to firm innovation and SME development programs by firm segments in 2017 [image: ]
Source: Authors calculations based on various DTI and DoST sources, interviews with representatives of program management units, and implementing agencies.
[bookmark: _Toc10740053][bookmark: _Toc12503528]Scale and redundancies
85. Duplicity in the scope of instruments, arises as a typical issue in the innovation policy portfolio when its growth has been organic. This can lead to potential redundancy of programs and opens opportunity for instrument rationing.  Conducting a revision of the portfolio to identify opportunities for eliminating redundancy can therefore lead to reallocation of resources, either by elimination or merging of programs, as well as to sharpen the focus of existing programs. 

86. First, we looked at the issue of scale. We identified 9 programs from DoST and DTI that held a budget of PHP 4,000 thousand or below (~ less than USD 100,000 per year) and earmarked them for further scrutiny. At face value, these programs presented very low scale, raising the issue as whether they present a minimum scale and viability for operation. Considering the minimum level required for administration and supervision, DoST and DTI should validate that the allocation of resources for these programs can achieve significant impact and whether the ratio of administration and reporting justifies such a low annual expenditure. Figure 43 shows the identified programs with very low scale, that should be subject to further evaluation.
Figure 43: Potential programs that present scale issues in 2017
[image: ]
Source: Authors calculations based on various DTI and DoST sources, interviews with representatives of program management units, and implementing agencies.
87. To investigate potential redundancies, we conducted a cluster analysis to identify underlying structures in the sample of instruments (see annex 7 for details). We selected outcomes, objectives, target beneficiaries and supporting mechanisms as the variables for running the clustering, considering their prominent role in defining the scope of the instrument, and their relationship with the market failure, the levers of intervention and the chosen solutions to address the problem.

88. We formed clusters from objects, starting with an individual cluster (Annex 7). We then merged clusters sequentially, according to their similarity. The algorithm creates various measures to express (dis)similarity between pairs of objects, using the segmentation variable. Cluster analysis of the instruments divided the sample into six main groups, in terms of similarities of general objectives in economic outcomes, specific objectives, beneficiaries, and supporting mechanisms. We used this segmentation to look closer at cases that presented overlapping scope, which suggests additional examination can be applied to explore potential integration or consolidation of programs (Table 2).
Table 2: Cases for instrument integration or consolidation in 2017[image: ]
Source: Authors calculations based on various DTI and DoST sources, interviews with representatives of program management units, and implementing agencies.
89. According to the analysis, the closer look at similarity of scope across instruments yielded 9 cases, of which 3 seem to show not applicable consolidation as differences not captured in the policy mapping may justify separate interventions. The case of exporting vs non-exporting firms, and the vertical specialization of programs in different industries (textile and metals).  Five cases present possible cases for integration as the scope of the program does not fully overlap (i.e. one parameter or more differ across programs). These are nonetheless presented as further scrutiny may conclude that close coordination or partial integration of these programs is warranted. Three cases presented a strong case for consolidation and it is recommended these are further analyzed. In these cases, the degree of overlapping in the scope of the programs is substantial and they are delivered by different implementing agencies.
[bookmark: _Toc10740054][bookmark: _Toc12503529]Coherence of the policy mix
90. This section presents the external coherence analysis. The evaluation looks at the coherence between the country’s developmental priorities for innovation and the composition of the policy mix. In this analysis, we looked at the equivalence between challenges and measures i.e. whether the instruments respond to the main challenges that constrain business innovation, in the presence of market failures, and in the context of the policy framework priorities, and we tried to identify gaps – i.e. areas in demand (i.e. pressing developmental challenge) but not covered appropriately by the existing programs. We also try to indicate which alternative instruments could have been used to meet the same goals, when possible.  

91. We conducted a comparison between the revealed priorities of the portfolio through resource allocation and the stated priorities in the national SME strategy (Table 3).
Table 3: Priorities reflected in the policy portfolio compared to the national SME plan in 2017[image: ]
Source: Authors calculations based on various DTI and DoST sources, interviews with representatives of program management units, and implementing agencies.
92. Through the external coherence analysis, we found that promoting innovation continues to be critical to revert recent declines in productivity growth. There is relative consistency in the allocation of resources to STI, but there is inconsistency in the composition of expenditure, mainly on research excellence and technology transfer (25.8%) and reduced in business R&D and non-R&D innovation (~6.3%), revealing a supply side bias. 

93. In addition, supporting the internationalization of firms’ sales remains a critical way to ensure competitive pressures drive productivity. However, the portfolio falls short, with figures indicating that only 1.2% of the value of the portfolio had been allocated to export promotion programs, revealing an inconsistency in responding to unmet demand for policy support. 

94. Moreover, programs that support new enterprise formation, particularly in the earliest stages in their life cycle are necessary to add dynamism and revert a trend of motionless entrepreneurial activity. There was a small budget devoted to promoting entrepreneurship (4.4%), but there is consistent resource allocation to support startup and scale up firms, among programs targeting firms. The underdeveloped state of the ecosystem implies that additional support, especially around equity instruments, is needed.

95. SMEs have shown signs of constrained access to credit, with many of them relying on internal sources of funding for expansion, and the evidence suggest that only 30% of them were accessing lines of financing. Furthermore, about 6.1% of resources were allocated to increased access to finance, with low volume of programs overall. We concluded that there is an absence of credit guarantee programs, and early stage financing support.
[bookmark: _Toc10740055][bookmark: _Toc12503530]Summary conclusion
96. The SME support programs are the vehicle to deliver on the aspirations articulated in the latest MSME Development Plan. The above analysis provides some recommendations to improve the quality of the innovation and SME policy mix and improve its efficiency and effectiveness. The analysis suggest that there is room for improvement and making the mix of policies more coherent with the objective of SME and productivity growth.  

97. The overall level of expenditure seems insufficient to meet the ambitious strategic goals and impact, but before increasing expenditure, GoP must change the focus towards addressing productivity and market failures, rather than on the size of beneficiaries.  It is important to recognize that the enterprise development track (EDT), under the MSMED Plan 2017-2022, present useful frameworks to organize the myriad of DTI interventions supporting SMEs along their business cycle. While in theory the EDT promises to serve as a useful device to monitor the evolution of SMEs under support and along its sequential development stages, it is more likely to serve as a construct to balance the targeting efforts of beneficiaries from several programs and differentiate the supporting interventions. For example, the specification of the characteristics of beneficiaries at the different levels has contributed to the definition of clear eligibility criteria for participants. A simple plot of programs along the different stages suggest that the DTI policy portfolio for 2017 contain interventions that are relatively balanced along the EDT spectrum. Another conceptual construct that has assisted Filipino policy practitioners to balance interventions is the DTI’s 7Ms Way of Uplifting MSMEs. The framework provides a useful list of mutually exclusive elements that are likely to enable MSME development growth.

98. But focusing on some of these stages of firm growth, and more specifically on the size of firms, is too A narrow focus, and requires a renewed effort to focus on addressing market failures along clear objectives – e.g. entry and formalization; export and innovation, firm upgrading and technology adoption. This approach proved to be relatively underrepresented in the portfolio but feature prominently in the strategy and in our conclusions of technical demands for innovation policy support. GoP should reduce incoherencies in resource allocation e.g. business innovation, export promotion, and fully expand the use of early-stage instruments, programs that promote access to finance for innovation and collaborative instruments.  

99. The analysis confirmed the presence of programs that respond to the key priorities stated in the most current MSME Development Plan. However, the relative allocation of funding to specific goals, target beneficiaries and instruments do not fully match the key challenges with full equivalence. We found that while the MSME Development Plan placed increased importance of market access and innovation financing, resources allocated in achieving these goals seem insufficient. Furthermore, the targeting of collaborative groups of firms and other organizations was practically non-existent, representing less than 1 percent of the value share of the portfolio. All these outcomes were relatively underrepresented in the policy portfolio.

100. Furthermore, GoP should investigate expanding policy instruments that can further increase the innovation rates among SMEs. The use of business advisory and technology extension are consistent with the need to address the lack of capabilities in SMEs to conduct innovation, which is one of the key priorities in the current MSME Development Plan. However, to promote knowledge spillovers, and addressing coordination failures between knowledge providers and firms, GoP could explore the use of vouchers for innovation and collaborative grants, which could complement the current focus on SME financing to address specific risk issues related to investing in innovation.

101. The policy mix provides a limited set of programs that address improved market access despite the importance placed on this goal in the MSME Development Plan. Considering the international trade partnerships such as the ASEAN Common Market and the APEC partnership, the plan also makes references to SME specific ASEAN and APEC related strategies[footnoteRef:6]. Notably, the Kapatid: Angat Lahat program, which has been profiled in this mapping, stands as one of Philippine’s most prominent initiatives to link SMEs with larger firms as suppliers, enabling market-oriented quality upgrading and innovation. The Go Lokal, OTOP and Sikat Pinoy programs featured in our mapping are meant to assist SMEs in the development of high-quality products and marketing services to promote their products. However, we found that the funding to promote market access for firms was low, representing between 5 and 7% of expenditures in 2017. The WBG enterprise survey indicated that firms remain in relative isolation from foreign markets, and the percent of Filipino firms exporting directly (at least 10% of sales) stood at just 7.1%, a rate much lower than that of its regional and structural peers (see annex). Furthermore, whereas 24% of large firms exported in 2015, only 9% of 4% of medium and small firms did in the same year. [6:  ASEAN Strategic Action Plan for SME Development, 2016-2025, ASEAN 2017 MSME Development Summit: Manila Call to Action, and APEC Strategy for SME Development 2017-2020.] 


102. SMEs seeking to innovate may require other forms of financing which is not meaningfully addressed by the current policies.  Given information asymmetries between innovators and financiers, lack of SME capacity to conduct innovation activity, and inability of lenders to bear risk of uncertain outcomes from innovative activities, other forms of finance may be a better match for SMEs who seek to innovate. Matching grants for innovation have been extensively used for inducing innovation investments among SMEs (Cirera, X.; J. Frias; J. Hill and Y. Li; forthcoming) when capabilities are low and they come with technical assistance or when potential externalities are high. Credit guarantees can help addressing risk issues in financial markets. Also, instruments such as venture capital availability and local equity financing were found to be weaker in the Philippines’ ecosystem relative to its regional peers, particularly Malaysia and China IN 2017 (WEF, WDI and GCI, 2018). As of 2017, a few tech startups have attracted modest regional investment from deals such as those involving PawnHero, and coins.ph (CB Insights, 2017).

103. There is a large bias in innovation towards S&T, suggesting that a rebalancing of the policy mix is needed towards business innovation. Funds for scholarships and targeted to universities consume a significant portion of the resources in the policy mix.  The features of MSME Development Plan places priority on increasing business capacity of SMEs, particularly through its Enhanced Management and Labor Capacities and its Improved Access to Technology and Innovation components. However, most of the resources remain skewed towards scholarships, channeled through universities to benefit individuals. There is also a tendency (see next chapter) to frame technology transfer in terms of facilitating transfer from won PROs and not necessarily from cheaper and more efficient technology in the market.  

104. While a significant portion of beneficiaries were young firms, the amount of funding allocated to entrepreneurship seems limited. This mixed result should be further scrutinized considering the importance placed on new business formation in the MSME Development Plan. According to GEDI, Philippines’ start-up skills are stronger than its peers, and GEM in 2015 rated Filipino entrepreneurial traits as above average for world standards. However, new business formation has been stagnant over time, and is way lower than the rate in Malaysia (top performer), according to the GEM - Global Entrepreneurship Monitor. The WDI of the World Bank, revealed that in 2018, the Filipino ecosystem suffered low rate of firm births (WDI, 2018). Furthermore, the reduced number of new business density during the period extending from 2006 to 2016 was the lowest among comparative economies, such as Vietnam and Indonesia (World Bank Doing Business Entrepreneurship Database). Our analysis of the policy mix to support SMEs identified and profiled several programs that support startups, including Go Negosyo (i.e. its start-up fund), TBI, TECHNICOM and SET-UP. TBI for example, works for establishing supporting infrastructure in HigheEd institutes and State Colleges that can assists entrepreneurs to get off the ground. However, our analysis also revealed that by value of objectives, about 4.9% of the value of the portfolio was devoted to entrepreneurship in 2017. Increasing the quantity and quality of entrepreneurs would require investing more aggressively in programs that support entrepreneurship culture and also ventures in the early stages of their life-cycle.

105. At the ecosystem level, Philippines revealed a weak performance in university-industry R&D collaboration, also part of the ST bias in STI. According to the world economic forum, the level of University-Industry Collaboration ranked low, which could be limiting the speed at which technologies diffuse in the local economy. Consequently, Philippine firms showed less propensity to adopt existing technologies than firms in peer countries, as in 2015, only 11.2% percent of firms used technology licensed from foreign companies, much lower than comparable peers (Enterprise Survey, World Bank`). Our analysis included TBI which by its own nature, supports startups in academic institutions. Moreover, we profiled TECHNICOM, a program that accelerate the commercialization of locally developed innovations. These are great examples of prominent programs working in this space. However, they are often based on the premise that the technology to be transferred is the one developed by their own PROs, and not the most cost efficient in the market. Also, and while technology transfer and extension were represented in the portfolio, the relative share of the portfolio devoted to targeted collaboration, in the form of supporting consortia of firms and academia, stood at less than 1% of the total value. Moreover, the value for the use of collaborative grants between firms and academia seemed insignificant.  

106. The policy mix needs to include policies that make a greater use of market-creating instruments, e.g. credit guarantees for innovation or supplier development programs – to maximize additionality. If the case for government is justified to redress a failure, e.g. in promoting firm upgrading, employing market-oriented incentives is likely to lead to resource efficiency. If user fees can cover the variable costs of training or extension policies, and these are feasible, then these should apply. Interventions that use loan and grant schemes should take into consideration existing financing schemes available to firms and avoid crowding out the private sector by introducing unfair competition to potential lenders. The proposed intervention should include deliberate strategies to catalyze underdeveloped markets, adding dynamism to the local economy and steering fair competition, when possible.  

107. There is a need for improving knowledge management and information sharing across departments to improving policy making. The GoP should improve access to program data, particularly financial data related to allocation of financial resources. The experience of collecting the relevant information for this study proved to be challenging, particularly for financial data related to budget allocation and disbursements. The reasons given to us were that data could not be produced either because the information was not available under the proper classification and not disaggregated at the required level, or because some of the officers who were meant to provide the information under our agreement with DoST and DTI proved to be relatively disengaged. Our experience conducting this analysis in other countries suggests that this level of difficulty is exceptional, and that it represents a gap that should be bridged. Having readily available information of policy programs is an important way to help GoP make informed policy decisions. 
Summary of recommendations
	Area
	Proposed action

	Rebalancing the focus of the policy mix
	· Increase support on to innovation programs, particularly in areas of firm-level innovation, most importantly non-R&D innovation[footnoteRef:7], internationalization of firms[footnoteRef:8], and marketing, and entrepreneurship[footnoteRef:9].   [7:  Possibly strengthening management extension services, whose evidence suggests that when designed appropriately, developing country interventions have had significant impact on performance – Output additionality (at least in the short term). Group Based Management Extension programs (i.e. Consulting), see Iacovone et al, 2019.]  [8:  A review of the literature on export promotion programs by IGC (2011) shows that services provided by trade promotion organizations (TPOs) showed positive impact on export volumes, particularly the form of access to market studies, and outreach to prospective clients as these do seem have been effective (IGC, 2011). In addition, Volpe, 2014, suggests that offering bundled services – throughout the entire export process, has been a critical feature of success. The IGCs review also points out that credit and export guarantees have been effective to increase the probability of exports, particularly for SMEs.]  [9:  Incubators and accelerators host innovative companies, sometimes linked to universities, to support the commercialization of knowledge. They exploit the benefits of networking and spillover effects arising from co-location, but vary on the extent and duration of advisory services provided. : treated firms did not perform significantly different than non-treated in terms of patenting (Colombo and Delmastro, 2002). In a Turkish, program, employment generation (including R&D personnel) and sales growth, on-incubator firms significantly outperform off-incubator firms. Roberts et al., 2016 found that accelerators created significantly more jobs in selected versus rejected entrepreneurs (Cirera et al, forthcoming)] 

· Consideration should be given to increase support to existing programs, like in the case of RIPPLES for promoting exports, as opposed to creating new programs in these areas. This would prevent proliferation of excessive programs, and the potential fragmentation of support to address a specific market failure. Integrated SME development strategies are rare, while fragmented and overlapping programs are common. Therefore, GoP should identify and address burdens on SMEs preemptively before new regulations are issued.
· However, before deciding to increase financial support to any existing program, the GoP should verify that there is a demonstrated understanding of the market failure that justify the intervention that support firms, and that the government agency tasked to deliver the program has the competency to redress them successfully (Maloney and Nayyar, 2018).

	Eliminating potential redundancy in the policy mix
	· Policymakers need to further investigate the possible rationalization or programs that present a priori similar scope in terms of target group, objectives and mechanism for support. Our analysis has identified 3 tentative cases[footnoteRef:10]. These need to be looked carefully, as our analysis may have overseen nuanced features of these programs outside of the screening criteria that we used based on overlap of scope of target beneficiary, objective and instruments, for example, regional presence and outreach in the local community.  [10:  Cases (All DOST): i) Industrial technology technical services program and Industrial technology transfer program, ii) Textile S&T services program and Textile technology transfer program, and iii) S&T Education Development program, and S&T Program for Regional and Countryside Development. ] 

· If these candidates do not prove the case for rationalization, managers of each program should at least consider introducing systematic collaboration mechanisms among these programs, to learn from knowledge obtained from implementation, and prevent duplicity of beneficiaries (participants that apply and benefit from more than one program simultaneously)
· Consider elimination of 9 programs[footnoteRef:11] from DoST and DTI that suggested insufficient scale (at the threshold of PHP 4 million in 2017), given the potential burden these impose of administration personnel and supervision.  However, final determination should be done considering the demands that the administration imposes on the program supervision – i.e. as some small programs are less resource intensive by their nature. [11:  Marketing support for exhibitions of DOST technologies, commercialization of inventions through IP rights, International Design Conference, Design week of the Philippines, Policy Development for S&T advisory program, New design graduates training, Green economic development, Materials R&D program, and Technology development and pre-commercialization IBDP.] 


	Recalibrating the strategic approach of specific program features
	· Rethink the approach to SME interventions away from size to focus on addressing market failures, increasing productivity and stimulating growth of firms. Policies targeting market failures, rather than those focused on size, have a positive impact on firm productivity and growth.
· Prioritize the use of program features that catalyze markets, (market enhancing) and leverage financial resources from beneficiaries (i.e. crowd in the private sector), over interventionist features that may create dependence of beneficiaries, and carry additional burden for administration and supervision. When applicable, the use of these programs can be less distortive and result in efficiency. Use of indirect instruments and demand enhancing mechanisms, such as vouchers for innovation[footnoteRef:12], supplier linkages[footnoteRef:13] and credit guarantees[footnoteRef:14] for innovation are good examples. [12:  Vouchers are small grants allocated to non-innovative SMEs to purchase services from external knowledge providers. The main objective is to induce non-innovator SMEs to start collaborating with knowledge organizations and providers. Vouchers are often entitlement-based rather than competition-based. Evidence suggests some project additionality and some positive impact on sales and value added in the short-run (Cirera et al, forthcoming).]  [13:  The justification of programs that support supplier development typically rests on the need to address coordination problems. A often cited case study is Chile’s Supplier Development Program, which aimed at strengthening established commercial linkages between local SMEs and large exporting firms. The intervention extended matching grant funding to SME so they can upgrade their management skills. The impact evaluation of the program demonstrated results in the form of increased revenues, additional employment, increase in wages, and increased survival of SMEs (Portugal, 2018). Similar positive results have been achieved in Costa Rica (PROVEE) and in Czech Republic, with the supplier development program.]  [14:  Credit guarantees can cover a portion of the losses experienced by lenders extending credit to firms investing in innovative projects, when firms default on loans. It applies exclusively to assets which have been explicitly covered under its provisions, in return for a fee. Credit guarantees become relevant in the late phases of the innovation cycle when risk is lower. Input additionality of lending seems positive and robust, with more schemes reporting between 35-68% in incremental loan value (Cirera et al, forthcoming).] 

· Introduce instruments that promote collaboration, particularly of these bring potential for long term behavior additionality. Collaboration support, including grants, address a coordination failure that leads to a lack of collaboration and thus less innovation[footnoteRef:15] [15:  Caloffi et al. (2018) compared support for collaboration R&D grants versus individual R&D grants implemented in the same Italian region during the same period. They find that targeting collaboration grants towards SMEs with little R&D can increase the number of SMEs that perform R&D. On the other hand, targeting individual or collaboration grants to SMEs with some prior R&D experience can be effective in increasing the amount of R&D. Finally, collaboration grants are more effective than individual grants in encouraging SMEs to start networking with external organizations (Cirera et al, forthcoming).] 








6. [bookmark: _Toc10740056][bookmark: _Toc12503531]Functional Review
108. The ability to create more and better jobs depend on the extent to which entrepreneurs create new and innovative ventures, and existing businesses invest on innovation and become more competitive. The role of the government is to support this process by simplifying as much as possible regulations and red tape, encouraging entrepreneurship and addressing existing market failures that are constraining investments – physical and knowledge capital - and the growth of these firms. But while there is a clear role for this government support, any type of support is not necessarily justified, and very often can backfire in creating other distortions that affect the growth of more productive enterprises or simply waste of public resources without any positive impact. 

109. Avoiding government failure requires governments to have strong processes for design, implementation and coordination of policies. This challenge becomes more pressing for governments that lack the capability to prioritize issues, weigh strengths and weaknesses of alternative courses of action, deal with highly interacting problems, and strike the right balance between interventions and facilitation of market solutions.  Strong process for formulating and advancing innovation policy call for capabilities to address key dimensions:
a. Rationale and design of policy: policy practitioners need to ensure they are solving a real problem and avoid the trap of addressing false failures. Moreover, policy makers need to be careful to copy external forms without proper functions (Andrews, Pritchett, and Woolcock 2012), and avoid potential capture by firms.
b. Efficacy of implementation: Policy practitioners need to measure, learn and adapt to achieve improvements in the process of implementation, particularly in the context of pilot interventions.  It has been well documented that managerial practices also matter in government programs (Rasul and Rogger, 2017), whereby better managed projects usually lead to better outcomes. Interventions need to follow a logical model of the intervention, and the presence of incentives for staff can improve management of innovation programs. 
c. Coherence of policies: Stated priorities and expenditure commitments need to be coherent. In addition, practitioners need to avoid volatility in budget allocations which can undermine medium- to long-term change and impact processes, disparity in budget sizes across programs, and overlap of instruments or inertia despite instruments change. 
d. Policy consistency and predictability over time: Developing a dynamic private sector with even minimal capabilities can take decades of deliberate policies. Long-term and predictable financial and institutional commitment is often necessary. In many countries, institutions experience constant leadership changes and politically driven disruptions from the top, which undermine the foundation of previous achievements.

[bookmark: _Toc10740057][bookmark: _Toc12503532]Functional Review Approach
110. The effectiveness of MSME and entrepreneurship support programs tends to have a mixed record. Identifying the market failures and binding constraints for enterprise growth in a country context is critical to the development MSME support policies and programs. Even when the correct constraints are identified, some instruments may perform better than others based on the specific modalities of each support instrument. 
111. The Functional Review is the second part of the PER, where specific MSME support programs are assessed in the use of good practices in design, implementation and coordination. The Functional Review complements the Policy Mix, which analyzed the quality and coherence of the current mix of policies. The analysis of the Functional Review provides the analytical foundation to provide recommendations to strengthen the design, delivery and effectiveness of current SME support programs under implementation, as well as informing the design of new programs under consideration. Based on good models for public management, the analysis assesses key elements of policy making:
i. Market failure is identified, and it justifies design and intervention
ii. Program origin is not ad-hoc.
iii. The program features clearly identified objectives that are measurable
iv. The program has explicit and realistic logical framework
v. The selection of beneficiaries is appropriate.
vi. The program counts with sufficient human, financial and organizational resources and features good managerial practices.
vii. The choice of instrument is evidence based and consideration of costs and alternatives is well documented. 
viii. Programs employ M&E frameworks, with good indicators and good measurement. Full consideration of impact evaluation is documented.
ix. The program has formal system to adopt lessons and learning to make program more efficient 

112. The functional analysis evaluates the three main dimensions in public management of each instrument: design, implementation and inter-institutional integration (Figure 42). The design dimension covers 14 areas; implementation covers 13 and inter-institutional integration includes the remaining 4.  
[bookmark: _Ref7109778]Figure 41: Dimensions and parameters within each dimension
[image: ]
113. The methodology of the functional review uses semi-structured interviews to evaluate the quality of design, implementation and inter-institutional integration – coordination among instruments, among institutions and position within the policy mix – in relation to international best practices. The scoring matrix assigns values from 1 to 5 based on best practices, with 1 being the lowest score and 5 the highest. Scores are pre-dined based on a matrix of good practices already developed. 
114. During data collection, the team met with the program managers of the 15 selected MSME programs to complete the survey instruments. It is worth noting that the analysis has been done based on a sample of programs, and that therefore, findings cannot be used to extrapolate and draw general conclusions about different agencies. 
115. In the Philippines, design is done by a central entity, but the implementation of instruments is largely delegated to regional offices with limited purview of the central agency.[endnoteRef:74] In decentralized setups like the Philippines, a traditional functional analysis that focuses only on central units would miss key elements of implementation and governance. For example, the existence of agile application processes, reaching out key beneficiaries, having adequate financial and human resources; can vary significantly by implementing unit. Therefore, the traditional functional analysis was complemented with an analysis of implementation in a sample of regions - Mandaluyong, Makati, Tagbilaran and Cebu. [74:  Implementation is always decentralized, but in many cases is done by subnational offices of the same agency or there is a tight direct control from the central agency that ensures that implementation follows all the procedures, and more importantly is responsible for the quality of implementation. ] 

[bookmark: _Toc10740058][bookmark: _Toc12503533]Functional analysis findings
116. Results suggest that there is significant room for improvement in the quality of design, implementation and governance/coordination of SME programs in the Philippines. While most programs are reasonably well executed, adoption of good practices is still lagging in some key dimensions of policy making, and the value of the overall score is around half of that from the policy-making frontier (Figure 43). In what follows, we identify the specific areas of improvement. In reading the results, it is important to keep in mind that the results for implementation are just an approximation because most implementation is decentralized, so the findings need to be complemented with those in Annex 4.
117. Governance/coordination emerged as the highest-ranking dimension for the entire sample of programs, followed by implementation and design. A key element explaining the better scores for governance-coordination is the fact that there is a good narrative of complementarities between the different instruments, and a clear link to a common strategy of support to MSMEs, at least within departments. Design shows weaker practices, especially related to diagnostic of market failures and lack of proper M&E systems. However, the values of the scores for governance and implementation showed higher dispersion than the values for design. 
[bookmark: _Ref7109992]Figure 42. Aggregate scores of the functional review by agency
[image: ]
Notes: (1) includes 15 programs selected for the functional review; (2) Boxplots show interquartile range (colored), average (lines) and median values (x); Source: WBG, based on interviews and available documentation from DTI, and DoST.
118. The sample of programs ranked on average very similarly for both DTI and DoST. Across the three dimensions; DTI scored on average on design 3 – 2.6 (DOST) – and DOST scoring higher on implementation 3.2 vs 2.8 (DTI). Programs under DTI and DOST ranked equally on average in governance/coordination with a 3.1. DoST programs presented particularly large variance regarding design, and DTI presented more differences in the quality of governance/coordination. Annex 3 describes in more detail the heterogeneity within each institution.
119. A simple benchmark exercise for scores across programs between the Philippines and a good performer country in Latin America showed that the practices from the sample programs ranked consistently lower in the score scales than the peer country (Figure 43). This is true for mean and median values, across all dimensions: design, implementation and governance. It is worth noting that scores for the dimension of design ranked the lowest for both countries. Values for the scores in Design and Governance showed higher dispersion than the scores for implementation in both countries. Design tends to adopt fewer good practices in most countries. There is also more homogeneity of scores in the Philippines as compared to the benchmark country.
[bookmark: _Ref7110094]Figure 43: Comparison of scores between selected programs of the Philippines and benchmark case
[image: ]
Notes: Includes 15 programs selected for the functional review; Source: WBG, based on interviews and available documentation from DTI, and DoST.
120. One important aspect of the analysis is to fully understand the adoption of good practices in each dimension. This is summarized in 44, which plots the radar diagram for the averages by agency and for all the programs. Spikes in the direction of the center suggest areas of improvement, while the spikes towards the outside of the radar figure, as areas with better use of good practices. For DTI, most of the bottlenecks occur in justifying the program, a lack of logical framework, lack of evaluations, the application process, lack of training, lack of M&E frameworks and awareness on some of the main constraints to impact. For DoST, clear gaps occur for justifying the program, a lack of logical framework, lack of evaluations, lack of consideration to alternative instruments lack of M&E frameworks and awareness on some of the main constraints to impact. Good practices are observed in alignment with other instruments and in stating objectives for DTI; and on training of staff and closure of programs for DTI.
[bookmark: _Ref7110154]Figure 44: Functional scores by metric within each dimension
[image: ]
121. Looking at individual programs show limited variation. It is important to look across individual programs to i) identify the heterogeneity that exists; and ii) to identify programs that implement good practices and that can be used as a model to disseminate such practices. The cross comparison for all programs (Figure 45) showed that SET-UP, P3, RPL and ICE stood up among all programs in the sample, featuring highest overall scores. The variance across programs is smaller -i.e. there are no programs that are much better than others, or much worse – in DoST than for DTI. These best programs are still distant from the frontier (165 max score) but show strong practices in some key dimensions. Specifically, the more granular comparison across programs in the sample revealed the following:
· The valued scores for practices under SET-UP, Technicom from DoST and P3 and ICE from DTI ranked as the strongest among all programs in the sample.
· By contrast, practices under the OTOP and MME presented the strongest opportunities for further improvements.
· The recorded practices under the Technicom, P3 and ICE were valued above the average for design.
· P3, SET-UP, IST, TBI and RPL ranked particularly well in implementation practices.
· P3, ICE and SET-UP ranked particularly high in practices of governance.
[bookmark: _Ref7110331][bookmark: _Ref7792409]Figure 45: Comparative scores across selected programs by functional dimension
[image: ]
Source: WBG, based on interviews and available documentation from DTI, and DoST.
[bookmark: _Toc10740059][bookmark: _Toc12503534]Key problems in the use of good practices
122. In what follows, the functional review assesses the use of good practices in each dimension: (a) design, (b) implementation, and (c) governance.
[bookmark: _Toc10740060][bookmark: _Toc12503535]Design
123. Origin of the programs are hardly based on an identified market failure in the local context; and the process to bring new instruments seems ad hoc. Even when reference to international examples are used, very often the program officers were not able to clearly articulate the origin of the program in a convincing way. While most managers were not present when program start, it is important that the reason why the program started is well articulated. 

124. Programs lack economic justifications. Lack of economic justification of the programs may be leading to design problems (poor quality of entry); the main source of the problem is not properly identified, and more importantly, the right instrument may not be selected to address the problem. The technical justification of the program should also refer to the regional needs for the solution. This leads to a need of more frequent adjustment of the program. For example, P3 has a problem with MFI intermediaries that are too liquid to use funds, but this is a problem of no proper assessment of MFI incentives to participate in the program.

125. Logical and M&E frameworks are absent for most programs. Programs should have from their design a clear definition of inputs, activities, output, impact, and external conditioning that affect impact. This is critical for M&E, and the much-needed adaptation of the program as this is implemented. For example, in Chile, no new program is given a budget allocation without presenting the logical framework of the intervention. Moreover, every program needs an M&E framework, with measurable and harmonized indicators, and that needs to be consistently monitored to help planning and decision making. This is currently absent and makes making informed decisions about the program very difficult. 
126. Articulation of the intended beneficiaries for the program exist, but it is too broad, and lacks targeting. Low implied selectivity may lead to poor resource allocation and consequently diminished potential to generate impact. The position to address all beneficiaries and create referrals, is not best practice, as it can put unnecessary stress on program resources. There needs to be a mechanism to exclude proponents that do not meet the basic qualifications or that do not present significant potential to contribute to the goals of the program. There is lack of clarity and transparency about what is happening on the regions and how consistent is the implementation of basic criteria.

127. Relevant stakeholders need to be consulted more during design. In general, there is a lack of consideration to all stakeholders that matter for impact, especially those from the private sector. It is important to create formal processes to involve them and consult them during the design stage; always trying to avoid the capture of public support. 

128. Lack of consideration of alternative instruments to address the same problem may lead to poor efficiency. The systematic evaluation of separate options can lead agencies to make informed choices of the best way to address the identified problem.
[bookmark: _Toc10740061][bookmark: _Toc12503536]Implementation
129. There is lack of clarity on how program participants are chosen. Central entities tend to define basic eligibility requirements, but the screening of applicants is left to the regional and provincial implementers. While many of the participants may be appropriately selected, the absence of specificity in selection processes may lead to less than ideal beneficiaries and potential regional capture. This is also linked to the lack of targeting and no selectivity mentioned earlier, which can make capture more likely.

130. Information management is fragmented, as the mechanism for collection of operational information are varied and the information remains placed in different databases. Both DTI and DoST need to invest in an integrated information management system that allows for both: monitoring and management of applications. The use of personal computer or mobile applications and other personal software that may not be secure remains pre, and it is likely to be very inefficient. This is not good practice and an integrated and secure information system is required.

131. The program closure procedures are good practice, as by law most programs must collect performance information from beneficiaries beyond the end of the support program. It is critical that it is implemented, given that some of the desired outcomes are likely to materialize only in the medium and long run. 
[bookmark: _Toc10740062][bookmark: _Toc12503537]Governance
132. The lack of awareness of the external conditioning factors to the effectiveness of the program can create blind spots for program managers. Often programs need to adapt to address the key constraints to the outcomes -i.e. how issues of the ecosystem can affect startups. The separation between design and implementation, without effective coordination may exacerbate this problem. 

133. Coordination across departments is weak. This is critical for cross-cutting issues such as innovation. More opportunities for exchanging experiences are needed, across DTI and DoST, and within agencies between central and regional units. This should be a formal mechanism to share experiences, and not ad hoc. 
[bookmark: _Toc10740063][bookmark: _Toc12503538]Improving Program Performance
134. The functional review finds that there is significant room for improving the quality of design, implementation of governance processes to make public support to MSMEs more impactful. Design practices present the widest room for improvement and most of the problems are systemic and, hence, require a government-wide solution. There are four areas that deserve further attention going forward to improve the quality of MSME policymaking in the Philippines:
a. A more targeted approach to select MSMEs is needed. The current selection criteria mostly include all MSMEs, which translates into a very broad selection of beneficiaries. This leads to a loss scope of action, which can undermine the impact of the programs. The GoP needs to provide more nuanced targeting based on the type of beneficiaries and market failure to be addressed to ensure additionality and achieve greater impact. For example, by focusing interventions to work with firms that present increased growth, innovation or export potential.

b. Excessive focus on execution compromises focus on achieving additionality of impact. The pressure for budget execution is high, and often makes better targeting of potential beneficiaries and adaptation of programs difficult, given the need to disburse funds. The priority should not be on whether the funds are used as planned, but on whether the additionality of private investments is achieved. Therefore, the focus should be on impact additionality from the use of public resources. 

c. Decentralization of implementation should also feed the design of new programs. While the decision from central units to decentralize implementation is commendable, program design would benefit from increased inputs and participation from the regional stakeholders, both government agencies and from the private sector.  

d. Enhanced coordination mechanisms between implementing agencies and between program implementation units would improve effectiveness of MSME policy interventions. While there is reasonable coordination within agencies, coordination between agencies could be significantly improved, especially at the management level of individual programs. It is critical to create these spaces of coordination between program management units and managers, more generally. This can be achieved by creating working groups for agency personnel, who work on cross-cutting issues, such as development of startups and business scale-up, innovation, technology transfer or export promotion.  These are issues that require both DTI and DoST to work together, to deliver interventions in an integrated manner. It is not sufficient to simply strive for avoiding duplication, it is required to fully integrate programs by, for example, sending beneficiaries graduated from a program to another, under the management of the other institution.

135. Addressing some of these issues is critical to enhance the returns to public support and achieve sustained growth and employment. A first step to adapt these practices is to learn from best performing programs. This can be done easily with internal workshops. The second step is to implement and invest in systemic processes, such as templates, procedures and information systems. This requires some investment from the agencies, and it should be done jointly to avoid further fragmentation of processes within government. More detailed recommendations are included in Annex 6. 

Annex 1
 Startup Support Institutions - Incubators, Accelerators, Venture Capital Financing and Networking 
Incubators: are programs targeted towards startups with an existing business idea, product or concept. They offer startups support services in business development, infrastructure and professional networks as well as follow-up financing (investors, accelerators etc.). Incubator business models vary depending on their nature (nonprofit or for-profit). Incubator programs typically last for 1-3 years.
Accelerators: are startup support programs targeted at already established and skilled teams with a strong, preferably international growth expectation. The accelerators usually provide startup companies with program events, intensive mentoring and pre-seed investment in exchange for equity in the companies. 
Venture capital: refers to equity investments made for launch and early development of startups (seed) or expansion of established firms. For early stage, seed funding is used to take a startup from idea to the first steps, such as product development or market research. Seed rounds are among the first rounds of funding a company will receive, generally while the company is young and working to gain traction. Round sizes range between $10k–$2M.
Angel investors: is a private individual, often of high net worth, and usually with business experience, who directly invests part of his or her personal assets in new and growing private businesses. Business angels can invest individually or as part of a syndicate where one angel typically takes the lead role
Networking events: Hackathons, meetups and other startup events comprise of a number of occasions for startups to meet other ventures, entrepreneurs and other startup-minded people. The duration of these events tends to be short, typically from a few hours to one weekend. 




[bookmark: _Toc10740065][bookmark: _Toc12503539]Annex 2. Entrepreneurship Ecosystem Diagnostic (EED) Toolkit


The EED toolkit relies on a framework used to assess 1) the current environment, 2) strengths & successes, 3) weaknesses & barriers, and 4) opportunities for growth across the six domains of an entrepreneurship ecosystem identified by the Babson Entrepreneurship Ecosystem Project: policy, financial capital, markets, culture, human capital, and supports.[footnoteRef:16]  [16:  The Babson Entrepreneurship Ecosystem Project stems from the observation that in all societies in which entrepreneurship occurs with any regularity or is self-sustaining, there is a unique and complex environment. The Babson Entrepreneurship Ecosystem finds that there are approximately a dozen elements that interact in complex ways. Thus, in order to promote entrepreneurship, a holistic approach must be taken (http://entrepreneurial-revolution.com)] 

· Policy – Laws and regulations affecting digital entrepreneurship.
· Financial Capital – Sources of capital available for digital entrepreneurs, including debt, equity, grants and blended financing.
· Markets – Existence of early customers and distribution channels and connectivity of entrepreneurial networks.
· Culture – Societal attitudes toward entrepreneurship and availability of role models.
· Human Capital – State of educational institutions and access to skilled labor.
· Supports – Infrastructure and support professional services available through incubators and accelerator including entrepreneur friendly associations and other non-governmental institutions.
More specifically, the table below includes specific indicators that are relevant to each domain. 

	Policy
	Financial Capital
	Markets
	Culture
	Human Capital
	Infrastructure and Supports

	· R&D Environment & Institutions
· Venture-friendly legislation
· Taxation
· Foreign business friendliness
· Digital industry support and incentives
· Entrepreneurship strategy and regulatory framework incentives (e.g. tax benefits)
	· Angel Investors
· Venture Capital/Private Equity
· Debt Finance
· Capital Markets
· Foreign investment
	· Availability and pricing of digital devices and platforms
· Availability and pricing of Internet access
· Digital commerce channels and value chains
· Financial inclusion levels
	· Business activity (esp. in creative sectors)
· Attitudes toward entrepreneurship
· Risk tolerance
· Confidence
· Social media attention
· Role models
	· Availability of software developers
· Skill-levels of developers
· Managerial and organizational skill levels
· Creative skills
· General availability of skilled labor
	· Internet speed
· Energy
· Transportation & logistics
· Tech hubs, co-working places, incubators, and accelerators
· Professional (social) networks
· Entrepreneur-friendly associations
· Events and conferences





[bookmark: _Toc10740066][bookmark: _Toc12503540]Annex 3. Plans and laws focused on MSMEs and Entrepreneurship in the Philippines

National Development Plans
	Policy
	Description

	Philippine Development Plan 2017-2022 (national)
	- As part of supporting government’s goal of “inequality-reducing transformation”, MSMEs development is anchored on “expanding economic opportunities in industry and services through Trabaho at Negosyo”
· Government programs supporting this goal include (a) improving backbone services (e.g., telecommunications, logistics) to facilitate MSME access to markets, (b) improving access to production networks, such as supporting linkages between MSMEs and large enterprises for GVC participation, (c) increasing financial access, (d) enhancing financial literacy through trainings, (c) assessing implementation of MSME laws
- As part of supporting government’s goal of “increasing growth potential”, MSMEs development, especially in the technology sector, is anchored on “providing support mechanisms for startups and MSMEs  in the regions”
· Government programs supporting this goal include (a) Small Enterprise Technology Upgrading Program, (b) Shared Service Facilities, (c) Startup Ecosystem Development Program, (d) creation of incubation centers and a “startup economic zone” (to connect start-ups with industries, including MNCs and other markets)
- As part of supporting government’s goals of both “inequality-reducing transformation” and “increasing growth potential”, open trade policies will be pursued, such as encouraging businesses, especially MSMEs, “to maximize export opportunities and increase the utilization of preferential trading agreements”
· Government programs include (a) advocacy and capacity building programs for potential exporters, (b) provision of “comprehensive support packages for priority sectors with comparative advantage”, (c) promoting MSMEs as “either as a supplier or service provider to foreign investors during investment and trade promotion events and as possible technology partners through technology license agreements”
- Also as part of supporting government’s goals of both “inequality-reducing transformation” and “increasing growth potential”, the plan also mentioned a “level playing field through National Competition Policy”, including for MSMEs 
· Government policies to support this objective include: “(a) diminishing anti-competitive practices; (b) reducing barriers to entry; and (c) reducing limits to entrepreneurship to allow micro, small and medium enterprises to thrive”
- Other support that cuts across sectors, including MSMEs, is on “simplification of government transactions” (i.e., simplification of “rules and procedures that are burdensome to MSMEs”)

	MSME Development Plan 2017-2022 (national, enacted in April 2018)
	The MSME Development Plan 2017-2022 lays out a vision for a “more globally competitive, regionally integrated, nationally resilient, highly sustainable and productive and innovative, and dynamic MSME sector performing as one of the most effective drivers of inclusive Philippine economic growth. The Plan includes three focus areas which are critical in attaining the vision for 2022: (i) Business Environment with emphasis on improving the business regulatory requirements and procedures as well as maximizing access to finance; (ii) Business Capacity with the aim of strengthening human capital development and improving innovation and technological competitiveness of MSMEs to transform and create new business models and enterprises; and (iii) Business Opportunities with the aim of broadening access to markets.  The focus areas will be underpinned by 5 themes: (i) business climate; (ii) access to finance; (iii) Human capital development; (iv) technology and innovation; and (v) access to market.

	DTI’s 7Ms for MSME Development


	The DTI’s seven Ms describe the elements of the approach and framework for enabling the country’s small enterprises. These include:
· MINDSET–calls for a paradigm shift esp. for micro and small entreprens. A mindset that embraces innovation, service and continuous improvement. Specifically DTI’s Negosyo Center seminars, the SME Roving Academy (SMERA) and the Kapatid Mentor ME program can promote an entrepreneurial mindset that is success- and innovation-driven, collaborative, and proactive.
· MASTERY–of the technical and financial aspects of the business. For instance, Negosyo Centers, can teach MSMes to master the know-how & how of entrepreneurship, from how to set up a business, basic rules of spotting market opportunities, finding your product positioning and differentiation, product development, market development, basic business finance and plan preparation, as well as developing a system for continuous innovation.
· MENTORING–We provide you with continuous business guidance in partnership with the private sector members like Go Negosyo, PCCI, PFA, AFFI, and FFCCCII, thanks to programs like Kapatid Mentor ME. Experience coaching and mentoring of industry experts and large corporations on different aspects of business operations for free!
· MONEY–We give you access to funding through DTI’s P3 microfinance program—in cooperation with SB Corp.—or connect you to micro finance institutions (MFIs) to help you out with financing, whether you’re setting up a business or if you want to expand.
· MACHINE– We equip you not only with the must-have knowledge on equipment and right tools to ensure quality production under the Shared Services Facility (SSF) program, you can also use these to level up your production and increase productivity. With innovation, you and your fellow entrepreneurs can produce more products more efficiently.
· MARKET ACCESS–We help you promote your products through provincial and national trade fairs, OTOP (One-Town, One Product) shows, Go Lokal! retail store concepts in major malls, and the internationally-recognized FAME exhibits. We can also link your business to big companies or to government so that you can supply them with your products on a continued basis.
· MODELS OF NEGOSYO–We give you different business ideas to help you get into business, from traditional enterprises to direct selling and franchising. We also teach you livelihood skills like baking, soap-making, etc. At our Negosyo Centers, there’s more than one way to do business. MSMEs need to have ties with bigger guys to create synergies, which are essential in matching and innovating products and services.
· 

	Startup Ecosystem Development Program (SEDP) 2016-2021
	This is a 5-point program created by DTI to strengthen collaborative networks among MSMEs and create innovative startups towards growth and job creation. The action points include: 
· increasing culture and collaboration; 
· addressing legal and regulatory barriers; 
· supporting government services, capital and resources; 
· creating a national startup business council, and 
· establishing a Philippine startup economic zone.

	
	· 

	MSME Development Plan 2011-2016 (national)
	[bookmark: _Hlk536740792]- This plan is particularly focused on MSME, with “aims to promote, support, strengthen, and encourage the growth and development of MSMEs in all productive sectors of the economy”
- Four major outcomes or result portfolios were identified, including Business Environment (BE), Access to Finance (A2F), Access to Markets (A2M), and Productivity and Efficiency (P&E)
· BE-related goals for MSMEs include: (a) making cost of doing business affordable, (b) creating institutional support structures, (c) harmonizing MSMEs support at national and local levels, (d) creating an entrepreneurial mindset
· A2F-related goals include: (a) availability and accessibility of finance-related products and support services (including MSMEs on the countryside, and start-ups), (b) simplified process of obtaining credit, (c) understanding on finance between MSMEs and financial institutions, (d) coordinated finance-related assistance
· A2M-related goals include: (a) local and global market expansion for MSMEs, (b) working marketing support structures, (c) use of value chain approach, IT, and intellectual property systems by MSMEs, (d) coordinated government A2M programs (including One Town, One Product (OTOP) program)
· P&E-related goals include: (a) coordinated productivity enhancement programs and policies, (b) skilled and efficient MSME workforce, (c) internationally compliant MSMEs (quality standards-wise), (d) use of productivity enhancing technologies by MSMEs
· All goals advocate gender-responsiveness, and environmental-friendliness of programs

	
	



MSME-focused Laws
	Name of Law
	Description

	Go Negosyo Act of 2014 (Republic Act No. 10644)
	Promotes MSME development with aims of job generation and inclusive growth, through (a) establishment of Negosyo Centers “in all provinces, cities and municipalities”, and (b) creation of Start-up Funds for MSMEs
· Negosyo Centers promote (a) “ease of doing business and facilitating access to services for MSMEs within its jurisdiction” (such as technology transfer, marketing assistance), (b) coordinate government support programs for MSMEs, (c) disseminate information to MSME entrepreneurs, (d) generate feedback to improve MSME support services
· Start-up Funds for MSMEs is to be sourced from MSME Development Fund and BMBE Fund, with the goal of providing funding for MSMEs in priority sectors cited in MSMED Plan

	Committee Report No. 142 Innovative Startup Act (Senate Bill No. 1532)
	- An act providing benefits and programs to strengthen, promote, and develop the Philippine startup ecosystem
- This act establishes the Innovative Startup Development Program to provide financial and non-financial support to innovative startups. Support includes easier business registration procedures, R&D grants, fee exemptions from using government equipment and facilities, visa application subsidy for foreign owners, workers, and investors (includes exemption from alien employment permit and creation of innovative startup visas), Intellectual Property of the Philippines-related benefits and incentives, and tax exemptions. Easier business registration processes through (1) waived application fees; refund of fees for the permits and certificates; and expedited processing of permits and certificates. Tax exemptions related to income tax, VAT, withholding tax are for the commercialization of innovative products and services.
-The act also creates a Php10-billlion Innovative Startup Venture Fund which covers initial or supplemental grants for innovative startup recipients (administered under DOST).
-Innovative startups are defined as “a registered business entity in the Philippine operating for no longer than 60 months from the commencement of their business operation whose core business function involves product, process, or business model innovation…provided that:
i. the innovative product, process, or business model is the primary source of revenue of the business entity;
ii. the business entity is not a mere end user of the innovative product, process, or business model;
iii. the cost of the business entity for research and development is at least 15% of its total operational cost, or is a licensee or owner of a patent or registered software; and
iv. the gross annual revenue of the business entity has not exceeded Php50,000,000.”

	Magna Carta for MSMEs of 2008 (Republic Act No.9501; original enactment in 1991)
	- Promotes MSME development, particularly rural/agri-based enterprises, in order to “attain countryside industrialization”, through (a) skills training and development, (b) financial access (including reducing loan requirements, safeguarding credit delivery systems), (c) ensuring fair share of countryside MSMEs in acquiring government contracts and incentives, (d) increasing efficiency and effectiveness of government MSME support services, (e) linkage promotion between small and large enterprises, (f) public-private partnerships on MSMEs development
· This law requires enactment of Micro, Small and Medium Enterprises Development Plan (MSMEDP), and creation of the Small Business Guarantee and Finance Corporation (SB Corporation)
· SB Corporation “shall be charged with the primary responsibility of implementing comprehensive policies and programs to assist MSMEs in all areas, including but not limited to finance and information services, training and marketing”

	Barangay Micro
Business Enterprises Act of 2002 (Republic Act No.9178)
	- Promotes MSME development (i.e., “formation and growth of barangay micro business enterprises”), by aiming “to integrate micro enterprises in the informal sector into the mainstream economy”
· To support BMBE growth, incentives will be provided. Examples of incentives for registered BMBEs are the following: (a) income tax exemptions, (b) Minimum Wage Law exemption, (c) special credit window priority for BMBE financing, (d) access to BMBE support programs, such as technology transfer, production/management training, and marketing support

	Microfinance NGOs Act (Republic Act No.10693)
	- Promotes MSME development by supporting microfinance NGOs dealing with microfinance operations for the entrepreneurial poor
· Stipulates the core programs and services to be delivered by microfinance NGOs, namely (a) microcredit and financial literacy programs, and (b) microcredit and CBU or microsavings
· Provides microfinance NGOs access to government support services, such as (a) provision of operational and capacity building grants, and (b) low interest loans and guarantee funds

	Credit Surety
Fund Cooperative Act (Republic Act No.10744)
	- Promotes MSME development, with aims to “(a) encourage, promote and assist in the creation and organization of CSF Cooperatives; (b) enhance the creditworthiness of MSMEs, cooperatives and NGOs and broaden their access to the credit facilities of banks; (c) sustain the continuous flow of credit in the countryside through the establishment of well and prudently managed CSFs which shall serve as surety covers; (d) build up the capability of cooperatives and NGOs in the areas of credit evaluation, loan and risk management, and good governance principles; (e) generate employment and contribute to the poverty alleviation program of the government through increased investments and economic activities; and (f) strengthen the CDA by providing it with powers and resources to enable it to effectively regulate cooperatives, including CSF Cooperatives”
· The law creates the Credit Surety Fund (CSF), which acts as a “security for loans of MSMEs from banking institutions by providing a surety cover in lieu of acceptable collaterals” 



Plans and action points are only one way in which the government has rolled out support to entrepreneurs. In September of 2016, Senate Bill No. 1532, better known as the Innovative Startup Act was proposed by Senator Paolo Benigno "Bam" Aquino IV to help improve the Ease of Business, aiming to increase incentives and eradicate constraints. Eventually, in May 2018, the Innovative Startup Act was unanimously approved in a fundamental step forward towards empowering innovators and entrepreneurs throughout the Philippines. As Senator Bam Aquino stated, this bill will “provide unique and relevant solutions to our problems, from daily hassles, like finding a taxi during rush hour, to improving the delivery of healthcare, providing support for our farmers, and addressing unemployment…with a heart for nation building.”[endnoteRef:75] More specifically, the bill aims to encourage and support more innovative startups through financial subsidies like tax breaks and grants, easier business registration procedures and technical assistance and training programs through the Department of Science and Technology (DOST), Department of Information and Communications Technology (DICT), and/or the Department of Trade and Industry (DTI) under an Innovative Startup Development Program[endnoteRef:76]. Lastly, it includes a provision for PHP 10bn Innovative Startup Venture Fund that entrepreneurs can apply for. This fund will be administered by the Department of Science and Technology. [75:  Senate of the Philippines, (2018). Senate approves Innovative Startup Act
http://www.senate.gov.ph/press_release/2018/0516_prib3.asp]  [76:  Under the bill, the benefits will include: (1) waived application fees; (2) Refund of fees for the permits and certificates; and (3) Expedited processing of permits and certificates. Other benefits include research and development grants, exemption from fees and charges, exemption from fees and charges levied by the national government agencies for the use of equipment, facilities, or services availed by the innovative startup, access to applicable benefits and incentives provided by the Intellectual Property of the Philippines; and Subsidy for Visa application, renewal, or extension of foreign owners, employees, and/or investors of an innovative startup and support service provider, and exemption from the alien employment permit.] 


Other relevant laws for startups include the Go Negosyo Act 2015, which aim to provide “one-stop-shops” all over the Philippines for business registration and development assistance, as well as the 2017 Philippines Innovation Act, which most notably provides tax exemptions for startups.
 
Two of the most notable results of all these government measures is 1) Slingshot Philippines, an event bringing together different startup ecosystem players from throughout the country. The first event occurred in July 2015 and had over 1,000 participants in attendance; and 2) QBO Innovation Hub, which is a partnership between the public sector (DTI, DOST) and private sector (IdeaSpace, JP Morgan) with the chief aim of increasing connections within the ecosystem, such as with entrepreneurs, investors, and universities, to exchange ideas and collaborate on innovative projects. [endnoteRef:77]. In addition, there are roughly 13 relevant bills or actions taken all with the chief purpose of easing the situation for entrepreneurs (See box 1).  [77:  http://www.tradelinephilippines.dti.gov.ph/web/tradeline-portal/startup-ecosystem-development-program-sedp-] 


[bookmark: _Toc511132283]This level of government involvement in entrepreneurship can be a positive mechanism to seeing consistent growth in an ecosystem, take Rwanda for example. In its post-genocide years, Rwanda’s government took a strategic, holistic approach to promoting entrepreneurship, and in less than two decades saw the creation of 72,000 new ventures, which in a decade tripled exports and reduced poverty by 25%.[endnoteRef:78]  This was done, by identifying three local industries (coffee, tea, and tourism) and actively organizing the institutions that would support them from throughout the country, for example, by training farmers to grow and package coffee to international standards and connecting them to overseas distribution channels. Impressively, this government-led strategy had extreme and lasting success, however, these benefits didn’t develop in a vacuum, while the “platonic ideal of entrepreneurial ecosystems, based on success stories like Silicon Valley or Boulder, Colorado,” as Spigel and Stam note, involves an entrepreneur-led transformation, more detailed histories of these cases, such as in the Rwandan, Chilean (fish), and Israeli (USB drives) domination of several key markets, demonstrate that the state, philanthropic organizations, and universities play a major role in their development. [endnoteRef:79] [78:  Isenberg, D. (2010)]  [79:  Spigel, B., Stam, E., (2016). “Entrepreneurial Ecosystems.” Utrecht School of Economics, Tjalling C. Koopmans Research Institute, Discussion Paper Series 16-13.














Annex 7: Dendrograms for firm innovation and SME development programs groupings in 2017

A note on the hierarchical clustering exercise that we conducted. In the chart below, the horizontal axis of the dendrogram represents the distance or dissimilarity between clusters. At the same time, the vertical axis represents the programs and clusters. Considering the need to visualize the similarity, each fusion of two clusters is represented on the graph by the splitting of a horizontal line into two horizontal lines. The horizontal position of the split, shown by the short vertical bar, gives the distance (dissimilarity) between the two clusters (NCSS manual, 2014). The figure on the left side shows the clustering for all the programs in the sample. The graph on the right shows the cluster groups that we used for comparing the scope of the programs, and assessing redundancies. 


Source: Authors calculations based on various DTI and DoST sources, interviews with representatives of program management units, and implementing agencies.
] 
Box 1. Existing relevant bills to support entrepreneurs in the Philippines
(either existing or in the pipeline) might include, but is not limited to:
1. The Innovation Bill
1. Tax Rationalization Bill
1. Start Up Bill 
1. The Youth Entrepreneurship Bill
1. Poverty Reduction through Social Entrepreneurship Bill
1. The Competition Act
1. Informal Economy Transition Act 
1. Micro, Small, and Medium Enterprises Bill (increasing financing through development banks)
1. Fast Business Permit Act (attempting to improve the ease of starting a business)
1.  Secured Transactions Act 
1.  Retail Liberalization Law 
1. An Inclusive Innovation Roadmap (DOST & DTI)
1. Foreign ownership restrictions for companies that operate in certain industries, such as: education, media, banking, and finance. In those cases, 100% of ownership must be Filipino. In other industries the number sits at 40%.
Source: Author elaboration
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	Instrument name
	 
	Implementing Agency
	Type

	Green Economic Development (GED) 
	DTI
	Regional Operations Group (ROG) (BSMED, DTI Regional and Provincial Offices)
	Education and training of entrepreneurs

	Shared Service Facilities Project (SSF)
	DTI
	Regional Operations Group (ROG) (BSMED, DTI Regional and Provincial Offices)
	Grants for upgrading equipment for collective use (cooperative)

	Regional Interactive Platform for Philippine Exporters (RIPPLES) Plus
	DTI
	Export Marketing Bureau (EMB)- Lead
Trade and Investments Promotion Group (TIPG)
Regional Operations Group (ROG) (DTI-ROG)
Philippine Trade Training Center (PTTC)
	Technical Assistance (training, marketing support), Business matchmaking services, Trade Promotion (participation ion fairs)

	Project Kapatid - Mentor Me (KMME)
	DTI
	Regional Operations Group (ROG)
	Education and training of entrepreneurs

	Industry Cluster Enhancement (ICE)
	DTI
	Regional Operations Group (ROG)
	Technical Assistance (training, marketing support), Trade Promotion (participation ion fairs)

	One Town One Product (OTOP) Next Gen
	DTI
	Regional Operations Group (ROG)
	business advisory, education and training of entrepreneurs.

	Negosyo Center (NGC)
	DTI
	Regional Operations Group (ROG)
	Business advisory, education and training of entrepreneurs

	Trade and Business Management Training Services
	DTI
	Philippine Trade Training Center (PTTC)
	Business advisory, education and training of entrepreneurs

	Sikat Pinoy National Trade Fair/National Food Fair/National Arts and Crafts Fair
	DTI
	Bureau of Domestic Trade Promotion (BDTP)
	Grants, education and training of entrepreneurs

	Market Access Program: Go Lokal!
	DTI
	Bureau of Domestic Trade Promotion (BDTP)
	Education and training of entrepreneurs, public goods

	Materials Research and Development Program
	DTI
	Design Center of the Philippines (DCP)
	Early stage infrastructure and advisory: incubators and accelerators

	
New Design Graduates Training (NDGT) Program
	DTI
	Design Center of the Philippines (DCP)
	Education and training of entrepreneurs

	Product Specialist Program
	DTI
	Design Center of the Philippines (DCP)
	Education and training of entrepreneurs

	International Design Conference
	DTI
	Design Center of the Philippines (DCP)
	Information systems and websites, Implementation of promotion and marketing campaigns; advisory for marketing

	Design Week Philippines
	DTI
	Design Center of the Philippines (DCP)
	Information systems and websites, Implementation of promotion and marketing campaigns; advisory for marketing

	International trade fairs
	DTI
	Center for International Trade Expositions and Missions (CITEM)
	Crowdsourcing

	Domestic trade fairs
	DTI
	Center for International Trade Expositions and Missions (CITEM)
	Crowdsourcing

	Pondo sa Pagbabago at Pag-asenso (P3)
	DTI
	Small Business Guarantee & Finance Corp (SB Corp)
	Loans and credit for SMEs

	Wholesale Lending
	DTI
	Small Business Guarantee & Finance Corp (SB Corp)
	Loans and credit for SMEs

	Retail Lending
	DTI
	Small Business Guarantee & Finance Corp (SB Corp)
	Loans and credit for SMEs

	Industry Development Program - Comprehensive Automotive Resurgence Strategy (CARS)
	DTI
	Board of Investments (BOI)
	Tax incentives - R&D, and Non-R&D innovation 

	Industry Development Program - Manufacturing Resurgence Program (MRP)
	DTI
	Board of Investments (BOI)
	Tax incentives - R&D, and Non-R&D innovation 

	Investment Promotion Program 
	DTI
	Board of Investments (BOI)
	Tax incentives - R&D, and Non-R&D innovation 

	Technology Innovation for Commercialization (TECHNICOM)
	DOST
	Technology Application and Promotion Institute (TAPI)
	Grants for R&D, and Technology Transfer Technical Assistance.

	Technology Transfer and Commercialization through Venture Financing Program  (VFP) and Invention-Based Enterprise Development (IBED) program - Phase II
	DOST
	Technology Application and Promotion Institute (TAPI)
	Equity, advisory

	Commercialization of Invention through Intellectual Property Rights Assistance Program (IPRAR)
	DOST
	Technology Application and Promotion Institute (TAPI)
	Information, technical assistance

	Invention/ Technology Develomment and Pre-commercialization support - Industry-Based Development Program (IBID)
	DOST
	Technology Application and Promotion Institute (TAPI)
	Product prototypes

	Promotion and Marketing Support through Institutional Support for Trade and Exhibitions of DOST Technologies and services (ISTE)
	DOST
	Technology Application and Promotion Institute (TAPI)
	Grants

	Small Enterprise Technology Upgrading Program (SETUP)
	DOST
	DOST Regional Offices
	Grants, credit guarantees, business advisory and technology extension.

	Food Innovation Center (FIC)
	DOST
	DOST Regional Offices
	Business advisory, quality standards & research infrastructure

	Enterprise Module (EM)
	DOST
	DOST Regional Offices
	Business advisory, early stage infrastructure 

	Technology Business Incubator (TBI)
	DOST
	Philippine Council for Industry, Energy, and Emerging Technology Research and Development (PCIEERD)
	Early stage infrastructure, advisory

	Startup Nation Research Grant (SNRG)
	DOST
	Philippine Council for Industry, Energy, and Emerging Technology Research and Development (PCIEERD)
	Grants, business advisory

	Industrial technology R&D program
	DOST
	Industrial Technology Development Institute (ITDI)
	R&D, qulity infrastructure

	Textile and other textile-related R&D program
	DOST
	Philippine Textile Research Institute (PTRI)
	Grants, early stage infrastructure, research infrastructure

	DOST Academe Technology-Based Enterprise Development (DATBED) Assistance Program
	DOST
	Technology Application and Promotion Institute (TAPI)
	Grants, business advisory, Education and training for entrepreneurship and SMEs

	Collaborative R&D to leverage Philippine economy  (CRADLE)
	DOST
	Office of the Undersecretary of Regional Operations
	Grants, collaborative networks and cluster policy

	Business Innovation through Science and Technology for Industry Program (BIST)
	DOST
	Office of the Undersecretary of Regional Operations
	Product prototypes

	S&T Program for Regional and Countryside Development
	DOST
	Office of the Secretary
	not available

	Industrial technology transfer program
	DOST
	Industrial Technology Development Institute (ITDI)
	not available

	Industrial technology technical services program
	DOST
	Industrial Technology Development Institute (ITDI)
	Quality infrastructure

	OneExpert
	DOST
	Office of the Undersecretary for R&D
	Education and training of entrepreneurs, public goods

	One-Stop Shop Laboratory For Global Competitiveness (OneLab)
	DOST
	Office of the Undersecretary for R&D
	Quality infrastructure, public goods

	S&T Scholarship Program
	DOST
	Science Education Institute (SEI)
	Scholarship

	STEM Secondary Education on Scholarship Basis Program
	DOST
	Philippine Science HIgh School (PSHS)
	Scholarship

	Strategic Science and Technology Program
	DOST
	Office of the Secretary
	not available

	National Industry, Energy and Emerging Technology Sectors R&D Program 
	DOST
	Philippine Council for Industry, Energy, and Emerging Technology Research and Development (PCIEERD)
	not available

	Advanced S&T Transfer Program
	DOST
	Advanced Science and Technology Institute (ASTI)
	R&D, Grants, early stage infrastructure, quality infrastructure

	Advanced S&T R&D Program
	DOST
	Advanced Science and Technology Institute (ASTI)
	R&D, Grants, early stage infrastructure, quality infrastructure

	Metals Industry Research Program
	DOST
	Metals Industry Research and Development Center (MIRDC)
	Research infrastructure

	Forest Products R&D Program
	DOST
	Forest Products Research and Development Institute (FPRDI)
	R&D, early stage infrastructure

	Science & Technology Information Program
	DOST
	Science and Technology Information Institute (STII)
	not available

	S&T Recognition and Policy Advisory Program
	DOST
	National Academy of Science and Technology (NAST)
	Policy advisory

	Technology application and Invention Development Program
	DOST
	Technology Application and Promotion Institute (TAPI)
	Technical Assistance  

	S&T Education Development Program
	DOST
	Science Education Institute (SEI)
	not available

	Food and Nutrition R&D program
	DOST
	Food and Nutrition Research Institute (FNRI)
	R&D

	Food and Nutrition technology and knowledge diffusion program
	DOST
	Food and Nutrition Research Institute (FNRI)
	Quality infrastructure

	STEM Promotion Program
	DOST
	Philippine Science HIgh School (PSHS)
	not available

	Metals Industry Technology Transfer Program
	DOST
	Metals Industry Research and Development Center (MIRDC)
	Public procurement, business advisory, research infrastructure

	Basic R&D Management Program
	DOST
	National Research Council of the Philippines (NRCP)
	R&D, grants

	Forest products S&T services program
	DOST
	Forest Products Research and Development Institute (FPRDI)
	Quality infrastructure

	Forest products technology transfer
	DOST
	Forest Products Research and Development Institute (FPRDI)
	Public procurement, business advisory, research infrastructure

	Textile S&T services program
	DOST
	Philippine Textile Research Institute (PTRI)
	Quality infrastructure, education and training for entrepreneurship and SMEs

	Textile Technology Transfer Program
	DOST
	Philippine Textile Research Institute (PTRI)
	Grants

	Policy development for S&T advisory
	DOST
	National Academy of Science and Technology (NAST)
	Policy advisory
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DTI
Ripples, ICE and P3 showed strong practice in design: 
· Integration with complementary instruments (credit guarantees) and beneficiaries in value chains (i.e. ICE), selection criteria, and monitoring systems by P3 and ICE,  
· justification of origin, targeting of multiple stakeholders and articulation of results by RIPPLES, and ICE
· Justification and strong rationale (ICE)

But we detected opportunities for improvement of design practices at DTI: 
· Absence of a logical framework, MME, ICE and SSF
· Weak systems for monitoring: RIPPLES, Negosyo Centers, 
· Poor justification: OTOP, P3
· Evaluation of alternative supporting mechanisms: SSF

Positive practices in implementation were found:
· Learning from implementation by P3,
· Selection of potential beneficiaries and application procedures by P3, 
· Negosyo Centers showed good practice in selection of supporting mechanisms, and in integration
· Well-resourced program and management authority by P3, SSF and RIPPLES, 
· Information management systems by RIPPLES
· Organizational management with regional partners, and good closure procedures by ICE.



Figure 1: Scores for DTI programs by functional dimension
[image: ]
Source: WBG, based on interviews and available documentation from DTI, and DoST.
And opportunities for improvement of implementation:
· Procedures for call for proposal at ICE, selection of potential applicants at MME, Negosyo, OTOP, SSF
· M&E and Information management systems at ICE and MME, RIPPLES, Negosyo, OTOP, SSF

Good practices for governance at DTI include:
· Committees that promote institutional coordination and address problems of implementation, and general communication among managers, for all programs, but also, we captured opportunities for improvement 
· Lack of external awareness of potential factors that can negatively affect the performance of the project at MME, Negosyo, OTOP
· Absence of institutional relationship mechanisms at SSF

Finally, Figure 2 highlights the main implementation gaps and opportunities for internal learning in DTI



Figure 2: Design and implementation gap in DTI
[image: ]
Source: WBG, based on interviews and available documentation from DTI, and DoST.

DOST
A granular view into the DoST design practices showed:
· Good practices in the specificity of activities, deliverables, and outcomes 
· Good alignment and coordination between the program and other initiatives (TECHNICOM, ENTERP)
· Use of some logical framework (FIC) that could be disseminated to other programs

And a few areas for improvement
· Absence of a logical framework in almost all instruments
· Weak mechanisms targeting and selecting beneficiaries and defining stakeholders 
· Lack of consideration of alternative mechanisms to address the problem 
· Absence of program rationale and justification
· Definition of objectives, and expected outcomes 

Implementation strengths:
· Learning mechanisms, including conferences to disseminate good practices
closing procedures (SETUP, IFCs)
· Good coordination with regional teams (FICs)
· Autonomy given to its staff and its regional coordination (EM)
· Mechanisms for closure of support and follow up to beneficiaries (FICs, TCNM)

Opportunities for improving practices in implementation and governance were found in:
· Control of the M&E process (IFCs), and absence of a strong M&E system (EM)
· lack of external awareness of potential factors affecting the program performance (TNCM, FICs)

Figure 3: Scores for DoST programs by functional dimension
[image: ]
Source: WBG, based on interviews and available documentation from DTI, and DoST.
Finally Figure 4 shows the implementation gap within the institution. The blue line shows the difference between best and worst performer. Higher values correspond to elements where the potential to transfer good practices can be higher. 



Figure 4: Implementation gap in DoST
[image: ]
Source: WBG, based on interviews and available documentation from DTI, and DoST.
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Real GDP Growth and Contributions
(Percentage Points)

Labor	1981-1986	1986-1991	1991-1996	1996-2001	2001-2006	2006-2011	2011-2016	3.1852257754496631	2.936198770478859	2.8172884416102209	2.6268132600225198	2.5140681751868672	2.5939715421264831	2.1111184955454831	Human Capital per Labor	1981-1986	1986-1991	1991-1996	1996-2001	2001-2006	2006-2011	2011-2016	0.81127312969024901	1.0314430772060621	0.87238327571093	0.62816473110778304	0.45117474221114701	0.32693326483428398	0.27237025562232298	Capital 	1981-1986	1986-1991	1991-1996	1996-2001	2001-2006	2006-2011	2011-2016	3.545457253417283	2.2978585560078599	3.374772210414267	3.3728460092945269	2.9999718876494001	3.4531059737510361	5.7357239528989412	Total Factor Productivity	1981-1986	1986-1991	1991-1996	1996-2001	2001-2006	2006-2011	2011-2016	-5.0103822997896774	0.91459390853185996	-5.2550783251624301E-2	-0.343521194038519	2.0769208384383671	1.386704270967922	2.2448995335527999	Real GDP (RHS)	1981-1986	1986-1991	1991-1996	1996-2001	2001-2006	2006-2011	2011-2016	-1.2759271536970871	3.9121340175539698	3.4541723079351661	2.9799351259406799	5.0623404066573396	4.6168044566314377	6.5759519079856776	




Contribution to Growth in the Philippines and Regional Peers, 1995-2010 (Percent)

Capital Stock	1995-2010	1995-2010	1995-2010	1995-2010	1995-2010	1995-2010	Philippines	China	Malaysia	Thailand	Indonesia	Vietnam	44.4	45.972490578730394	48.426991320022992	46.872525034120571	73	61.903762579344914	Labor	1995-2010	1995-2010	1995-2010	1995-2010	1995-2010	1995-2010	Philippines	China	Malaysia	Thailand	Indonesia	Vietnam	25.1	10.46045507099109	34.299322488366933	19.212894666987598	22.8	16.726284659803948	Human Capital per Labor	1995-2010	1995-2010	1995-2010	1995-2010	1995-2010	1995-2010	Philippines	China	Malaysia	Thailand	Indonesia	Vietnam	4.5999999999999996	3.7812408968042015	15.603201575216987	14.248308553074256	12.3	6.460023642606755	Total Factor Productivity	1995-2010	1995-2010	1995-2010	1995-2010	1995-2010	1995-2010	Philippines	China	Malaysia	Thailand	Indonesia	Vietnam	25.9	39.785813453474312	1.6704846163930851	19.666271745817582	-8.1	14.909929118244383	



Micro 	


Share in the # enterprise	Share of employment 	89.532297200398702	29.428679325256873	Small 	


Share in the # enterprise	Share of employment 	9.5865976108707383	25.344802656576054	Medium 	
Share in the # enterprise	Share of employment 	0.42878676544043048	6.8341091036347663	Large 	


Share in the # enterprise	Share of employment 	0.45231842329012534	38.392408914532304	



Micro	Agriculture, …	Mining and 
Quarrying	Manufacturing	Electricity, …	Water supply…	Construction	Wholesale and Retail…	Financial …	Transportation …	Accommodation ..	ICT	Real ..	Professional…	Administrative …	Education	Human health…	Arts, …	Others	3101	199	44919	132	1891	1203	300189	4634	63486	5533	18705	17757	20997	16618	29623	16281	7625	30587	Small	Agriculture, …	Mining and 
Quarrying	Manufacturing	Electricity, …	Water supply…	Construction	Wholesale and Retail…	Financial …	Transportation …	Accommodation ..	ICT	Real ..	Professional…	Administrative …	Education	Human health…	Arts, …	Others	49844	4984	310089	4409	14956	36647	486697	46713	305750	34250	72686	25701	52630	56880	200612	44871	22378	45289	Meidum	Agriculture, …	Mining and 
Quarrying	Manufacturing	Electricity, …	Water supply…	Construction	Wholesale and Retail…	Financial …	Transportation …	Accommodation ..	ICT	Real ..	Professional…	Administrative …	Education	Human health…	Arts, …	Others	17472	1953	124422	10839	6408	26773	81519	16837	22600	15151	17930	6449	12409	30112	44144	23027	2971	1017	Large	Agriculture, …	Mining and 
Quarrying	Manufacturing	Electricity, …	Water supply…	Construction	Wholesale and Retail…	Financial …	Transportation …	Accommodation ..	ICT	Real ..	Professional…	Administrative …	Education	Human health…	Arts, …	Others	92916	29916	744146	31501	10630	202960	112904	84505	25105	86202	193471	22805	59888	736782	97408	73986	35962	2073	



Micro	
2012	2013	2014	10.118318695253313	10.22804428981366	9.9025596518508223	Small	
2012	2013	2014	11.135604396438344	11.13228540121956	11.166186792842606	Medium	
2012	2013	2014	10.96865447221065	11.108006314781218	11.074683927544616	Large	
2012	2013	2014	11.944102308270494	11.938134861507079	11.995904019058548	



Micro	
2012	2013	2014	11.283277224385111	11.319156532597571	11.382112847700682	Small	
2012	2013	2014	11.822910430287454	11.839924282728763	11.856099982827056	Medium	
2012	2013	2014	11.277582346620671	11.458593988879533	11.425393165076095	Large	
2012	2013	2014	12.171488307800971	12.165013295846514	12.178071728480877	



Indonesia	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	2016	23535	24964	39302	29604	38106	43906	47714	51151	57926	57079	58426	Malaysia	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	2016	38293	43337	41623	41638	44202	45455	45441	46321	49203	49510	46555	Philippines	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	2016	13325	12285	13470	11435	11714	17495	18515	20231	21066	21068	21735	Thailand	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	2016	30119	25156	27655	27520	31707	33704	40900	44482	43589	44809	48907	



Indonesia	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	2016	0.15875454519625543	0.16611808681605109	0.257977675052313	0.19159253215489816	0.24297951109992205	0.27560352753432776	0.29464227717267139	0.31070285035044687	0.34598912734274195	0.32933817684485256	0.33301585700037134	Malaysia	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	2016	2.2087830345528352	2.4381962512528688	2.2856248567125781	2.2330609179211476	2.3167186349882485	2.3297526402880888	2.2791719565297641	2.2742788882296092	2.3706989073623492	2.3324291287900221	2.2624382713484534	Philippines	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	2016	0.25513346725750152	0.23010072193188408	0.24687635431474436	0.20506873236785503	0.20550179928982759	0.30015773936871998	0.310616296284764	0.33185279842487447	0.33816575178431557	0.32632590959173596	0.33068932497887493	Thailand	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	2016	0.65062311869006118	0.5387898030538647	0.58775058912671829	0.58082574341262982	0.66505494616131977	0.70308291553365376	0.84917318145826004	0.92013890576780144	0.89875003250028085	0.90875583143811789	0.990838045336488	



Series 1	
Indonesia	Philippines	Thailand	Vietnam	China	Morocco	Malaysia	17.670000000000002	17.16	13.74	13.65	12.84	4.4400000000000004	2.93	

Series 1	
Vietnam	Philippines	Indonesia	Thailand	Morocco	China	Malaysia	56.8	53.77	49.91	41	34.25	31.71	28.24	

Global Competitiveness Index	
Malaysia	China	Thailand	Indonesia	Viet Nam	Philippines	Morocco	Sri Lanka	Kenya	Bangladesh	Pakistan	23	27	32	36	55	56	71	85	91	99	115	


Global Entrepreneurship Index	
China	Malaysia	Morocco	Thailand	Philippines	Viet Nam	Sri Lanka	Indonesia	Kenya	Pakistan	Bangladesh	43	58	65	71	84	87	90	94	109	120	134	


Market concentration in manufacturing in the Philippines and selected EAP countries 
(in percent)

Monopoly	Philippines	Indonesia	Malaysia	Cambodia	3.4175334323922733	1.3142174432497014	0	1.0416666666666665	Duopoly	Philippines	Indonesia	Malaysia	Cambodia	3.7147102526002973	0.71684587813620071	0.6198347107438017	0	Oligopoly (3-6)	Philippines	Indonesia	Malaysia	Cambodia	14.858841010401189	11.111111111111111	7.4380165289256199	3.125	Many	Philippines	Indonesia	Malaysia	Cambodia	78.008915304606248	86.857825567502985	91.942148760330582	95.833333333333343	



Evolution of market concentration in manufacturing in the Philippines (in percent)

Philippines 2009	Monopoly	Duopoly	Oligopoly (3-6)	2.3664860000000001	2.3066586	18.588873799999998	Philippines 2015	Monopoly	Duopoly	Oligopoly (3-6)	3.1753339999999999	3.7147103000000001	14.858841	



Export	Philippines	Indonesia	Lao PDR	Malaysia	Myanmar	Thailand	Vietnam	509	392.5	375	248	572	320	429	Import	Philippines	Indonesia	Lao PDR	Malaysia	Myanmar	Thailand	Vietnam	630	547	339	273	667	276	556	



Net FDI inflow: Philippines vs. Regional peers (percent of GDP)

1999-2014	Philippines	Indonesia	Malaysia	Thailand	China	Vietnam	1.2904800304060775	-0.84334038254575905	3.1919719634487458	3.5011236406512745	3.5184265462518156	4.0444505690491486	2005-2010	Philippines	Indonesia	Malaysia	Thailand	China	Vietnam	1.3859984139943553	1.6833085922761271	3.2924262390923693	3.5302946792769334	3.9585766968498901	6.5655988324930741	2011-2016	Philippines	Indonesia	Malaysia	Thailand	China	Vietnam	1.6860054186015452	2.1208260109988482	3.7370333495668375	1.9856361653967145	2.6360982166682239	5.5392102513998021	



Ease of Hiring and Firing (7=best)

Malaysia	China	Indonesia	Thailand	Kenya	Bangladesh	Vietnam	Pakistan 	Philippines	Sri Lanka	Morocco	4.8673415179999999	4.4643559460000004	4.4617128370000003	4.3649711609999997	4.2587232589999999	4.1691374779999997	4.0222969060000002	3.7929079529999998	3.6479458810000001	3.4609780309999998	3.3020384310000002	


Domestic Credit to the Private Sector 
2016 (% of GDP)
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Domestic Credit: the Philippines vs. Regional Peers, 2016 (% of GDP)

Indonesia	Philippines	Malaysia	Thailand	China	39.386287141756377	44.714481671791312	124.06017734690218	147.43079810889037	156.70608190860111	


China	Human Capital	Startup Skills	Opportunity Startup	0.52119044510721502	0.243822753952328	0.268955529784215	Malaysia	Human Capital	Startup Skills	Opportunity Startup	0.62520991518034197	0.15803885306141499	0.60994580001509102	Philippines	Human Capital	Startup Skills	Opportunity Startup	0.43654928345912802	0.42906355495190901	0.33590386036626402	Sri Lanka	Human Capital	Startup Skills	Opportunity Startup	0.31096306640891602	0.160771316313156	0.248363779647778	Kenya	Human Capital	Startup Skills	Opportunity Startup	0.16379534029994899	4.6411303869604799E-2	0.222150830691829	Morocco	Human Capital	Startup Skills	Opportunity Startup	0.128773634695942	0.25492988108694098	0.42194725483151302	Thailand	Human Capital	Startup Skills	Opportunity Startup	0.486464643886518	0.38334188281686099	0.34384964940623403	Indonesia	Human Capital	Startup Skills	Opportunity Startup	0.160168600507239	0.285197095422215	0.30987583752673498	Pakistan	Human Capital	Startup Skills	Opportunity Startup	9.9937259499211506E-2	5.9882434149764803E-2	0.108059094363081	Bangladesh	Human Capital	Startup Skills	Opportunity Startup	0.127361433886167	3.8334953484517598E-2	0.31891887327878099	


Philippines	Quality of education	Country capacity to retain talent	Country capacity to attract talent	Quality of scientific research institutions	University-industry collaboration in R	&	D	Gov’t procurement of advanced tech products	Availability of scientists and engineers	4.3122189044999946	3.5982298849999999	3.2849638460000001	3.6804237369999999	3.5233416559999999	3.0456507209999999	3.829318523	China	Quality of education	Country capacity to retain talent	Country capacity to attract talent	Quality of scientific research institutions	University-industry collaboration in R	&	D	Gov’t procurement of advanced tech products	Availability of scientists and engineers	4.5138288737500014	4.3328776359999956	4.4838027949999999	4.6324539179999871	4.3899250030000001	4.527251243999987	4.6790981289999998	Malaysia	Quality of education	Country capacity to retain talent	Country capacity to attract talent	Quality of scientific research institutions	University-industry collaboration in R	&	D	Gov’t procurement of advanced tech products	Availability of scientists and engineers	5.2581291197500004	5.0913734440000002	4.9003310200000003	5.1552577020000001	5.1762146949999996	4.9576129910000004	5.3304743769999812	Sri Lanka	Quality of education	Country capacity to retain talent	Country capacity to attract talent	Quality of scientific research institutions	University-industry collaboration in R	&	D	Gov’t procurement of advanced tech products	Availability of scientists and engineers	4.1240323779999724	3.4264791009999991	3.0160746569999999	3.6366071699999991	3.588495016	3.3079433439999999	4.1723017689999882	Kenya	Quality of education	Country capacity to retain talent	Country capacity to attract talent	Quality of scientific research institutions	University-industry collaboration in R	&	D	Gov’t procurement of advanced tech products	Availability of scientists and engineers	4.3648593427499831	3.9778685569999999	3.9969170090000001	4.2899785039999996	4.296399117	4.0392293930000003	4.4536051749999999	Indonesia	Quality of education	Country capacity to retain talent	Country capacity to attract talent	Quality of scientific research institutions	University-industry collaboration in R	&	D	Gov’t procurement of advanced tech products	Availability of scientists and engineers	4.6026746034999881	4.3356423380000004	4.4549355509999753	4.4121923450000002	4.31639719	4.3668251040000001	4.5442905429999936	Pakistan	Quality of education	Country capacity to retain talent	Country capacity to attract talent	Quality of scientific research institutions	University-industry collaboration in R	&	D	Gov’t procurement of advanced tech products	Availability of scientists and engineers	3.6602523922499999	3.5590131280000001	3.3416860100000001	3.8352439399999878	3.487407207	3.7824866770000001	3.9756889339999879	Thailand	Quality of education	Country capacity to retain talent	Country capacity to attract talent	Quality of scientific research institutions	University-industry collaboration in R	&	D	Gov’t procurement of advanced tech products	Availability of scientists and engineers	4.0505105852499881	3.966408013999998	3.805939913	3.9840822220000001	3.916949033999988	3.436666011999999	4.118204116999987	Viet Nam	Quality of education	Country capacity to retain talent	Country capacity to attract talent	Quality of scientific research institutions	University-industry collaboration in R	&	D	Gov’t procurement of advanced tech products	Availability of scientists and engineers	3.6871151327499998	3.512480021	3.437845229999998	3.496672629999988	3.5003509519999998	3.6366243360000001	3.7997007370000002	Morocco	Quality of education	Country capacity to retain talent	Country capacity to attract talent	Quality of scientific research institutions	University-industry collaboration in R	&	D	Gov’t procurement of advanced tech products	Availability of scientists and engineers	3.4795261024999999	3.1548702720000001	3.29740119	3.0282180310000002	3.0060198310000001	3.2521028520000002	4.0821013449999954	Bangladesh	Quality of education	Country capacity to retain talent	Country capacity to attract talent	Quality of scientific research institutions	University-industry collaboration in R	&	D	Gov’t procurement of advanced tech products	Availability of scientists and engineers	3.3838878272500001	3.2093954089999999	2.668556213	2.850278138999998	2.5406322480000001	3.0439579490000002	3.8096098899999991	
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and implementing agencies.

397 

14,194 

16,808 

32,089 

33,311 

40,000 

45,000 

55,790 

65,508 

71,600 

72,061 

76,116 

77,796 

139,093 

144,417 

152,359 

152,564 

163,129 

169,432 

253,915 

290,958 

370,402 

498,323 

780,601 

814,618 

819,545 

1,807,975 

3,444,255 

3,685,912 

3,956,195 

4,713,394 

TAPI

Design Center of the Philippines

DOST Regional Offices

DOST PCIEERD

DOST- PCIEERD

Export Marketing Bureau (EMB) Regional O

Bureau of Domestic Trade Promotion

Philippine Trade Training Center

National Academy of S&T

Regional Operations Group (BSMED, DTI Re

S&T information institute

Food and Nutrition Research Institute

Philippine Textile Research Institute

Industrial Technology Development Instit

CITEM

Forest Products Research and Development

Office of the Undersecretary for R&D

ITDI

Technology Application and Promotion Ins

Metals Industry R&D Center

National Research Council of the Philipp

OUSEC RD

Advanced Science and Technology Institut

Regional Operations Group

DOST Executive committee

Philippine Council for Industry, Energy

Board of Investments

Philippine Science High School

Science Education Institute

SB Corp.

Office of the Secretary

Share of 

spending (%)

Number of 

programs

DTI programs

DoST

programs

3. Findings

Four agencies account for 77.2% of the value of the portfolio
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Share of programs by mandated department in 2017/2018

PHP 22,957,756 Thousands (Current); Number of programs; n: 70

Source: Authors calculations based on various DTI and DoST sources, interviews with representatives of program management units, 

and implementing agencies.
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3. Findings: 

DOST presented the lion’s share of the programs in our sample, accounting for 75% of the value of the 

portfolio

Total Mean Median

PHP thousands

Total 22,957,756            327,968                39,727              

DTI 6,915,771             300,686                41,440              

DoST 16,041,985            341,319                38,400              

St Dev. Min Max

PHP thousands

Total 755,832                397                      3,641,757         

DTI 556,526                1,108                    1,756,533         

DoST 841,571                397                      3,641,757         
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Cumulative distribution of SME programs by value of direct support (including credit funds) in 2017 and percentage
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Cumulative distribution of SME programs by value of expenditures in 2017/2018 and percentage

PHP 22,957,756 Thousands (Current); Number of programs; n: 70

Source: Authors calculations based on various DTI and DoST sources, interviews with representatives of program management units, 

and implementing agencies.

66.5%

3. Findings: 

Concentration is moderately high, as 7 programs (rep 10% of the sample) accounted for 66.5% of the 

value of the portfolio in the last year of measurement
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3. Findings: 

Programs aiming to form skills and create jobs dominated financial resource allocation in 2017, driven 

by substantive DoST spending on higher education and learning
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3. Findings: 

DoST spending remained highly concentrated on skills, building human capital and research, while DTI 

showed more balanced spending across capability, credit and domestic market expansion
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3. Findings: posT spending reflected on preferential targeting at academic institutions and researchers, while DTI
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Firms according to life cycle

Source: Authors calculations based on various DTI and DoST sources, interviews with representatives of program management units, 

and implementing agencies.

3. Findings: 

within the programs targeting firms, DTIs spending was aimed at younger and smaller, and enterprises 

with lower propensity to innovate. DoST on the other hand targeted older, larger and technology intensive firms.
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3  Size, scale and redundancies 

Scale

PHP thousands 4,000

Instrument full name Department

2017 in 

Thousands 

PHP

Marketing Support for Exhibitions of DOST Technologies  DoST 3,800               

Commercialization of Invention through IP rights  DoST 3,400               

International Design Conference DTI  2,913               

Design Week Philippines DTI  2,574               

Policy Development for S&T Advisory Program DoST 1,992               


New Design Graduates Training (NDGT) Program

DTI  1,913               

Green Economic Development (GED) 
Period: 2017-present

DTI  1,600               

Materials Research and Development Program DTI  1,108               

Technology Develomment and Pre-commercialization IBDP DoST 700                  

PHP thousands 3,800

Distribution of programs by value of expenditures in 2017/2018

Programs with budget allocation below PHP 4,000 

thousands in 2017 
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3  size, scale and redundancies 

Redundancy analysis

Potential cases for program consolidation based on similarity of scope

Number of programs; n: 21

Case # Cluster Department Agency

Set of instruments subject to scrutiny 

Strong Uncertain Non applicable Outcomes Objectives Mechanisms Beneficiaries

1 1 DTI Regional Operations Group (1) Negosyo Center x √ √ √ √

Philippine Trade Training Center (2) Trade and Business Management Training Services x

2 1 DTI CITEM (1) International trade fairs x √ √

CITEM (2) Domestic trade fairs x

3 3 DoST

Technology Application and 

Promotion Institute (1) Technology Innovation for Commercialization x √ √ √ √

(2)

Technology Transfer and Commercialization through 

Venture Financing Program  x

4 3 DoST (1) Forest products technology transfer program x √ √ √ √

(2) Forest products S&T services program x

5 3 DoST National Academy of S&T (1) S&T Recognition and Policy Advisory Program x √ √ √

Technology Application and 

Promotion Institute (2)

Technology application and Invention Development 

Program - Technology application, promotion and 

commercialization x

6 3 DoST

National Research Council of the 

Philippines (1) Industrial technology technical services program x √ √ √ √

Industrial Technology Development 

Institute (2) Industrial technology transfer program x

7 4 DoST Metals Industry R&D Center (1) Metals industry S&T services program x √ √ √ √

Philippine Textile Research Institute (2) Textile S&T services program x x

(3) Textile technology transfer program x x

8 5 DoST

Forest Products Research and 

Development Institute (1) Forest products R&D program  x √ √ √ √

Philippine Textile Research Institute (2) Textile and other textile-related R&D program x

9 6 DoST Science Education Institute (1) S&T Education Development program x √ √ √ √

Office of the Secretary (2)

S&T Program for Regional and Countryside 

Development x

Total 40 Instruments 6 to 3 11 4

Cases 3 5 3

Number of cases with potential instruments to consolidate - If programmatic razionalization could be further justified 3

Case for consolidation Overlapping

Forest Products Research and 

Development Institute
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4. Coherence of the policy mix

Response to the SME strategy

• This exercise did not focus on mapping the regulatory instruments. 

Priority area

Status

Improved 

regulatory 

requirements

•

Somehow coherent

: The portfolio contained 3 programs that relied on extending credit to SMEs, which contributed significantly to this 

goal. The programs focused on growth oriented firms, but did not explicitly included features related to innovation. 

• It is worth noting that instruments that are aimed at addressing financial imperfections for innovation require as precondition that firms 

have the necessary capacity to absorb knowledge and to invest the financial resources effectively. In this regard, these access to finance 

programs also included in their design, assistance to increase managerial capacity for SMEs.

Improved 

access to 

finance

•

Coherent: 

The portfolio analysis revealed that a large portion of the value of the entire portfolio is devoted to develop skills, particularly in 

the field of science and technology, through the scholarship program and STEM education programs run by DoST. The programs aiming 

at forming skills represented 41.1% of the value of the portfolio in 2017. These programs included individuals and universities as the main 

beneficiaries. 

• The portfolio also included programs aiming at building managerial skills, which represented about 7% of the value of the portfolio in  

2017.

Enhanced 

human capital 

development

•

Less coherent: 

Programs aiming at building technological capacity of firms were present in the portfolio, but they represented only 6.3% 

of the value of funds in 2017. Program fragmentation. 

• The majority of the programs aiming at transferring technology relied on variety of supporting mechanisms, including – but not limited to -

business advisory and technology extension services.

• Instruments focus on pushing technology from PRIs, rather than supporting adoption of existing technologies.

Innovation and 

technological 

capacity

Bus. environment

Business Capacity

•

Less coherent: 

Export promotion programs represented 1.1% of the value of the portfolio, and domestic market access programs 

represented 4.1% of the value of the portfolio.

• These programs targeted firms, primarily as well as individuals, and relied mostly on business advisory and the national quality

infrastructure network. 

• Implementation arrangements linking target beneficiaries with market opportunities – e.g. programs that require using lead exporting firms 

and FDI linkages as levers, are more likely to succeed. However, these are underrepresented in the policy mix.

Broadened 

access to 

markets

Opportunities
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3  size, scale and redundancies 

Redundancy analysis

• We formed clusters from objects, starting 

with an individual cluster. We then 

merged clusters sequentially, according to 

their similarity. The algorithm creates 

various measures to express 

(dis)similarity between pairs of objects, 

using the segmentation variable.

• Cluster analysis of the instruments 

divided the sample into six main groups, 

in terms of similarities of general 

objectives in economic outcomes, specific 

objectives, beneficiaries, and supporting 

mechanisms.

• We used this segmentation to look closer 

at cases that presented overlapping 

scope, which suggests additional 

examination can be applied to explore 

potential integration or consolidation of 

programs.
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