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PHILIPPINES

I UNPACKING MACROECONOMIC IMPACTS OF CLIMATE
EVENTS AND POLICY IMPLICATIONS IN THE
PHILIPPINES'

A. Introduction

1. The Philippines is highly exposed to natural hazards, which are increasingly intensified
by climate change. Various global climate risk indices and assessments, reflect the country’s
significant exposure to climate shocks—stronger typhoons, heavier rainfall, higher temperatures,
and rising sea levels—which are expected to have increasingly devastating effects on its people and
economy as slower-moving climate change proceeds (BSP Governor Remolona, 2023 BSP
Sustainability Report).2 Estimates by the World Bank suggest that cumulative economic costs of
climate change could reach 7.6 percent of GDP by 2030 and 13.6 percent by 2040 (World Bank
CCDR 2022). Accordingly, the Philippines has positioned climate resilience as a cross-cutting
development strategy in its Development Plan (PDP 2023-2028) and National Adaptation Plan
(NAP 2023-2050), in line with the United Nations’ Sustainable Development Goal 13 on climate
action—with relevant targets on strengthening resilience to climate-related hazards (13.1) and on
integrating climate measures into policies and planning (13.2).

2. In the Philippines, quantitative studies on the macroeconomic effects of climate
shocks remains limited. While the government has made strides in advancing climate resilience
through national strategies and legal frameworks, there remains a need to support these efforts with
evidence-based assessments that quantify the potential economic costs and risks. This Selected
Issues Paper (SIP) extends previous empirical research studies, including Armas et. al. (2024), by
incorporating additional climate variables to capture broader macroeconomic impacts and support
the design of an effective monetary and fiscal policy responses. We present stylized facts related to
the impact of climate-events and trends for the Philippines (Section B) using a mix of empirical
methods and climate model simulations to examine the impact of climate shocks on key
macroeconomic outcomes (Section C). Given that typhoons represent the most frequent and
costliest climate shocks in the Philippines, we analyze the monetary policy trade-offs associated with
typhoon shocks and the fiscal implications of building resilience amid more frequent and stronger
typhoons (Section D).

' This chapter was prepared by Yingiu Lu, Margaux MacDonald, Jeongwon Son, and Renz Torillos (all APD); Jean
Christine Armas (MCM); and Nicholas Ari Sander, Azar Sultanov, and Sihwan Yang (all RES). Special thanks to Agnes
Isnawangsih and Patricia Tanesco for excellent research and editorial assistance. The authors additionally thank the
Philippine authorities and colleagues from SPR, FAD, and RES for constructive comments and suggestions. Any
remaining errors are those of the authors alone.

2In 2025, the World Risk Index ranked the Philippines as the most at-risk country worldwide for 15th consecutive
year, with a score of 46.56 out of 100 (Blindnis Entwicklung Hilft and Ruhr University Bochum — IFHV, 2025). The
United Nations’ 2023 assessment of natural disaster risks places the Philippines at the top of the list.
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B. Climate Trends and Shocks in the Philippines

3. The Philippines has seen a clear trajectory of intensifying climate change events over
the years and is expected to see more going forward (Figure 1). Over the past century, the
country experienced a significant warming trend. Historical temperature records indicate an average
increase of approximately 1.1°C with respect to 1901-1930 most of which recorded after 1960
(Figure 1). This warming trend has contributed to more frequent episodes of extreme heat in recent
years, with PAGASA'’s (Philippine Atmospheric, Geophysical and Astronomical Services
Administration) real-time heat index monitoring system reporting dangerously high temperatures in
many regions, increasing the risks of heat-related illnesses (PAGASA, 2023). Country-wide
precipitation has remained stable historically and is projected to remain largely unchanged in most
of the country, with a modest but not statistically significant increase in the north of the country
(+150mm/year, Figure 1). In addition, the sea level has continued to rise historically and is projected
to continue increasing, posing an economic challenge for the Philippines (Figure 1).
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Figure 1. Philippines: Historical and Projected Changes of Temperature and Annual
Precipitation
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Source: FADCP Climate Dataset (Massetti and Tagklis, 2024), using ERA5 reanalysis
data (Hersbach et al. 2023), and CMIP6 data (Copernicus Climate Change Service,
Climate Data Store, 2021).
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4. Typhoons represent the most frequent and costliest climate shocks in the Philippines
(Figure 2). The country experiences, on average, the most intense Category-5 typhoons twice per
year, while lower-intensity typhoons (Categories 3 and 4) occur more frequently, (Figure 2). The
economic impact is particularly damaging for the agricultural sector. A single Category-5 typhoon
can inflict losses equivalent to about 0.1 percent of GDP in the agriculture sector alone, highlighting
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broader implications for food security and rural livelihoods (Figure 2).> Exposure to severe typhoons
is geographically concentrated, with several regions—particularly in the eastern and central parts of
the country—facing disproportionately high risks.* Seven regions have more than 15 percent
probability of experiencing Category-5 typhoons in a year, while four regions face more than

25 percent likelihood (Figure 2).

Figure 2. Philippines: Frequency and Severity of Typhoons
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C. Macroeconomic Impact of Climate Shocks and Trends

5. Typhoons are similar to supply shocks, creating inflationary pressure and reducing
economic activity.> We estimate the impact of typhoons using local projection methods following
Jorda et al (2005), by utilizing regional macroeconomic data from the Philippine Statistics Authority
and typhoon data collected by the National Disaster Risk Reduction and Management Council.®
Regional data allows us to exploit cross-regional variation in the impact of typhoons, not possible

3 Hallegatte et al. 2022 show that the impact of severe typhoons can worsen with climate change using a dynamic
stochastic general equilibrium model for bank stress testing.
4 The Assessment Report of the International Panel on Climate Change (IPCC) finds evidence of an increase in the
frequency of tropical cyclones in the South East Asia region.

> Using Lasso regressions, we find that typhoons are the most statistically relevant climate variable in explaining GDP
per capita growth, providing rationale for focusing on typhoons.

6 See Annex | for technical details on the data and regression specifications.
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with country-level macro data, increasing the sample size and statistical significance of our findings.
We find that category-5 typhoons, considered to be the most destructive, tend to exert inflationary
pressures. Both regional headline and food CPI increase when a category-5 typhoon occurs, with the
peak impact occurring approximately one quarter after the typhoon hits (Figure 3). Headline and
food CPl increase by around 0.4 percent and 0.7 percent respectively. By contrast, the impact on
inflation in other sectors appears to be limited, highlighting the importance of the agriculture sector
in driving the inflationary impact of typhoons. Additionally, category-5 typhoons lower regional
output and labor productivity. As shown in Figure 3 real GDP in the region impacted by the typhoon
falls by approximately 0.4 percent on impact, while agricultural labor productivity declines by

2.5 percent.” Using the estimated impact on regional GDP of category-5 typhoons, we approximate
the average aggregate GDP impact of typhoons to be around 0.2-0.3 percent of GDP.2 These local
projections show that typhoons act as adverse supply shocks, likely raising inflation while
dampening economic activity and further posing a dilemma for monetary policy which we explore in
detail in Section D.

Figure 3. Philippines: Local Projection Estimates for Typhoons
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7 The impact of typhoons on labor productivity is widespread across sectors, with the estimated impact on the
Utilities, Mining, Manufacturing and Transportation sectors at around 2 percent and on the Construction sector at
around 4 percent. These estimates are used to calibrate the model in Section D.

8 The average impact of typhoons in general on GDP is estimated by multiplying the 0.4 percent regional impact by
2/17, representing the average fraction of regions impacted by a category-5 typhoon, and scaled up to additionally
consider the persistence of the impact, and the frequency and impact of category-1 to category-4 typhoons. The
estimated aggregate impact is slightly smaller than in Hallegatte et al (2022) which uses a New Keynesian Model to
show that the impact of a once-in-ten-year typhoon reduces GDP by around 1 percent in the Philippines.
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Figure 3. Philippines: Local Projection Estimates for Typhoons (Concluded)
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Source: Philippine Statistical Authority and IMF staff estimates
Notes: Local projections for CPI are at the monthly frequency while those for GDP and productivity are at the annual frequency.
All impacts are at the regional level. The shaded areas represent the 5 percent and 10 percent confidence intervals.

6. The potential long-term macroeconomic impact of rising temperatures and sea levels
pose substantial risks for the Philippines. Using empirical evidence from Kahn et al. (2021) and
the high-warming SSP3-7.0 scenario for the Philippines, in which average temperatures are 3.1°C
above their pre-industrial level, Centorrino et al (2025) find that gradual warming can reduce real
GDP growth resulting into a 1 to 5 percent real GDP loss in 2100 compared to a scenario in which
temperature continues increasing following present trends (Figure 4).° Sea-level rise is expected to
cause costs as large as 1.8 percent annually without adaptation (Figure 4). Using CIAM, a model of
sea-level rise costs, simulations show that with an optimal mix of protection and retreat from coastal
areas the cost of sea level rise can be reduced by as much as 95 percent, from 2.1 to 0.1 percent of
GDP, annually (Figure 4).

Figure 4. Philippines: Estimates of Long-Term Climate Change Costs

GDP Impact of a High-Warming Scenario on Real GDP Annual Cost of Sea-Level Rise
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Sources: Centorrino et al. (2025) using Kahn et al. (2021); and CMIP6 data scenario. Due to the highly non-linear nature of coastal impacts, adaptation costs,
(Copernicus Climate Change Service, Climate Data Store, 2021) processed by and effectiveness of adaptation measures, ranges are not always symmetric around
Massetti and Tagklis (2024). total costs. Prepared by Emanuele Massetti and Filippos Tagkils (FAD).

% For empirical details see Centorrino et al. (2025). This estimate assumes that the Philippines will need 30 years to
adapt to the new temperature level. Adaptation in 20 years allows to reduce losses by 50% but without any
adaptation losses would double.
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D. Policy Implications of Climate Shocks and Trends
Monetary Policy Implications

7. Severe climate events have important implications for the conduct of monetary policy
in the Philippines given their impact on inflation and output. The Philippines’ high vulnerability
to climate events is already an important consideration in achieving the Bangko Sentral ng Pilipinas’
(BSP) inflation target. The growing frequency and intensity of climate-related disruptions suggests
that these events will increasingly challenge monetary policy in the years ahead.’ Since 2020 the
BSP has been assessing the implications of climate shocks and slow-onset climate change on the
economy and financial system to guide its policy. This includes conducting research studies that
integrate climate and environmental related factors into macroeconomic models and monetary
policy analysis, capacity building for staff in climate risk modeling, the publication of the Philippine
Sustainable Finance Taxonomy Guidelines, the inclusion of climate considerations into the BSP
Systemic Risk Crisis Management framework, and institutionalizing the requirements for banks to
conduct climate scenarios and stress-testing.

8. This section presents scenario analyses that can help guide central banks like the BSP,
in determining the appropriate policy response to climate shocks. The IMF's Global Dynamic
Network (GDN) model is well-suited to study the inflationary and output impacts of climate shocks
as it includes rich input-output linkages across sectors. This allows the model to directly impose a
shock on a specific sector(s) that is more acutely hit (e.g. agriculture) and trace its indirect impacts
on other sectors via supply chains. The model is used to construct counterfactual scenarios to assess
the importance of sectoral heterogeneity in shaping output and inflation outcomes. These scenarios
also include alternative monetary policy response functions, helping inform the BSP on tradeoffs
between supporting output and containing inflationary pressures.

9. Our results show that severe climate events can be macro-critical in the Philippines,
and the BSP should weigh tradeoffs between anchoring inflation expectations and supporting
economic recovery. While a single typhoon is unlikely to impact the macroeconomy in the
Philippines, we show that a year with multiple, consecutive, and strong typhoons can become
macro-critical by lowering GDP and raising prices. In such instances, our model results indicate how
the BSP can weigh the tradeoff between anchoring inflation expectations and supporting the
post-disaster recovery. We also show that Philippine-specific characteristics, such as the salience of
food prices in inflation expectations, play an important role in these tradeoffs. On balance, we find
that a monetary policy reaction function that supports rebuilding while maintaining credibility to
keep expectations anchored is the most appropriate.

10 The BSP, in its Open Letter to the President, has noted that deviations from the inflation target range have often
been linked to supply-side disruptions, including extreme weather events and shifts in weather patterns that
adversely impact output.

11 See 2023 BSP Sustainability Report and 2024 Annual Report for further details of these and other efforts.
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Model

10. The analysis uses the IMF's GDN model which can capture a rich set of sectoral
linkages throughout the Philippines economy. The version of the GDN model used in this
exercise is a 16-sector, 2-country model calibrated to the Philippines and the rest of the world using
production network data from the Philippine Statistics Authority input-output (IO) tables and the
2018 Global Resource Input-Output Assessment (GLORIA) multi-regional 10 (MIRO) database.™
Figure 5 shows the input-output data for the 16 sectors used to calibrate this model. The left panel
shows how labor and capital are used as inputs to each of the 16 sectors. To capture the
disproportionate impact of a typhoon on the agriculture sector, we assume two types of capital in
our calibration — agriculture-specific capital and other non-agriculture capital.’®* The right panel
shows how sector-specific production (left side of figure) is used, either by other sectors or for
consumption, investment, government spending and exports (right side of figure). Compared to a
typical economy, the Philippines economy is more concentrated in agriculture and construction (see
Figure I.1 in the Technical Annex which showcases the rest of the world’s production structure as
compared to Figure 5).

11. The model contains many features to help investigate the challenges to monetary
policy in response to a severe weather event. First, the GDN model includes investment
adjustment costs for each type of capital to reflect that rebuilding the destroyed agricultural capital
is costly and cannot easily be replaced with other types of capital. Second, intermediate inputs are
assumed to be difficult to replace with other types of goods so that, for example, after a natural
disaster food manufacturers cannot substitute away from expensive agricultural inputs. Third, each
sector faces different degrees of pricing frictions to capture that agricultural goods prices are often
more flexible and volatile whereas prices in IT and communications are less responsive to shocks
(see Table 1, Technical Annex). Finally, we assume that workers and firms are slow to adjust their
beliefs on inflation and focus disproportionately on food prices relative to other prices in the
economy when setting prices and wages (“food price salience”), reflecting evidence on inflation
expectations formation in the Philippines.™ Food price salience leads inflation expectations to react
strongly to spikes in food prices and the slow adjustment of these expectations leads these spikes to
continue to impact inflation expectations over the medium term.

12. Using capital destruction and productivity shocks we match empirical estimates of the
impacts of a typical year of typhoons; then we simulate a “downside scenario” representing a
year with particularly severe typhoons. We use the sector-specific impacts of an average year of
typhoons, which includes a category-5 typhoon, on the Philippine economy to calibrate the model.
We match the economic damages (GDP losses plus damage to capital) in agriculture and
non-agriculture sectors using data from the National Disaster Risk Reduction and Management
Council. We match the estimated reductions in value-added per worker for six different sectors of

12 See IMF (2024) and Ozhan et al. (2025) for a detailed description of the model.

13 Limited data on capital usage by sector and on capital destruction by sector in the national accounts IO tables
restricts the analysis to two sectors: agriculture and all other.

4 See Mapa et al. (2024) for detailed evidence.

INTERNATIONAL MONETARY FUND 9



PHILIPPINES

the Philippines economy using our local projections estimates from Figure 3, Panel D. See

Tables 2-4 of the Technical Annex for specifics of our calibration. These data are matched using
capital destruction and productivity shocks in the model.”™ We then consider a downside scenario or
“bad year” of typhoons. For this scenario, we scale the baseline by the ratio between a category

5 typhoon causing more damage than 90 percent of observed typhoons (such as Super Typhoon
Pablo in 2012) with the average category-5 typhoon. This ratio is approximately 3-to-1, which is, for
example, roughly the difference between damages from Super Typhoon Pablo (about 0.3 percent of
GDP damage to the agriculture sector) and an average category-5 typhoon (about 0.1 percent of
GDP damage to the agriculture sector). In these simulations we assume that the central bank follows
a similar rule to the baseline calibration of the BSP’s macroeconomic forecasting model (PAMPh) to
capture how the BSP might realistically react to these events:'®

i = 0.7 Xi;_qy +03x (F+ CPI target + 2.5 X (CPI Inflation,,s — CPI target) + 0.3 X Output Gap,)

where i; is the nominal interest rate and 7 is the neutral rate of interest.

Figure 5. Philippines: Input-Output Data
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Results

13. A shock from a single category 5 typhoon has modest impacts on the overall economy
but becomes critical on a macro level in the downside scenario. Figure 6 shows our GDN model
estimates of the following (i) the baseline scenario of a single typical category 5 typhoon (red line);
and (ii) the downside scenario (blue line). Despite category 5 typhoons being usually disruptive
locally, they have limited macroeconomic impact in the baseline scenario. By contrast, the downside

15 Productivity shocks are assumed to be an AR(1) process with a persistence parameter of 0.4.

16 See Dakila Jr. and others (2024) for a detailed description of the BSP's forecasting model.
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scenario suggests macro-relevant damage, with quarterly GDP falling by 0.25 percent and quarter-
on-quarter inflation rising by 0.4 percentage points (1.7 percentage points annualized). The initial
GDP decline reflects weaker consumption (about one-third of the decline) and net exports
(two-thirds) as imports temporarily rise to compensate for destroyed capital and food, while exports
fall more sharply and persistently due to the typhoons’ impact on capital and productivity. After the
first year, the composition of the decline in output shifts towards investment and consumption, with
a lower contribution from net exports. Nominal interest rates rise in response to the typhoons in the
downside scenario, but real interest rates fall by 50 basis points (bps) in the first year, providing a
temporary stimulus to the economy. On the other hand, food price spikes have a disproportionate
impact on inflation expectations given their salience. As a result, this spike in food prices, albeit
temporary, has a lasting impact on inflation expectations, which only gradually adjusts over time,
and therefore on inflation.

Figure 6. Philippines: GDN Estimates of the Impact on the Philippines of Typhoons
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Figure 6. Philippines: GDN Estimates of the Impact on the Philippines of Typhoons
(Continued)
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Figure 6. Philippines: GDN Estimates of the Impact on the Philippines of Typhoons
(Concluded)
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interest rates these changes are linear so that the units are percentage points. In all other cases each variable’s responses
are expressed as percent deviations from steady state.

14. Sectoral output and price responses vary according to the degree of pricing frictions
and their positions within production networks. Figure 7 illustrates the responses of domestic
production (left) and relative prices (right) under the downside scenario. The downside scenario
implies that the construction sector experiences the largest decline in labor productivity, followed by
the mining sector, as shown in the calibrated shock in Table 2. These negative supply shocks feed
into marginal costs and raise relative prices. Moreover, agriculture and mining are the two most
flexible-price sectors, thus prices immediately increase from any climate impact. However, their
output responses diverge: agriculture production contracts and prices rise due to agricultural capital
destruction. In other sectors, relatively lower prices lead to some substitution away from agriculture
towards these sectors, which leads to increased demand and production. The mining sector, because
it is upstream from almost all other sectors and provides intermediate goods, receives a very large

boost in demand. Furthermore, because pricing in the mining sector is relatively more flexible, its
prices rise more than in other sectors.

Figure 7. Philippines: Sectoral Impact of Typhoons on the Philippines
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Note: All variables are calculated as a percent deviation from steady state.
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15. The nature of climate shocks and model assumptions on food price salience have
important impacts on our results.’” Figure 8 shows that in our downside scenario, about

50 percent of the CPI response (Figure 8, column A) and most of the RGDP response (Figure 6) stem
from agricultural capital losses rather than productivity declines. While productivity losses have an
important impact on inflation, their effect on real GDP is negligible. An alternative way to confirm
this is by reducing the persistence of productivity shocks to zero (Figure 8, Column B). The
simulations remain largely unchanged, further suggesting that the persistence of productivity losses
does not play a key role in understanding the impact of climate shocks. Food price salience in
inflation expectations, on the other hand, has an important impact on inflation and real GDP
dynamics (Figure 8, column C). Linking slow-moving inflation expectations to food prices leads to a
lasting belief of future inflation from a temporary rise in food prices. This belief becomes self-
fulfilling to some extent and leads to more persistent inflation and a weaker economy.

16. Monetary policy faces a trade-off between anchoring inflation expectations and
supporting economic recovery and rebuilding. Our monetary policy counterfactual analysis is
presented in Figure 9.%® This shows the impact of our downside scenario under 3 different monetary
policy rules: (i) the BSP's PAMPh rule (blue); (ii) strict CPI targeting where CPI inflation is always kept
at target (green); and (iii) a "dovish” rule with a one-quarter delay in tightening (red). To benchmark
these rules, we show in the real GDP panel (top left) a dotted line representing potential real GDP
conditional on the lost capital and lower productivity. Both the PAMPh rule and the “dovish rule”
support activity and rebuilding because real interest rates fall on impact.” As a result, output
remains above potential GDP, while CPI inflation remains elevated. In contrast, strict CPI targeting
successfully neutralizes the impact of the typhoon on inflation but is accompanied by a large decline
in real GDP and a negative output gap.

7 Response for all variables shown in Figure 7, for the corresponding alternative assumptions, are included in
Figures 1.2-1.4 of the Technical Annex.

18 Figure 1.5 in the Technical Annex provides the full set of impulse responses for all variables included in Figure 8.

19 The PAMPh rule and the dovish rule assume that the BSP focuses on medium term inflation and output relative to
the steady state. Because of this, after the shock, the nominal interest rate rises but by less than 1-quarter ahead
inflation. Households define real interest rates as the nominal rate divided by 1-quarter ahead inflation. As such, real
rates fall on impact.
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Figure 8. Philippines: Key Drivers, Capital Destruction and Food-Price Salience in Inflation
Expectations
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16

Figure 9. Philippines: Alternative Monetary Policy Choices
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Policy Implications

17. While a single severe typhoon may not have significant effects, a year marked by
multiple particularly severe typhoons can pose a challenge for monetary policy. In such a
downside scenario, the output losses and inflationary pressures—especially through the rise in food
prices—require the BSP to balance stabilizing inflation with supporting reconstruction. The policy
priority is twofold: to anchor inflation expectations, especially when food prices are volatile, and to
ensure financial conditions remain supportive of investment and capital rebuilding. This underscores
the importance of incorporating climate-related risk scenarios into a policy framework.

18. Post-disaster monetary policy involves a clear trade-off between anchoring inflation
expectations and supporting economic recovery. Strict CPI targeting is effective in keeping
inflation expectations low and reducing the risk of de-anchoring. However, this comes at the cost of
deeper output losses and a slower pace of rebuilding. In contrast, a more accommodative policy
stance — such as a short delay in tightening — helps sustain activity above potential, but at the
expense of higher and more persistent inflation. Policymakers therefore need to carefully balance
inflation and output tradeoffs, recognizing that excessive tolerance for inflation would risk eroding
credibility and de-anchoring of inflation expectations. The suggested policy response may lie in a
balanced approach that supports rebuilding while maintaining credibility to keep expectations
anchored. The BSP’s PAMPh rule is a useful starting point in this regard, with data-dependent
adjustments to the policy response as the shock dissipates and the persistence of inflation becomes
clearer.

19. Food price salience in expectations plays a critical role in shaping the macroeconomic
transmission of a severe weather event in the Philippines and should be considered in policy
decisions.?’ When agents place greater weight on food price changes in forming their inflation
expectations, a climate shock generates a more persistent inflation response and dampens the
output recovery. This behavioral channel prolongs the policy trade-off between stabilizing inflation
and supporting output. From a monetary policy perspective, this suggests the importance of
anchoring expectations through clear communication and credible policy actions that reduce the
salience bias. Central banks, including the BSP, can enhance policy effectiveness by fostering more
rational and broad-based expectation formation.

Fiscal Policy Implications

20. The Philippine government has developed a comprehensive and proactive plan for
climate change adaptation. The Philippine Development Plan (2023-2028) incorporates climate
change as a cross-cutting strategic area for development. The National Climate Change Action Plan
(NCCAP) (2011-2028) outlines the strategic direction for action from 2011 to 2028, while the
National Adaptation Plan (NAP) (2023-2050) sets the country’s adaptation priorities at the national
level, aiming to enhance adaptive capacities and increase resilience of communities, ecosystems,

20 Aside from the salience of food in shaping overall inflation expectations, high food prices disproportionately affect
the lower income groups, given the large share of food in their consumption basket. Such distributional impacts are
not considered in the policy decisions modelled here but are nonetheless important.

INTERNATIONAL MONETARY FUND 17



PHILIPPINES

and the economy against natural hazards and climate change. The Financial Sector Forum has
developed the Philippine Sustainable Finance Taxonomy Guidelines (SFTG) as a tool for financial
institutions to classify whether an economic activity is environmentally and socially sustainable. The
SFTG implements one of the recommendations contained in the Philippine Sustainable Finance
Roadmap, a high-level action plan to promoting sustainable finance in the country.

21. Climate adaptation spending has become a key budget priority. The Philippines has
implemented the Climate Change Expenditure Tagging (CCET) since 2015 to monitor the execution
of priorities outlined in the NCCAP. The climate change expenditures reported in the Budget of
Expenditures and Sources of Financing indicate that actual spending on climate adaptation
averaged 1.7 percent of GDP annually during 2022-2024, compared to an annual average of

1.0 percent of GDP during 2015-2021. Moreover, programmed climate change adaptation
expenditure for 2025 amounts to 3.9 percent of GDP, while proposed spending for 2026 is projected
at 2.7 percent of GDP. The main strategic priorities under climate adaptation expenditure include
water sufficiency, sustainable energy, and climate smart industries and services.

Climate Change Expenditure Climate Adaptation Expenditure by Strategic Priorities
(In percent of GDP) (In percent of GDP)
9 6
® Climate adaptation m Climate mitigation Others
8 5 B Climate smart industries and services
7 Sustainable energy
6 2 m Water sufficiency
5
3
4
; : ]
2
1
1 -
0 0
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2024 2025 2026
Sources: Philippine authorities; and IMF staff calculation and estimates. Sources: Philippine authorities; and IMF staff calculation.

22. The costs associated with adapting to climate-resilient infrastructure are not explicitly
specified in the CCET and could potentially be large. The Philippines Country Climate and
Development Report (CCDR) (World Bank, 2022) highlights that, from a macroeconomic standpoint,
a key adaptation strategy is to safeguard vulnerable infrastructure from typhoons, which could
greatly mitigate potential damages. The report estimates that the cost of new climate-resilient
infrastructure is about 0.6 percent of GDP, which is considered conservative since it does not
account for the costs of retrofitting existing infrastructure.

23. This spending underscores the trade-offs involved in enhancing resilience to natural
disasters and the costs of doing so. Relying solely on borrowing to finance these costs could lead
to higher public debt, complicating the authorities’ consolidation efforts under the Medium-Term
Fiscal Framework. If the government chooses to invest in resilient infrastructure without incurring
additional debt, revenue mobilization and/or expenditure rationalization may be required. A model-
based approach can help analyze the trade-offs and the implications for growth and debt
sustainability under different policy options.
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Model-based Scenario Analysis

24. A model-based approach is used to analyze the trade-offs involved in enhancing
resilience to natural disasters and the macro-fiscal implications of various adaptation policy
options for the Philippines. The Debt-Investment-Growth and Natural Disasters (DIGNAD) model,
developed by Marto, Papageorgiou, and Klyuev (2018), simulates the impacts of natural disasters
within a dynamic small open economy framework. The model introduces natural disasters as shocks
and evaluates their impact on public and private capital, productivity, and the efficiency of public
investment during the reconstruction phase. It features both standard and adaptation infrastructure.
Adaptation infrastructure is more expensive but yields higher returns and has lower depreciation
than standard infrastructure. In addition, it also integrates multiple channels that illustrate the
linkages between public investment, growth, and debt, such as the investment-growth nexus, fiscal
adjustment, and private sector response.

Table 1. Philippines: Calibrated Parameters and Steady State Values
(In percent)
Definition Value
Real Economy and Public Finance
Trend per capita growth rate in absence of natural disasters 5.0
Imports to GDP ratio 358
Remittances to GDP ratio 8.8
Consumption tax (VAT) rate 12.0
Labor income tax rate 244
Public domestic debt to GDP ratio 413
Public concessional debt to GDP ratio 8.7
Public external commercial debt to GDP ratio 10.7
Private external debt to GDP 11.3
Public Infrastructure Related
Public investment to GDP ratio 5.9
Cost ratio adaptation vs standard investment (i.e., adaptation is %
expensive than standard) 25.0
Return to standard infrastructure 30.0
Return to adaptation infrastructure 50.0
Depreciation rate of standard public infrastructure 7.5
Depreciation rate of resilient public infrastructure 3.0
Public investment efficiency 53.0
Sources: Country authorities; and IMF staff calculations.

25. The model is calibrated to capture the characteristics of the Philippine economy. It uses
country-specific macroeconomic indicators, along with the magnitude and timing of natural
disasters, as well as the various mechanisms through which these events affect macroeconomic
aggregates. The calibration of initial values and parameters (Table 1) is based on historical averages
to reflect the Philippines’ steady state, supplemented by parameters derived from existing literature
(e.g., Buffie et. Al., 2012; Marto, Papageorgiou, and Klyuev, 2018; and Aligishiev, Ruane, and
Sultanov, 2023).
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26. The baseline natural disaster scenario assumes recurring shocks. In this extension of the
DIGNAD model application, natural disasters are represented as continuous, recurring shocks to the
economy. Each year, a shock of average magnitude occurs, which causes destruction to both public
and private capital and reduces total factor productivity (TFP). This results in a permanent downward
level shift in the GDP relative to the counterfactual baseline without shock. Natural disasters destroy
capital which is rebuilt (partially) through investment and reconstruction efforts by private agents
and the government. However, the recurring nature of shocks means that the capital stock and TFP
might not fully recover to the pre-disaster level, thus permanently lowering the GDP level. In other
words, given that many disaster-prone countries are projected to experience natural disasters more
frequently, they are less likely to fully recover from a disaster shock before another shock occurs.
The effects of sequences of shocks accumulate overtime weighing permanently on macroeconomic
outcomes, as recently shown by Cantelmo, Melina and Papageorgiou (2019), Cantelmo et al. (2019),
and Melina and Santoro (2021).

27. The calibration of the recurring output loss is based on the estimates from Section C.2
It assumes that recurrent typhoons reduce output by 0.1 percent of GDP every year, and have
persistent effects (about 4 years), consistent with estimates from Section C. The impact on output
comes from a combination of public and private capital destruction and productivity shocks as well
as reduced public investment efficiency. The share of adaptation infrastructure impacts the
economic cost of recurrent typhoons. Typhoons impact fiscal position through lower revenue
caused by output loss and higher spending due to emergency response, and reconstruction.

28. Alternative policy simulations are used to assess policy tradeoffs associated with
recurrent natural disasters and adaptation investment. In the active scenario, it is assumed that
the government invests in resilient infrastructure to mitigate the impact of climate shocks. For
illustrative purposes, resilient investment is set at 0.3 percent of GDP, half the size suggested by the
World Bank (2022) to account for the government's other priorities. Three scenarios are presented
to illustrate how different financing strategies and reform measures could influence macroeconomic
variables under this active scenario. Simulations are presented as deviations from a steady state
scenario with no climate shocks.

e Government borrowing scenario. In this scenario, the financing for resilient infrastructure
spending is achieved by borrowing. The government plans to utilize a combination of domestic
and external borrowing, with a ratio of 80 to 20 percent, in line with its borrowing strategy.

o Tax reform scenario. This scenario assumes that government tax reforms will create fiscal space
to fund investments in resilient infrastructure.??

21 This concept is different from damages from typhoons, which are estimated at 1.2 percent of GDP (World Bank,
2022), as the former implicitly incorporates factors that help mitigate the impact of typhoons on output. An earlier
application of the DIGNAD model in the 2023 Article IV consultation considered a one-off shock scenario to mimic
one of the most powerful typhoons experienced in the Philippines (see Selected Issues Paper, “Building Resilience to
Natural Disasters and Climate Change: A Model Application”, Philippines 2023 Article IV consultation).

22 See the 2025 Article IV Staff Report for more detailed discussion on potential tax policy measures.
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e Rationalizing spending scenario. In this scenario, resilient infrastructure is financed through
expenditure prioritization and shifting the spending composition towards resilient infrastructure,
while keeping the total expenditure envelope unchanged.

29. We also compare these active scenarios to a passive “business-as-usual” (BAU)
scenario. The BAU scenario assumes that the government does not increase its adaptation

investment despite the recurring shocks.

Results
Figure 10. Philippines: Simulation Results Under Recurring Natural Disasters
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30. Figure 10 illustrates how key macroeconomic variables evolve under different policy
scenarios. Recurrent typhoons reduce GDP relative to the steady state baseline with no climate
shocks. The fiscal position deteriorates, reflecting lower revenues due to output losses, higher
reconstruction spending, and a lower denominator for the debt-to-GDP ratio. In the active scenarios
where the government invests in adaptation infrastructure, output eventually rises above the BAU
scenario, as investment in resilient infrastructure exceeds the negative impact of typhoons on
output.?®

e Government borrowing scenario. In this scenario, the positive effect of investment in resilient
infrastructure is less pronounced due to the crowding-out impact from public spending on
private investment. Public debt-to-GDP ratio increases over time and relative to the BAU
scenario, indicating that borrowing to finance resilient infrastructure is costly, even with its
beneficial impact on growth.

* Tax reform scenario. Despite the initial largest impact on consumption from this scenario, it
produces a relatively more favorable overall impact on growth, as mobilizing revenue yields a
smaller multiplier effect compared to cuts in public spending. Although it dampens private
consumption, it has a relatively benign effect on private investment. Importantly, the public
debt-to-GDP ratio decreases, as investment in resilience no longer requires financing through
borrowing.

e Rationalizing spending scenario. Rationalizing current spending yields similar impact on GDP
as the government borrowing scenario, but private investment is higher in this scenario as there
are no crowding-out effects but that is offset by lower current public spending.

Simulations highlight the potential for resilient infrastructure to offset the impact of recurrent
climate shocks on GDP over time, regardless of the different financing strategies. Revenue
mobilization helps achieve a higher level of GDP, as it does not crowd out private investment and
other public spending. Simulations show that relying solely on borrowing to finance resilient
investment could increase the debt burden over time.

E. Conclusion

31. The Philippines’ high exposure to natural disasters makes climate change a structural
macroeconomic risk, underscoring the need for a whole-of-government response. Our study
contributes to the policy discussion by providing new evidence on the macroeconomic impacts of
typhoon shocks in the Philippines, with important implications for both monetary and fiscal policies.
For monetary policy, the findings highlight the careful balance between anchoring inflation
expectations and supporting post-disaster economic recovery. For fiscal policy, the results
underscore the value of creating fiscal space to invest in climate-resilient infrastructure to mitigate
long-term costs.

2 In the active scenarios, investment to adaptation made in 2025 will only mitigate the losses in 2026.
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32. Climate change poses macro-critical risks for the Philippines. Using a combination of
local projections method and IMF's GDN model, our study provides evidence that the occurrence of
multiple, consecutive, and most intense typhoons within a year can become macro-critical. The
results show that such shocks reduce aggregate output and raise inflation through food price
shocks and supply chain disruptions, reflecting agricultural capital and labor productivity losses.
Moreover, the model incorporates the Philippine economy’s high food price salience feature in
inflation expectations, where households and firms place disproportionate weight on food prices
when forming expectations about future inflation. This behavioral channel amplifies the
macroeconomic impact of typhoon shocks, turning temporary food price shocks into more
persistent inflationary pressures.

33. Monetary authorities navigate complex policy trade-offs when responding to severe
typhoon shocks. Given that severe weather events often cause sector-specific disruptions, central
banks can benefit from using models with rich sectoral granularity, such as the GDN model. These
frameworks capture how shocks concentrated in a few sectors propagate through supply chains,
affecting broader economic activity and inflation dynamics. Our GDN model results reveal that
severe weather events present difficult trade-offs between anchoring inflation expectations and
supporting economic recovery, with the salience of food prices complicating this balance.
Counterfactual analyses under the BSP's PAMPh rule, strict CPI targeting, and a “dovish” rule
illustrate how different policy responses affect this policy balance. While both the PAMPh and
“dovish” rules support economic activity, a strict CPI targeting prioritizes taming inflationary
pressures, yet each approach inevitably entails cost in terms of output and inflation. On balance, our
findings suggest that a policy stance which supports post-disaster rebuilding while maintaining
credibility in inflation expectations is the most effective. This suggests that the BSP’s
inflation-targeting framework, supported by clear public communication and data-dependent
adjustments, is well-suited to manage these climate-related policy trade-offs. More broadly,
equipping policy toolkits with this type of sectoral model can enhance preparedness and support
more effective decision-making in the face of unanticipated severe climate events or natural
disasters.

34. Fiscal policy is central to building climate resilience, with investment in
climate-resilient infrastructure playing a key role in mitigating the macro impacts of natural
disasters. Model simulations show that recurrent typhoon shocks reduce output and weaken fiscal
positions. Evidence from the DIGNAD model indicates that while resilient investment entails higher
upfront fiscal costs, it delivers higher long-term returns by mitigating productivity losses,
safeguarding capital, and sustaining growth. Creating fiscal space through stronger revenue
mobilization and more efficient spending is therefore critical to financing resilience without
increasing public debt. In addition, though not modeled, mobilizing private investment through
various public-private partnership modalities could also be an option to finance resilient
infrastructure. Enhancing green public financial management in line with the recommendations of
the recent Public Investment Management Assessment Update and Climate PIMA will help enhance
the effectiveness and accountability of adaptive investment.
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Annex l. Technical Annex

Local Projections Method

1. Region- and sector-level data from the authorities are used to estimate the impact of
typhoon shocks. We utilize regional and sectoral data on CPI, GDP, Consumption, Investment, labor
productivity, and employment from the Philippine Statistics Authority (PSA). We have a balanced
panel and our sample consists of 17 regions and covers the period from 2000 to 2022. For our
climate-related variables, the National Disaster Risk Reduction and Management Council (NDRRMC)
provides data on the cost of damages by cyclone intensity—categorized as: 1 (tropical depression),
2 (tropical storm), 3 (severe tropical storm), 4 (typhoon), and 5 (super typhoon). The exact dates of
events are drawn from the Emergency Events Database (EM-DAT). Damage costs are disaggregated
into agriculture (including output and capital losses), infrastructure (non-agricultural capital), and
others.

2. We employ local projections method to estimate the impulse response function of the
macroeconomic variables under study to typhoon shocks. More formally, the exact specification
of the local projections is given as below:

Ay!, = B - Typhoon,, + Zj:1,2,...,K(yr,s,t—1 - yr,s,t—l—K) +FE.+FE +&,n  eq.(1)

where Ay, = y,.1n — Yr.e—1 is the log change in the macroeconomic variable of interest between
horizons t — 1 and t + h. The subscript i pertains to the region while t is the index for time period
with annual frequency. The superscript h denotes time horizon macro variable for region r at time t.
FE,, and FE, are dummies controlling for time and region fixed effects.’

IMF GDN Model and Estimates

3. of price adjustment frequencies. Where we have the CPI data, we estimate using Jorda
local projections the peak response of inflation in that sector to a 100-basis point monetary policy
shock. We then simulate the same shock in the GDN model and compare the coefficients. We then
adjust the price adjustment frequencies in the model until the two responses are broadly similar.
This is shown in Table I.1 for 9 of our 16 sectors where we have data (column 1 shows the model
response, column 2 the data and column 3 the price adjustment frequency in the model to achieve
these results). For 7 of the 9 sectors, inflation data for the Philippines was unavailable or of
insufficient length to conduct the empirical analysis. In these cases, we use parameter values from
Pasten, Schoenle & Weber (2020).

4. Size of shock and model performance. We calibrate the shocks in a typical category

5 typhoon and bad year of typhoons by matching the economic losses in agriculture and
infrastructure sectors, along with the value-added in 6 sectors. Table 1.2 shows the size of shocks in
each scenario in percent. Table 1.3 and Table 1.4 display the model performance of matching data
estimates.

' The results are robust to clustering standard errors at the regional level, except for the impact on agricultural GDP.
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Table I.1. Philippines: Estimates of Price Adjustment Frequencies
Price
Model Data Adjustment
Sector Response Response Frequency
Education -0.79 -0.58 0.03
Agriculture -4.92 -5.83 1.00
Energy and Water -1.42 -1.84 0.30
Real Estate -1.98 -1.84 0.37
Manufacturing -1.27 -1.25 0.50
Human Health -1.52 -1.78 0.35
Transport -3.14 -4.35 1.00
IT & Communications -0.75 -0.10 0.01
Arts, Entertainment and Other Services -2.60 -2.22 045
Mining & Quarrying No Data 0.97*
Construction No Data 042*
Accomodation & Restaurants No Data 0.21*
Professional,Scientific & Technical No Data 0.09*
Wholesale and Retail No Data 0.39*
Finance No Data 0.31*
Public Administration No Data 0.19*
Sources: IMF estimates; and Pasten, Schoenle and Weber (2020).
Note: * In the absense of data from the Philippines, we use data from Pasten, Schoenle & Weber
(2020) for the USA.

Table 1.2. Philippines: Size of Shock in Typical Category 5 Typhoons and Bad Year of Typhoons
(In percent)

Shock Typical Category 5 Bad Year
Agricultural Capital -0.79 -2.41
Other Capital -0.01 -0.04
Labor Productivity: Agriculture -0.39 -1.20
Labor Productivity: Mining -1.59 -4.67
Labor Productivity: Manufacturing -0.49 -1.49
Labor Productivity: Utilities -0.82 -2.49
Labor Productivity: Construction -1.63 -4.92
Labor Productivity: Transportation -0.97 -2.95
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Table 1.3. Philippines: Data and Model Estimates of Typical Category 5 Typhoon

(In percent)

26

Impact Data Model
Damages in Agriculture/GDP 0.2583 0.2583
Damages in Infrastructure/GDP 0.0771 0.0898
Value-added per worker in Agriculture -0.7315 -0.7310
Value-added per worker in Mining -0.6357 -0.6281
Value-added per worker in Manufacturing -0.3934 -0.3857
Value-added per worker in Utilities -0.4766 -0.4711
Value-added per worker in Construction -1.0304 -1.0258
Value-added per worker in Transportation -0.6968 -0.6876

(In percent)

Table 1.4. Philippines: Data and Model Estimates of Bad Year of Typhoons

Impact Data Model
Damages in Agriculture/GDP 0.7900 0.7898
Damages in Infrastructure/GDP 0.2357 0.2707
Value-added per worker in Agriculture -2.2373 -2.2377
Value-added per worker in Mining -1.9442 -1.9221
Value-added per worker in Manufacturing -1.2031 -1.1795
Value-added per worker in Utilities -1.4578 -1.4408
Value-added per worker in Construction -3.1512 -3.1387
Value-added per worker in Transportation -2.1310 -2.1032
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Figure I.1. Philippines: Rest of the World: Input-Output Data
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Figure 1.2. Philippines: Full Responses of Breakdown Between Capital Destruction and
Productivity Shocks

Real GDP
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Figure 1.2. Philippines: Full Responses of Breakdown Between Capital Destruction and
Productivity Shocks (Concluded)

Non-Rational Expectations
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Figure 1.3. Philippines: GDN Estimates of the Impact on the Philippines of Typhoons
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(Concluded)

Real Exchange Rate

Figure 1.3. Philippines: GDN Estimates of the Impact on the Philippines of Typhoons
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Figure 1.4. Philippines: Full Responses of the Impact of Food Price Salience

Real GDP

(Percent deviation)
0

-0.05 —nDownside scenario -=-No food price saliance

-0.1

-0.15 -

-0.2 4

-0.25

-0.3
0123 456 7 8 91011121314 1516 17 18 19 20
Quarters

Investment
(In percent of GDP)

0.1
0.08
0.06
0.04
0.02

0
-0.02
-0.04
-0.06
-0.08

-0.1
-0.12

—Downside scenario

-=-No food price saliance

0123 456 7 8 91011121314 1516 17 18 19 20
Quarters

CPI Inflation

(Quarter-on-quarter)

0.5

—Downside scenario -=-No food price saliance

045
04
0.35
0.3
0.25
0.2
0.15
0.1

0.05 ~

0123 45¢6 7 8 91011121314 1516 17 18 19 20
Quarters

Consumption
(In percent of GDP)

0

-0.02 . .
—Downside scenario

-=-No food price saliance

-0.04
-0.06
-0.08

-0.1
-0.12

-0.14

-0.16

-0.18
0123 456 7 8 910111213 141516 17 18 19 20
Quarters

Trade Balance
(In percent of GDP)

0

—Downside scenario -=-No food price saliance

-0.02
-0.04
-0.06

-0.08

-0.12

-0.14

-0.16
0123 45¢6 7 8 9 1111213141516 17 18 19 20
Quarters

Food Inflation
(Quarter-on-quarter)

2.5

—Downside scenario ==-No food price saliance

05

0123456 7 8 910111213 141516 17 18 19 20
Quarters

INTERNATIONAL MONETARY FUND




PHILIPPINES

Figure 1.4. Philippines: Full Responses of the Impact of Food Price Salience (Concluded)

Non-Rational Expectations
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Note: All variables in the first row show percent deviation from steady state real GDP. In the case of nominal and real interest
rates these changes are linear so that the units are percentage points. In all other cases each variable’s responses are
expressed as percent deviations from steady state.
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Figure 1.5. Philippines: Full Responses for Different Policy Rules
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Figure 1.5. Philippines: Full Responses for Different Policy Rules (Concluded)
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PHILIPPINES

I RENEWABLE ENERGY TRANSITION IN THE
PHILIPPINES: TRENDS, OPPORTUNITIES,
CHALLENGES'

The Philippines is actively pursuing a renewable energy (RE) transition plan to meet its Nationally
Determined Contribution (NDC) targets, alongside the COP28 pledge to triple global RE capacity.
Under the Philippine Energy Plan 2023-2050, the government has committed to increasing the RE
share to 50 percent by 2050. The RE transition is also a priority for energy security and the balance of
payments given the Philippines’ reliance on imported energy. Recent reforms such as liberalizing the
RE sector (i.e. 100 percent foreign ownership for certain RE sources), Energy Virtual One Shared System
(EVOSS), and Green Lanes for Strategic Investments have increased investor confidence leading to
record high RE investments. However, critical barriers persist, including limited grid infrastructure, high
capital costs, disparities in energy access gaps across regions, and complex land acquisition. While the
RE expansion also brought in new opportunities for job creation, there is also a shortage in the skilled
RE workforce. Achieving the authorities’ projected PHP 10.7 trillion total investment requirement from
2029-2050—about 2 percent of 2024 GDP per annum —and the clean energy targets will require
prompt and comprehensive solutions to address such challenges.

A. Background

1. The Philippines has one of the lowest installed energy capacities in the ASEAN region
and remains heavily reliant on imported fossil fuels. Electricity generation across ASEAN has
grown rapidly over the past two decades, driven primarily by the continued dominance of fossil
fuel-based power generation, alongside a growing diversification into renewable energy (RE)
sources, particularly solar and wind. As of 2024, Indonesia is the largest electricity producer in the
region, followed by Vietnam, which has overtaken Malaysia and Thailand to become the second
largest producer. In contrast, the Philippines’ energy supply remains constrained, exhibiting one of
the lowest installed capacities in the ASEAN in absolute terms, as a percentage of GDP, and on a per
capita basis. In addition, the country's dependence on fossil fuel imports is substantial, accounting
for approximately 6.1 percent of GDP in 2022 and comprising 50.6 percent of the country’s total
primary energy supply in the same year. Baseline projections indicate this reliance could increase to
61.1 percent by 2050, exposing the economy to global commodity price volatility and posing risks to
trade balance and overall macroeconomic stability.

' This chapter was prepared by Diogenes Alexander Xernan Lee, Grendell Vie Magoncia, and Renz Torillos (all local
economists from the IMF Office in the Philippines). Special thanks to Agnes Isnawangsih and Patricia Tanesco for
excellent research and editorial assistance. The authors additionally thank the Philippine authorities and IMF
colleagues from SPR and FAD for constructive comments and suggestions. Any remaining errors are those of the
authors alone.
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Selected ASEAN Countries: Installed Electricity Capacity Fossil Fuel Imports vs. Global Fuel Prices
(In kilowatts per capita)
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2. The Philippines possesses substantial potential for renewable energy (RE)
development. The combined potential of -open field solar, rooftop solar, offshore, and onshore

wind energy in the Philippines could generate
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Analytics 2023). Additionally, the country’s wet 70 o

season and diverse terrain provide several 60 ~~-Oil-Based

—Natural Gas

opportunities for hydropower development >0 Renewable Energy (RS
through dams, rivers, and waterfalls with an 0

30
estimated untapped potential of 13.097 GW Se———

20 \_
(Department of Energy). Furthermore, the 0 T e .
Philippines is the third largest producer of e
geothermal energy next to the United States and w002 e e emz o ame e a0
|ndonesia and has an estimated potential Capacity Source: Key Energy Statistics and Power Statistics, Department of Energy.

of 4.064 GW (Energy Tracker Asia). Despite these
abundant cost-effective renewable resources, the Philippines currently has an installed renewable
energy capacity of only around 9.5 gigawatts (2024), which is relatively low compared to its short-
and long-term clean energy targets. However, with the ongoing proactive efforts of both the public
and the private sector, the government remains optimistic about achieving its RE targets of

30.5 gigawatts of installed generating capacity by 2030 and 115.2 gigawatts by 2050, under the
Clean Energy Scenario 2.

3. Notwithstanding the RE sector’s potential, coal remains the dominant source of gross
power generation. Peak electricity demand is projected to increase threefold from 16.6 GW in 2022
to 68.5 GW by 2050. The government aims to meet this demand through a combination of
maximizing RE potential and utilizing natural gas as a transition fuel. As of 2024, fossil fuels
comprise 78 percent of total power generation, while renewable energy contributes 22 percent. Coal
remains the primary source within fossil fuels, making up 63 percent of power generation, followed
by natural gas at 14.2 percent. This reliance comes at a heavy cost, as electricity generation accounts
for 89 percent of the country’s total greenhouse gas emissions (GHG) in 2023 and 6.1 percent of
GDP of imports. This trend poses challenges to the country’s commitments under the NDC 2020-30,
which targets 2.71 percent unconditional and 72.29 percent conditional reduction of business as
usual (BAU) total emissions.
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4. The RE supply and electricity -demand gap persists at the national and local levels.
Transitioning to renewable energy sources is critical amid growing energy demand. However, the
sector hasn't fully developed and its penetration varies across regions. The country’s archipelagic
geography also constrained the development of a centralized national grid creating regional
disparities in electrification. While this also highlights the viability of decentralized RE-based hybrid
grid systems, high upfront capital costs of renewable energy hinder wider deployment on islands
though this is expected to change with the declining costs of RE and related technologies including
solar PV and batter storage (Bertheau and Cader 2019). Luzon primarily depends on hydropower,
with increasing contributions from solar power over time. The Visayas region relies heavily on one of
the world’s biggest geothermal sources located in Tongonan, Ormoc City. Electricity generation in
Mindanao primarily relies on hydropower with the Agus and Pulangi Power Plant Complexes
supplying more than 50 percent of the island'’s total electricity requirements.

5. Increasing the share of RE in the power generation mix has the potential to lower
energy costs over time. The Philippines currently records some of the highest electricity prices in
the ASEAN region which remain a significant

barrier for the manufacturing sector. Recent Share of Energy Mix Under the REF, CES1, and CES2
. . (In percent share, million tons of oil equivalent, MTOE)
developments, however, show a marked decline in 140 :
m Oil Natural Gas Coal
prices. According to the Independent Electricity 120 | = Secthermal " = Other Technologi
olar loenergy er lechnologies
Market Operator of the Philippines (IEMOP), 100

®

average annual electricity prices has declined in

--— .
gl "Lt
the first half of 2025 to PHP 4.14 per kWh, from ° l I l l I I

PHP 5.58 per kWh in 2024—driven in part by the 42

growing renewable energy investments. . I I I I I I I I I I
Successful rounds of the Green Energy Auction REF | CES1| CES2 | REF | CEST | CES2| REF | CEST | CES2
Program could further lower average electricity cource: PZ:IZ; ine Ener::iinzoza_mw, Dei:i(:nemof Eneray 0
prices by about 32 percent to approximately

PHP 3.36 per kWh in Luzon by 2029, with similar reductions projected in the Visayas and Mindanao
grids (IEMOP 2025). If sustained, and coupled with the continued decline in the cost of RE
technologies relative to their levelized cost of energy, this trend could reduce energy costs further
and support the country’s long-term growth strategy.

(]

6. The government aims to increase the share of RE to 50 percent by 2050. The COP28
Global Renewable and Energy Efficiency Pledge calls for tripling global renewable energy capacity
by 2030.-As a signatory, the Philippines launched the Philippine Energy Plan (PEP) 2023-2050 and its
Energy Transition Program to increase the share of RE in the power generation mix to 35 percent by
2030 and 50 percent by 2050. Between now and 2030, significant efforts are required for the country
to achieve its clean energy targets. Under the Reference Scenario (REF) of the PEP, the share of RE is
projected to reach only 35.5 percent by 2050. In contrast, the two Clean Energy Scenarios (CES1 and
CES2) in the PEP present more ambitious RE targets. CES1, which envisions the adoption of offshore
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wind (OSW), nuclear power, and improved
.. . . Projected Emissions: NDC BAU vs. REF, CES1 and CES2 of
j
efficiency in new power plants, projects an the PEP 2023-2050
increase in the RE Share tO 50 percent by 2050 (Z\r;(r)m\hon metric tons of CO2 equivalent, MTCO2e)
i -#-NDC BAU projected emissions NDC BAU projected emissions:
CES2 further scales up OSW capacity from 19 GW . 8 s 6 D B profected e
. . ——PEP_emissions_
to 50 GW increasing the RE share to more than e amiedione crS2
50 percent. These clean energy scenarios are more 10
closely aligned with the Philippines’ COP28 100 —
commitments. However, despite these ambitions, 5%
fossil fuels supply is expected to increase by an ,
estimated 110 percent by 2050 under the REF, 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
54 percent Under CES1 and 43 percent Under Source: Philippine Biennial Transparency Report 2025, Climate Change Commission.
CES2.
7. The authorities expect GHG emissions in the energy sector to remain on track with the

Philippines’s NDC targets. Estimates from the Philippine’s Biennial Transparency Report (BTR) 2025
show that through the combined efforts for the energy sector to achieve its clean energy transition,
GHG emissions in the sector have been substantially reduced and will continue to decline. Estimates
from the PEP 2023-2050 indicate that since 2020, GHG emissions in the energy sector have
significantly declined relative to the NDC business-as-usual scenarios. The NDC accumulated target
reduction between 2020 and 2030 is estimated at 587 mtCO2e and the sector is expected to reach
this target as early as 2033 under CES 2 and by 2037 under CES 1. While the REF scenario does not
fully achieve this result, it is projected to reduce energy emissions by more than half.

B. Recent Progress in the Philippine Renewable Energy Transition
Policies and Measures

8. The private sector is expected to lead the sustained RE expansion in the Philippines,
with support from the government’s enabling reforms and policies.

e The Philippine government has recently actively promoted investor-friendly policies, with the
enactment of a law allowing 100 percent foreign ownership of renewable energy projects in

2022. This has led to the awarding of 65 RE
. Projected Installed Capacity from Recent RE Reforms and
contracts, totaling 17.84 GW, to fully Measures
foreign-owned companies for offshore and <";§'9dw‘““>
onshore wind, and solar projects. 20
15 114 120
.. . 10
e In addition, the Green Energy Auction . 5.1 . l
14 .
Program (GEAP) which consists of (i) the 0 . -
. . Onshore | Offshore Solar
Green Energy Auction (GEA), which wind wind
facilitates the determination of eligible 100% foreign ownership Feed-in | GEAP1/ | Revised
. . Tariff guidelines
renewable energy facilities through online 2/
. . .. . Source: Renewable Energy Management Bureau, Department of Energy.
blddlng and (II) the Green Energy Tal"lff 1/ Green Energy Auction Program, 2/ Revised Omnibus Guidelines Governing the
. . . Award of RE Contracts and Registration of RE Developers.
(GET), which sets the price resulting from
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the conduct of each GEA. Three successful rounds of the GEAP have been conducted, providing
a combined total of 12GW RE capacities, which are expected to provide RE generation from
2025-2035.2 Finally, under the revised omnibus guidelines governing the award and
administration of RE contracts, developers are now allowed to commence permit processing,
conduct survey and other feasibility activities before the official 25-year contract terms begins.
As of May 2025, the DOE has issued 104 certificate of authority (COA), with a total potential
capacity of 20.42 GW.

e Concurrently, the government is developing essential energy transition infrastructure. This
includes the integration of ICT through advanced smart grid technologies, and port
infrastructure to support offshore wind power. Local banks are issuing green finance instruments
while multilateral institutions are actively supporting RE and grid-related infrastructure through
concessional lending and project development assistance. The listing of renewables developers
and operators on the stock exchange has also helped, with higher valuation premiums for pure
play renewables companies as evidenced by their higher price-to-book (P/B) ratios, stronger
market valuation of installed capacity, and stock performance in recent years (IEEFA 2023) 3

e The government also continues to strengthen the Energy Virtual One-Stop Shop (EVOSS) to
ensure faster approval of permits. These proactive approaches have positioned the Philippines
as a significant global RE investment hub. Bloomberg's 2024 Climate scope ranked the
Philippines as the second most attractive market for clean power investments among Emerging
Markets and within the Asia and the Pacific region, a substantial improvement from its 30th rank
in 2021. Table 1 provides a summary of recent governmental reforms and measures supporting
RE expansion.

e The government is also addressing high capital costs and financing barriers. The Bangko Sentral
ng Pilipinas (BSP) increased the Single Borrower's Limit (SBL) for financing green or sustainable
projects by 15 percent and is gradually reducing the applicable reserve requirement for
sustainable bonds from the current 3 percent to 0 percent over a two-year period. These
measures allow banks to expand financing for sustainable energy projects. Furthermore, the BSP
has adopted the Philippine Sustainable Finance Taxonomy Guidelines (SFTG), which provide high-
level guidance in determining the greenness of investments and aims to expand access to green
finance. It is worth noting that, as of end-July 2025, the Philippines ranked as the second-largest
issuer of ASEAN-labelled Green, Social, Sustainability and Sustainability-Linked (GSS+) Bonds,
with the majority of issuers coming from the banking sector and publicly listed companies (SEC
2025).

9. Global factors complemented domestic policies supporting the green transition in the
Philippines. One of the most decisive enablers of the energy transition in the country is the global
decline in the cost of RE technologies, particularly solar photovoltaics (PV), and onshore and

2 The three green energy auctions (GEA) and their total expected generation capacity are: GEA 1 in June 2022 -
1.9 GW, GEA 2 in July 2023 — 3.4GW and GEA 3 in February 2025 - 6.7GW.

3 The term "pure play” refers to renewable energy companies whose portfolios are exclusively

42 INTERNATIONAL MONETARY FUND



PHILIPPINES

offshore wind power generation.* In terms of levelized cost of energy, solar PV is estimated at 0.044
(2023 USD/kWh, onshore wind at 0.033 and

offshore wind at 0.075. Meanwhile, the LCOE for Global Weighted Average of Levelized Cost of Energy
(LCOE) for RE and Fossil Fuel Sources

oil-fired power is at 0.3568 2023 USD/kWh. (In USD/KWh)
Utility-scale solar PV and onshore wind are now 0% onshore —Offehore colar
more cost-competitive than fossil fuels in many 04 —Hydropower —Geothermal  —Oilfired

countries including countries in Asia and the

Pacific such as Indonesia, India, Philippines and

Vietnam.® In addition, global green foreign T

direct investment (FDI) inflows rose from o1 _:%

approximately USD 40 billion in 2014 to USD 0 -
2010 2012 2014 2016 2018 2020 2022

200 bllllon In 2022 (lMF 2024)1 bOOStIng Capltal Source: IRENASTAT, International Renewable Energy Agency (IRENA).
availability and technology transfer.

03

10. RE expansion gained momentum showing notable growth in 2024. The period from
2014 to 2024 marked substantial growth, particularly in solar and wind power. Wind power has
proven to be a reliable RE source, consistently

providing 427 megawatts of installed Capacity ﬁ:ontribution of Ir:stalled Capacity to RE Growth
(In percent, year-on-year)
from 2015 through 2024. Solar power has 15
B Geothermal mHydro B Biomass
overtaken geothermal energy as the Solar =Wind —RE growth

second-largest source of RE. Its growth began in
2014, initially through installations in large
commercial malls, and gained momentum with

the commissioning of the Calatagan Solar Farm 0
in 2016. The country has continued to scale up
deployment of solar farms, and by 2024, the s

2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024
share of solar power surpassed geothermal,

making it the second-largest source of RE after
hydropower. This rapid growth is expected to
continue with the upcoming Terra Solar Park in Central Luzon—the world's largest solar project—
scheduled for completion in 2026.

Sources: Power Statistics, Department of Energy; and IMF staff calculations.

Private Investments in Renewable Energy

11. From 2022 to 2024, the Philippines achieved an average annual growth rate of

163 percent in total investments in RE. Increasing investor confidence in the Philippines’ RE sector
and supportive policy environment has driven significant investment growth. Data from the Board of
Investments (BOI) of the Department of Trade and Industry (DTI) indicate a surge in RE investments
in the Philippines starting in 2022, with total investments growing by 225 percent from 2021 to

4 Levelized cost of electricity/energy is a standard metric to estimate the average total cost to build and operate a
power plant over its lifetime, divided by the total amount of electricity it produces over that same lifetime.

> Based on IRENASTAT's competitiveness metric, which is equivalent to the LCOE for RE minus the LCOE for fossil
fuels.
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2022, primarily driven by solar power projects. In 2023, RE investments reached PHP 987.12 billion
(4.1 percent of GDP) or 231 percent growth, driven by substantial foreign and domestic investments
in wind farms totaling PHP 804 billion (3.3 percent of GDP). In 2024, the Philippines sustained
investments in solar and wind energy, with additional investments in hydropower, bringing total RE
investments to PHP 1.38 trillion. Additionally, a breakdown of investments by source reveals that
domestic investors continued to dominate the sector, especially in wind and solar development,
accumulating a total of PHP 651 billion (2.7 percent of GDP) in 2023. By 2024, domestic investments
expanded to wind, solar, and hydropower, totaling 3.7 percent of GDP. At the same time, the entry
of multinational energy firms has brought in fresh capital, technology, and expertise. Multinational
partnerships—often through joint ventures and strategic partnerships with local developers—also
drove substantial foreign investments in wind farms, reaching PHP 330 billion in 2023 and

PHP 314 billion in 2024. Additionally, investments in solar farms in the Philippines reached

PHP 462 million in 2024 and are projected to reach PHP 905 million in 2025, reinforcing the
country’s position as a leading RE investment hub.

Total Investments in RE by Technology Total Investments in RE by Technology
(In billions of peso) (In billions of peso)
1400 1400
. . P M Foreign Domestic
® Hydropower B Wind ® Solar ® Biomass M Geothermal 1200
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Source: Board of Investments, Department of Trade and Industry.

Source: Board of Investments, Department of Trade and Industry.

12. Enhanced ease of doing business through the Green Lane initiative brought in even
more substantial RE investments. The Green Lane for Strategic Investments launched by the
Department of Trade and Industry through Executive Order No. 18 is a government-wide response
to enhance the Ease of Doing Business through the streamlining and automation of government
processes focused on renewable energy, food security, manufacturing, and digital infrastructure and
public--private partnerships (PPPs). Since its launch in February 2023, the Green Lane initiative has
facilitated total investments amounting to PHP 5.93 trillion (22.4 percent of GDP), with RE
accounting for the largest share—PHP 5.07 trillion, or 85.5 percent of the total. Domestic
investments comprise the majority of RE investments under the initiative, totaling PHP 3.43 trillion,
or 71.7 percent. Among these, wind farm projects dominate, followed by solar farm projects.
Meanwhile, foreign investments represent 28.2 percent of the total, equivalent to PHP 1.35 trillion.
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Green Lane Initiatives Investments Green Lane Initiatives, Investments in RE
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Source: Board of Investments, Department of Trade and Industry. Source: Board of Investments, Department of Trade and Industry.

13. RE expansion has brought new opportunities for job creation in clean energy. The DOE
estimates that every USD 1 million invested in renewables leads to an average of 4,862 job-years
created from project development to the

construction stage (ILS -DOLE 2024). Since the Job Generation in The RE Sector

enactment of the Renewable Energy Act of 2008, 500,000

the study also cites that the RE sector has 700,000

generated approximately 357,000 jobs from 2009 600,000 @ Jobs Created (2009-2022)

to 2022, with solar contributing an estimated jzzzzz = Projected Jobs by 2050
203,378 jobs, hydropower - 94,835 jobs, wind - 300,000

27,340 jobs, biomass - 21,495 jobs, and 200,000

geothermal - 10,261 jobs. Based on RE targets 100000 I - B _

and investments by 2050, workforce projections ° Solar Wind  Hydropower omass  Geothermal
will reach up to 388,600 jobs in solar, 767,300 in | ieucesen & M 2t e tebsnd et v ecord
wind, 13,300 in hydropower, 6,100 in studies, Philippines.

geothermal, and 8,700 in biomass (ILS -DOLE

2024).

Investments in Government-Backed Projects

14. In terms of public investments, the government has significantly increased its
medium-term budget for RE projects. Under the updated Public Investment Program (PIP)
2023-2028, the allocation for small-scale renewable energy projects rose substantially. This
significant budget expansion reflects the government’s intensified efforts to implement more RE
projects in missionary and underserved areas, in line with the Department of Energy’s (DOE)
Missionary Electrification Development Plan (MEDP) 2024-2028. In addition, under the Department
of Environment and Natural Resources’ (DENR) Integrated Water Resources Management Plan 2024,
the National Irrigation Administration’s (NIA) water rights have been converted to multipurpose use
which effectively paves the way for the development of bulk water supply and hydropower projects
using existing NIA facilities. Table 2 of the Annex presents a summary of recent measures supporting
the expansion of the RE sector through government-financed projects.
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Priority RE Projects Under The PIP 2023-2028 PPP Projects, October 2025
(In percent of GDP) (In billions of Philippine peso)
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Source: Philippine Public Investment Program 2023-2028 from the Department of Sogrce.s: PPP Projects Dashbgard from the Public-Private Partnership Center of the
Economy, Planning and Developmentand IMF Staff estimates. Philippines; and IMF Staff estimates.

15. Though still at their nascent stage, PPPs on RE projects are starting to gain
momentum. The PPP Center of the Philippines has proactively fostered strategic dialogue and
multi-stakeholder collaboration to advance the country’s transition to clean energy. As of

October 2025, there are 251 PPP projects in the pipeline with an estimated total cost of
approximately PHP 2.61 trillion (9.9 percent of GDP). PPPs for RE projects account for

PHP 98.5 billion, or 3.8 percent of the total cost for both under development and under
implementation, reflecting a modest but growing share. Most projects primarily support the MEDP
2024-2028 and are brownfield in nature, involving the redevelopment of public land for RE use or
the rehabilitation and maintenance of existing RE plants. A key government project that will be
largely financed through PPPs is the Smart and Green Grid Plan (SGGP) which is a priority under the
Philippine Energy Plan (PEP) 2023-2050. The SGGP will anchor the rollout of transmission facilities by
the National Transmission Corporation (TransCo) for RE projects within the Philippines’ restructured
power sector. The DOE is collaborating with the Philippine Ports Authority and the PPP Center for
the repurposing and modernization of port infrastructure to handle the installation, commissioning,
and operations of offshore wind projects through PPPs.

Public Bilateral RE Financing to ASEAN Bilateral RE Financing to ASEAN by Technology
(In millions of US$) (In millions of US$)
Malaysia I H China Japan Korea  ® Australia . ® Hydropower M Geothermal ® Wind
Australia Solar u Other
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Source: Zero Carbon Analytics. 2025. The race to invest in Southeast Asia’s green Source: Zero Carbon Analytics. 2025. The Race to Invest in Southeast Asia’s Green
economy. Economy.

16. The Philippines receives a marginal share of public bilateral investments in RE from
within Asia. The number of international public investments in RE from within Asia to selected
ASEAN destinations has increased by an average of 15 percent per year (Zero Analytics 2025). China
has recorded the highest total public investment—USD 2.7 billion. Between 2013 and 2023,
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Indonesia received the largest share of public bilateral investment at USD 3.54 billion, followed by
Thailand, Vietnam, and the Philippines. A breakdown by renewable energy type shows Japan as the
region’s largest public investor in geothermal energy while China leads in hydro and wind power.

Challenges in Achieving the Philippines’ Renewable Energy Targets

17. The investment requirements to achieve the country’s energy transformation are
substantial, estimated at PHP 10.67 trillion (40 percent of 2024 GDP) during 2029-2050.
Investment requirements for RE projects are
projected to rise significantly between 2023 and Investment Requirements for Energy Project Generation

(In billions of peso at 2022 prices)

2050 under all three scenarios of the PEP. By « [N

2029-2050, investment requirements escalate —_—— N |
sharply—reaching PHP 7.39 trillion (28 percent of

2029-2050

GDP) under CES1 and PHP 10.67 trillion i .

(40 percent of 2024 GDP) under CES2 driven g I I I
largely by offshore wind, followed by solar, g Ot Bl -oiiimoege O™
hydropower and emerging technologies. Meeting ¥ e |

these targets requires strong public and private 0 2000 4000 6000 8000 10000 12000  140C
participation, particularly in capital-intensive Source: Philippine Energy Plan 2023-2050, Department of Energy.

industries. This will necessitate prompt and
comprehensive solutions to key barriers that currently impede project implementation and investor
confidence. These include limited grid infrastructure, delays in land acquisition, high capital costs,
and a severe deficit in skilled workers, among others.

18. There is limited capacity and coverage of the national transmission and distribution
system. The DOE and BOI cite the inadequate capacity of the current grid infrastructure to integrate
RE sources such as solar and wind power. The Philippine grid, managed primarily by the National
Grid Corporation of the Philippines (NGCP), is not yet fully equipped to oversee intermittent
generation or to transmit electricity from remote renewable resource areas (e.g., offshore wind sites
or upland solar farms) to demand centers. According to the DOE, the energy sector requires a
transmission system that can provide automated control, which can quickly respond to changes in
the condition of the grid and assist in maintaining its integrity and reliability. Furthermore, the
Department of Economy, Planning and Development emphasizes the importance of locating
abundant resources, which may be situated in remote or protected areas not covered by existing
transmission networks. These circumstances must be considered in upgrading the national
transmission and distribution network.

19. The sector continues to grapple with high capital costs and limited access to
innovative financing mechanisms. Renewable energy (RE) development requires extensive
exploration and site-specific assessments to determine the availability of indigenous resources and
the adequacy of existing infrastructure. These factors contribute to high upfront capital costs and
longer investment horizons posing challenges to private sector financing. The Department of
Finance notes that the current state of the Philippines’ financial system and weak investor
confidence, among other factors, leads to the underutilization of the capital market and continued
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reliance on debt in bridging the RE financing gap. Financing instruments such as sustainable bonds
and blended financing are still at their nascent stage with less uptake by most small and local
players. Power generation markets in the Philippines are also considered oligopolistic with
approximately 53 percent of the market share dominated by three private firms (PIDS 2023). In
addition, the lack of RE manufacturing means that the sector remains vulnerable to changes in
prices of imported technologies such as solar panels, batteries, inverters and critical components for
offshore wind such as turbine blades, subsea cables, and specialized installation vessels—all of
which are essential for scaling up clean energy deployment at scale. The BOI also highlights how
offtake mechanisms for RE remain limited. While GEAP and GEOP are implemented, ceiling prices
under GEAP are considered too low by some developers, especially for solar and offshore wind.
Challenges remain in ensuring viable, long-term power purchase agreements (PPA).

20. Land acquisition for RE projects remains slow, complex and contentious. Land-related
issues represent a major barrier which cause delays and reduce the scale of large RE projects such as
solar farms and onshore wind developments. Land use in the country is characterized by fragmented
and multiple systems granting legislative authority to carve out public land for specific uses, which
often leads to conflicts. For one, the existing mechanisms for reserving land specific uses include
Presidential proclamations and sector-specific laws (PIDS). On the other hand, land zoning, land
reclassification and land use conversion are the ambit of local government units under the Local
Government Code of 1991 (PIDS 2023). While the National Land Use Committee (NLUC) exists to
facilitate national level discussions and conflict resolutions, the agency has no enforcement power
and no authority to impose sanctions or penalties to parties (PIDS 2023). The recently enacted
Republic Act (RA) 12289, or the Accelerated and Reformed Right-of-Way Act (ARROW), aims to
expedite the acquisition of property for infrastructure projects through streamlined procedures,
including faster issuance of writs of possession and clearer timelines. The impact of this measure in
mitigating delays and accelerating project implementation is yet to be observed. The DOE and the
DENR also signed a Memorandum of Agreement granting rights to use offshore areas covered by
offshore wind energy service contracts, including auxiliary areas to accelerate the development of
offshore wind projects.

21. The Philippines faces a deficit in skilled workers to support its growing RE pipeline.
While the Philippines has the largest RE development pipeline in the region, there is currently a
substantial gap in the skilled RE workforce (ILO 2025). A survey carried out by DOLE ILS cites that
75 percent of RE company representatives find it difficult to hire qualified candidates for vacant
technical positions, especially in the higher-skilled category followed by technicians and associate
professionals. Managers also face a notable shortage which is also linked to the high demand for
both technical knowledge and soft skills such as leadership and project management (DOLE ILS
2024). The ILO also flagged the absence of formal apprenticeships and systems for forecasting
future skill needs as major constraints often impacting RE project quality. To meet the growing
demand, the government is intensifying its national efforts to upskill and reskill the workforce,
addressing gaps in sectors such as RE. These initiatives include the UNFCCC Just Transition Work
Program and the DOE-ILO collaboration on Green Jobs and Just Transition Framework for the
Philippines. The DOE and DOLE also launched the Right-Skilling the Philippine Workforce initiative to
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support the global energy transition, focusing on providing global certifications for local workers in
the RE sector. Another DOE initiative with state universities and colleges (SUCs), the Affiliated
Renewable Energy Centers (ARECs) program, aims to develop specialized hubs for renewable energy
technologies, aligned with local resources and academic strengths.
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Annex I. Summary of Government Initiatives Supporting
Renewable Energy Transition

Table I.1. Philippines: Summary of Government Initiatives Supporting the RE Expansion for

Businesses
Policies / Measures Year | Objective
Amendments to the RE Act of 2008 2022 | 100% foreign ownership in solar, wind, and tidal projects

CREATE MORE Act 2024 | Alternative incentives from those under the RE Act: such as income
tax holiday, duty-free imports, VAT exemption, among others

Renewable Portfolio Standards (RPS) 2025 | Started in 2017 but in 2023, increased the minimum RPS annual
percentage increment from 1.0 to 2.52% for grid-connected areas.
In 2025, mandated entities are required to source at least 13.9% of
their supply portfolio from renewables, with an annual increase of
2.52%.

Energy Virtual One-Stop Shop (EVOSS) Act 2019 | Centralized online platform for the coordinated processing and
approval of permits for new power generation, transmission, or
distribution

Green Energy Auction Program (GEAP) 2020 | Provide additional market for RE through a competitive electronic
bidding of RE capacities for hydro, biomass, solar, and wind

Green Energy Option Program (GEOP) 2018 | Allows electricity end-users with 100kW and above demand to

source their electricity supply from RE sources through RE Suppliers

Energy Efficiency and Conservation Act 2019 | Includes provisions to promote and encourage the development
and utilization of efficient RE technologies and systems

Executive Order No. 18, Green Lanes for 2023 | Enhances ease of doing business by facilitating faster permitting

Strategic Investments for large-scale and strategic RE projects through the Board of
Investments

Executive Order No. 21 2021 | Establishment of the Policy and Administrative Framework for
Offshore Wind Development which supports the aggressive
development of OSW potential

Microgrid Systems Act 2022 | Microgrid systems are put in place in areas declared to be
unserved and underserved.

Preferential Dispatch of All RE-Generating 2022 | All RE generating units are given preference in the Wholesale

Plants Electricity Spot Market (WESM) dispatch schedule.

Expanded Roof-Mounted Solar Program 2023 | Covers for all roof-mounted solar energy generating facilities with
a capacity of above one hundred-kilowatt peak (100 kWp)

Revised Omnibus Guidelines Governing the 2024 | Developers are now allowed to commence permit processing,

Award of RE Contracts and Registration of RE conduct survey and other feasibility activities before the official 25-

Developers year contract terms begins.

Philippine Renewable Energy Market (REM) 2024 | Renewable Energy Certificate (REC) trading system will fully return
to a market-driven mechanism

BSP Circular No. 1149, s. 2022 2022 | Guidelines on the integration of sustainability principles in the

investment activities of banks, including the issuance of
sustainable bonds.
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Table I.1. Philippines: Summary of Government Initiatives Supporting the RE Expansion for
Businesses (Concluded)

Policies / Measures

Year

Objective

BSP Circular No. 1185, s. 2023

2023

Sustainable Central Banking (SCB) Strategy: Banks are allowed to
extend loans for eligible green or sustainable projects or
activities with a top-up 15 percent Single Borrower's Limit (SBL).
Banks' reserve requirement rate (RRR) against sustainable bonds
was also reduced from 3 percent to 1 percent starting

January 6 2024, and to 0 percent starting 6 January 2025 until
January 6, 2026.

BSP Circular No.1187 Series of 2024

2024

Adoption of the Philippine Sustainable Finance Taxonomy
Guidelines (SFTG) providing high level guidance in determining
the greenness of an investment.

Securities and Exchange Commission and Energy
Regulatory Commission

2025

Securing and Expanding Capital for PowerGen Operators and
Wholesale Electricity and Retail Services (SEC POWERS)

DENR Administrative Order No. 2024-02

2024

Providing Interim Guidelines for Environment Compliance
Certificate (ECC) Under the Philippine Environmental Impact
Statement System (PEISS) for Offshore Wind (OSW) Energy
Projects.

DENR Administrative Order No. 2023-08

2023

Established comprehensive guidelines for floating photovoltaic
projects, particularly for the 2,000-hectare pilot project in
Laguna de Bay

DOE and DENR Memorandum of Agreement
(MOA)

2024

Granting rights to use offshore areas covered by offshore wind
energy service contracts, including auxiliary areas to accelerate
the exploration, utilization and development of offshore wind
projects.

DOE Circular No. DC2020-02-0005

2020

Guidelines on the Duty-Free Importation and Monitoring of the
Utilization of RE Machinery, Equipment, Materials, and Spare
Parts and their Transfer and Other Disposition

DOE Circular No. DC2022-02-0002

2022

Waste to energy: Prescribing the policies and programs to
promote and enhance the development of biomass waste to
energy facilities

DOE Order No. DO2022-02-0003

2022

Creation of a Philippine Steering Committee (PSC) and Technical
Working Groups (TWG) for Renewable Energy (RE) and Energy
Efficiency and Conservation (EE&C) Under the Clean Energy
Finance and Investment Mobilization (CEFIM)

DOE Circular No. DC2022-03-0004

2022

Guidelines for the Endorsement of Energy Efficiency Strategic
Investments to the Board of Investments for Fiscal Incentives

DOE Circular No. DC2024-06-0020

2024

Establishment of the Center for Affiliated Renewable Energy and
Energy Efficiency and Conservation (CARE)
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Table 1.2. Philippines: Summary of Government Initiatives Supporting RE Expansion in
Government - Financed Projects (2023-2025)

Plans / Programs Department Objective Outcome
Missionary DOE Achieve universal, Increase in small-scale RE projects in
Electrification sustainable, and inclusive | missionary areas
Development Plan energy access in off-grid
(MEDP) 2024-2028 and underserved areas
Integrated Water DENR Guide the efficient Increase in RE projects (hydropower,
Resources utilization of funds and floating solar) lined up with NIA water
Management Plan investments for water rights
2024 supply, sanitation, and

water resource

management
Transmission National Grid Realigning its targets Approx. 5,145 km of transmission lines
Development Plan | Corporation of the with the updated RES and 63,625 MVA of transformation
(TDP) 2025-2050 Philippines targets and integration capacity
(for publication) of smart grid

technologies
Smart and Green DOE Enhance grid reliability Modernize the grid to meet the 2050

Grid Plan (SGGP)

and resilience and enable
the seamless integration
of large-scale RE,
including up to 50
gigawatts of offshore
wind

peak demand, enable over 50% RE
share by 2040

PPP Code of the PPP Center of the Streamline the New RE projects and related
Philippines (RA Philippines evaluation, approval, and | infrastructure projects in the PPP
11966) monitoring of RE and pipeline for development

energy efficiency PPP

projects
DOE and the DOE and PPA Strategic repurposing Support high-potential offshore wind
Philippine Ports and modernization of energy service contracts totaling 56 as
Authority port infrastructure to of 2024

(PPA) collaboration

handle the installation,
commissioning, and
operations of

OSW projects
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