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Abstract 

Small and Medium-sized Enterprises (SMEs) are the backbone of many economies. This is 

especially true in the Philippines’ case, where 99.52% of businesses fall under the category. 

Yet despite accounting for nearly all firms and employing the majority of the labor force, 

Philippine SMEs contribute a mere 35.7% to the GDP, performing among the worst in the 

region. As such, scholars have tried to illuminate this conundrum, with much of the studies 

underscoring economic and firm-based explanations. Such approaches, however, are limited 

as they overlook the broader political context in which SMEs operate in. To fill this lacuna, 

this work has combined interest-based and institutional approaches by using a modified theory 

of state-business relations as a framework in analyzing the Philippine SME sector. With 

literature review and key informant interviews as its data-gathering instruments, this thesis 

qualitatively examined the organization of the Philippine state and the SMEs and the nature of 

the relationship between the two. The findings of this study’s contemporary analysis of state-

SMEs relations indicate that, on the government side, the state’s neoliberal orientation has 

hindered the agencies tasked to develop the SMEs from becoming effective development 

partners, whereas on the SMEs’ side, the sector is largely unorganized, limiting its potential to 

serve as a check-and-balance on the government’s ineffective policy implementation. Under 

these circumstances, the nature of interaction between the two has been beset by issues 

regarding credibility and transparency, perversely impacting the way SME policies are 

formulated and implemented. To understand the situation that led to this point, a historical 

analysis was conducted, particularly by investigating the critical junctures and events that 

contributed to the formation of the country’s lopsided industrial structure, the unorganized 

nature of SMEs, and the state’s neoliberal orientation. By and large, this work has demonstrated 

that, contrary to market fundamentalism, politics matters in development and the economy. It 

is in this light that the agenda of political empowerment of SMEs is recommended to be taken 

by scholars, policy-makers, and the SMEs themselves if we are to flip the table that hinders the 

tiny firms from becoming potent, productive forces in the economy. 

Keywords: SMEs, Philippines, state-business relations, collective action, political economy, 
institutionalism 
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1 

Chapter 1 
The Problem and its Background 

Small-and medium-sized enterprises represent over 90 per cent of the business 

population, 60-70% of employment and 55% of GDP [in a myriad of economies]. 

[They] therefore do not just significantly contribute to the economy – 

they ARE the economy. 
 

Christopher Arnold (2019) 

Introduction 

In many countries, especially those emerging ones such as the Philippines, Small and 

Medium-sized Enterprises (SMEs) play a predominant role in achieving socio-economic 

development.1  Regarded in both the academic and policy-making circles as the ‘engine,’ 

‘backbone,’ and ‘driving force’ of economic growth, SMEs comprise the largest sector in most 

economies, employ a significant portion of the labor force, and contribute to a great extent to 

the gross domestic product (GDP) (Hall, 2002; International Labour Organization, 2019; 

Kumar, 2017). As a matter of fact, in developing countries in general, the sector constitutes 

almost all the private enterprises, 45% of employment, and 33% of GDP (Stein et al., 2010); 

whereas their counterparts in the developed world represent over 90% of the businesses, 60 to 

70% of employment, and 55% of GDP (World Trade Organization, 2016).2 In addition to the 

sector’s contribution to employment and GDP, SMEs also serve as an indispensable catalyst in 

the promotion of investments, competition, entrepreneurship, innovation, and backward and 

forward linkages (de Kok, Deijl, & Veldhuis-Van Essen, 2013; International Labour 

Organization, 2019), making them a crucial component of any nation’s industrialization drive 

(M. V. R. Raquiza, 2016).3 

 
1 In this thesis, the terms small-scale enterprises and businesses are, from time to time, used in SMEs’ stead. Also, 
it is worth noting that while there have been attempts made to specifically define the SMEs (see Gibson & van 
der Vaart, 2008), there is no universal consensus on its definition due to the variation of economic conditions 
between countries (Berisha & Pula, 2015; Burgess, 2003; Harvie & Lee, 2002; Hobbs, 2017). In the literature, the 
sector is defined in terms of number of employees (most common), asset size, capital, sales, production capability, 
or industry (e.g., IT, agriculture) (Hall, 2002; Harvie & Lee, 2002; Miranda & Miranda, 2018; Raquiza, 2016). 
 
2 The same is true in the context of Asia. In developing Asian countries such as Cambodia, Laos, and Nepal, SMEs 
represent the vast bulk of the corporate sector; whereas in developed economies like Japan, which is known for 
their large conglomerates, SMEs account for about 99% of firms, 70% employment, and 50% of GDP (Abe, 2009). 
 
3 In addition to economic benefits, the sector also serves as a vehicle for social inclusion. SMEs are instrumental 
in poverty and income inequality reduction, as small enterprise development usually results in employment 
generation through expansion of existing and/or the creation of new firms (International Trade Centre, 2017; 
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Given the importance of SMEs in many economies, authorities have devoted substantial 

resources and attention in the sector’s development. Yet, all over the world, these kinds of 

businesses still face considerable constraints that prevent them from reaching their potential to 

contribute more to the economy. This is clearly evident in the performance of SMEs in a myriad 

of developing countries such as the Philippines, an emerging Southeast Asian economy 

numerically dominated by tiny, albeit relatively unproductive, enterprises. 

SMEs: The ‘Crippled’ Backbone of the Philippine Economy 

Philippine SMEs, which are legally defined in the country as firms that have less than 

200 employees or less than PHP 100 million (or roughly USD 5.3 million in current terms) in 

asset size, dominate the national economy.4 In 2018, they accounted for 99.52% of the total 

number of formal private businesses and employed 63.19% or 5,714,262 of the workforce 

(Department of Trade and Industry, 2018), making the sector “the backbone, the heart, and 

[even] the lungs,” to use Fruman’s (2016: para. 8) description, of the Philippine economy.5 

Figure 1. Share of number establishments by sector (top), value added by sector (middle), and contribution of 

establishments to total employment (bottom) in the Philippines (latest available data) 

 
Note: Data for Number of Establishments and Contribution to Employment are from the Philippine Statistics 

Authority (2018), while data from Value Added by Sector are sourced from the Philippine Statistics Authority 

(2012) (latest) 

However, despite accounting for nearly all the registered firms and employing the 

majority of the labor force, the SME sector merely contributes 35.7% to the Philippine GDP 

 
Vandenberg, 2006). Meanwhile, in some contexts such that of the developmental states of Japan, Taiwan, and to 
a certain extent, Korea, SMEs have played a social safety net role, as subsidies and regulations favorable to the 
sector usually have indirect and hidden effects on the overall ‘welfare mix’ (Kim, 2010). 
 
4  In the Philippines, small businesses are further divided to include a ‘micro’ category. For the detailed 
classification of Philippine SMEs, kindly refer to the succeeding chapter. The term SME is used in this thesis to 
refer to the entire sector, including those classified as micro. 
 
5 While important especially in the context of developing world, the informal sector is not within the scope of this 
research paper. Further studies may investigate the informal sector in order to have a better prognosis of the issue. 
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(Department of Trade and Industry, 2018), indicating its underproductive nature vis-à-vis the 

large enterprises (LEs). In light of this immense disparity between the productivities of SMEs 

and LEs relative to their shares to the total number of businesses in the country, economists 

such as Aldaba (2011) characterize the nature of the Philippine industrial structure as “hollow.” 

Furthermore, looking from a comparative perspective, the Philippine SME sector’s 

contribution to the economy is, at best, lamentable considering that its counterparts in 

Southeast Asia, with the only exception of oil-rich Brunei, contribute around 36.6% to 61% to 

the GDPs of their respective economies (see Figure 2 below), prompting the erstwhile National 

Economic and Development Authority (NEDA) Secretary Cielito Habito (2014) to conclude 

that the country's SME sector as the “smallest among its neighbors” (i.e., ASEAN-6) and its 

poor performance as the reason behind the country’s “lack of inclusive growth” (para. 5).6 

Figure 2. Significance of SMEs in ASEAN Member States (latest figures) 

 
Source: OECD/ERIA (2018). Notes: Firm size classifications vary by member-states. Data (i.e., nominal value 

added) for Singapore (SGP) from 2017. Data for Indonesia (IND), Malaysia (MYS), the Philippines (PHL) and 

Thailand (THA) from 2016. Data (i.e., gross business revenue instead contribution to GDP) for Brunei 

Darussalam (BRN) from 2015. Data for Cambodia (KHM) from 2014, and data for Lao PDR (LAO) from 2014. 

Data for Myanmar (MMR), however, is only an estimate, while there is no data available on GDP or equivalent 

for KHM, LAO, and MMR. 

Statement of the Research Problem and Questions 

What, thus, accounts for the ‘crippled' nature of the country’s economic backbone? 

Phrased more specifically, why does the Philippine SME sector contribute a comparatively low 

 
6 Latest comparative data (2018, pre-COVID-19 pandemic) shows that the Philippine poverty rate stood at 21.9 
percent, making it the among the worst in the entire ASEAN region (World Bank, 2020c). 
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percentage to the GDP despite comprising nearly all the registered firms and employing the 

majority of the workforce in the country? Given this seeming contradiction, as well as the 

significance of SMEs to the economy, the foregoing conundrum has become a subject of 

intense intellectualization, with much of the analyses underscoring the explanations offered by 

economics (e.g., Aldaba, 2008, 2011, 2017; Canare, Francisco, & Price, 2017; Pernia & Salas, 

2005; Tambunan & Chandra, 2014) and management science (e.g., Daño-Luna, Canare, & 

Francisco, 2018; Hampel-Milagrosa, Loewe, & Reeg, 2014; Mendoza, 2015; Roxas, 2009).7 

While these works are oftentimes correct and helpful in determining market failures and firm-

specific limitations, they fail to take into consideration the broader perspectives, such as 

politics and governance. 

 Viewed against this backdrop, this thesis attempts to fill this lacuna by drawing from 

the political economy perspective to explain the developmental conundrum of the Philippine 

SME sector. By making structures, institutions, and actors the focal points of analysis, the 

political economy approach allows us to better understand the prevailing political conditions 

that impede (or facilitate) the adoption and/or proper implementation of policies. This approach 

appears to be revealing in the context of Philippine SMEs, as the sector suffers from a poor 

performance notwithstanding the wide range of policies ‘passed’ for SME sector development. 

 More particularly, this work employed a modified version of Kondoh (2005) and te 

Velde’s (2006) state-business relations framework (see Chapter 4). Essentially, this approach, 

which is mainly inspired by the literature on institutionalism and interest groups, ascribes the 

sector’s poor performance to the problematic ties between relevant political economic actors. 

The success or failure of state-SMEs relations, as advanced in the framework, is largely 

determined by the level of organization of the SMEs, the capacity and willingness of the state 

to undertake policies, and the nature of interaction mechanisms between the two sectors, all of 

which are influenced, to a certain degree, by the ‘structure’ of the polity (i.e., prevailing 

institutional configuration shaped by critical junctures in history).8 

 
7 Generally, not much attention has been paid to SMEs due in part to the difficulty in finding data (Ameda & 
Baysic-Pobre, 2013) and the common tendency of scholars to prioritize LEs because of the longstanding belief 
that big businesses are the engines of the economy. The view that LEs must be prioritized because larger firms 
drive the overall competitiveness of the economy—and in turn, the focus of much academic and policy analyses—
is known in the literature as the Market Systems approach (Donor Committee for Enterprise Development, 2018). 
 
8 Kondoh and te Velde’s frameworks was modified by factoring in the influence of “structure” (or history) to 
state-business relations into the analysis. This idea was inspired by Heo and Tan’s (2003) framework in examining 
the divergent impact of the 1997 Asian Financial Crisis on Korea and Taiwan (see Chapter 4 and Appendix A). 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

DOI:10.6814/NCCU202100402

 

 
5 

In light of the discussed problématique and analytical framework, the sub questions of 

this paper were constructed as follows: 

Sub Question 1: How has the country’s political economic history shaped the industrial 

structure and the organization of the state and the SME sector? 

Sub Question 2: How do the organization of and interaction between the state and the small-

scale enterprises, in contemporary times, influence the way SME-oriented policies are 

formulated and implemented? 

Significance of the Study 

Considering the sector’s potential, as well as its vital role to play in promoting broad-

based development—a goal that has long eluded many developing countries’ governments—

shedding light on this conundrum is of paramount importance to, not just the academics and 

policymakers, but also the millions of people stricken in poverty at large. 

Particularly, on a theoretical level, one expected outcome of this study, as mentioned 

earlier, is to identify a political economy explanation as to why SMEs, in some developing 

economies such as the Philippines, are underproductive—an inquiry that suffers from a lack of 

scholarly attention. In doing so, this thesis hopes to contribute to the fields of political economy 

of development, area studies, and, perhaps, public governance by furthering the understanding 

of how states and SMEs interact, as well as how the latter operate as political—in addition to 

economic—agents in the context of a historically unequal society like that of the Philippines.  

Scope and Limitations of the Study 

Like in many developing economies, the Philippines has a sizable informal sector. The 

Department of Labor and Employment estimates that 56% of the country’s total working 

population are in the informal economy (Gonzales, 2018). Typically, firms and their workers 

have limited access to public services and operate without regulation and protection from the 

state. While studying this sector is crucial to have a comprehensive understanding of SMEs, 

this important subset is regrettably not within the scope of this thesis given resource limitations. 

Thesis Organization 

The remainder of this work is organized as follows. In the next chapter, an overview of 

the country’s SME sector will be presented. In particular, Chapter 2 discusses the definition 
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and classification of SMEs in the Philippines, the important policies in relation to SME 

development, the government agencies concerned with the implementation of these programs, 

and the current state of the SME sector. 

The is then followed by a review of literature on SME sector development in the 

Philippines. Particularly, Chapter 3 commences with an introduction of three major theoretical 

explanations on the conundrum and concludes with a discussion of the research gap (i.e., the 

lack of institutional and interest-based perspectives in the political economy of Philippine 

SMEs) and the concepts that served as foundations of this work’s theoretical framework. 

Chapter 4 then draws attention to the paper’s theoretical framework and argument. 

More specifically, the chapter expounds the three components of the theory of state-business 

relations (SBR) used in this paper and the impact of historical and political developments in 

the SBR. The chapter ends with a discussion of the experience of a polity that is regarded in 

development circles as a model for SME development to demonstrate how the framework was 

applied in the context of Philippine state-SMEs relations. 

Chapter 5 details the research design of the present investigation. In particular, the 

chapter elaborates on the methodology, data collection and analysis methods, and the 

ontological and epistemological underpinnings of the study.  

Chapters 6 and 7 zero in on the findings of this research. Whereas the former focuses 

on the historical analysis of the country’s SBR, including relations between the state and the 

SMEs, the latter discusses the contemporary state-SMEs ties, focusing on the organization of 

the state and the SMEs and the nature of the relationship between the two sectors. 

Finally, Chapter 8 concludes the current investigation, providing a summary of the 

findings, theoretical implications and areas for further research. The concluding chapter ends 

with a discussion of prospects of a responsive state and organized SME sector amidst the 

COVID-19 pandemic.  
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Chapter 2 
Overview of the Philippine SME Sector: 

Definition, Policies, Institutions, and Current Performance 

Before turning to the research proper, it is necessary, early on, to detail the Philippine 

SMEs, the main subject of the current investigation. In this chapter, an overview of the SME 

sector in the country is provided, opening with a discussion of the definition and classification 

of SMEs. This is then followed by a presentation of the sector’s profile, as well as the various 

policies related to SME development and the agencies concerned with program and policy 

implementation. Chapter 2 concludes with an elaboration of the discussion made in the 

previous chapter about the performance of the Philippine SME sector. 

Definition of SMEs in the Philippines 

 In the Philippines, SMEs have two operational definitions: by asset size and by number 

of employees. In connection with the former, the sector is defined in the Republic Act (RA) 

No. 9501 or the Magna Carta for Micro, Small and Medium Enterprises (Magna Carta for 

Micro, Small and Medium Enterprises (MSMEs), 2008) as: 

any business activity or enterprise engaged in industry, agribusiness, and/or services, 

whether single proprietorship, cooperative, partnership, or corporation whose total 

assets, inclusive of those arising from loans but exclusive of the land on which the 

particular business entity’s office, plant, and equipment are situated, must have value 

falling under the categories: micro (less than 3 million pesos), small (3-15 million 

pesos), and medium (15-100 million pesos) (emphasis provided). 

Apart from asset size, SMEs are more commonly classified in terms of number of 

employees: micro (1-9 employees), 10-99 (10-99), and medium (100-199). Below is a table 

summarizing the categories of Philippine SMEs vis-à-vis the LEs: 

Table 1. Classification of Philippine Businesses 

Category No. of Employees Assets 
Microenterprise 1-9 employees Less than 3 million pesos 
Small enterprise 10-99 employees 3 million to 15 million pesos 

Medium enterprise 100-199 employees 15 million to 100 million pesos 
Large enterprise 200 or more employees More than 100 million pesos 

Source: Republic Act No. 9501 – Magna Carta for Micro, Small and Medium Enterprises (2008) 

For brevity and comparability’s sake, however, the term ‘SMEs’ is used in this thesis to refer 

to the entire sector including those categorized as ‘micro’ in the Philippine legal system. 
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Profile of the Sector 

In 2018 (latest available data), there were 998,342 SMEs in the Philippines, accounting 

for 99.52% of the total number of firms registered with either the Department of Trade and 

Industry (DTI) or the Securities and Exchange Commission (SEC). Of this figure, the majority 

(88.45%) were classified as microenterprises (887,272), followed by small and medium-sized 

businesses at 106,175 (10.58%) and 4,895 (0.47%), respectively. The minuscule share of 

medium vis-à-vis the micro- and small-sized enterprises, as highlighted earlier, underlines the 

‘missing middle’ phenomenon and the ‘hollow’ nature of the country’s industrial structure. 

Figure 3. Share of SMEs and LEs to total number of firms in the Philippines 

 
Source: Department of Trade and Industry (2018) 

 Similarly, this pattern mirrors the sector’s contribution to employment. In the same year, 

SMEs created a total of 5,714,262 jobs, comprising 63.19% of the country’s workforce. To be 

more precise, microenterprises generated the highest number of jobs, with the sector employing 

2,610,221 or 28.86% of the entire labor force in the country. Closely following this figure, 

small firms hired 2,445,111 workers (27.04% of the total employment); whereas medium 

enterprises produced lesser jobs, with 658,930 (7.29%) employed in the sector. 

Figure 4. Employment share of SMEs and LEs in the Philippines 

 
Source: Department of Trade and Industry (2018) 
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In terms of sectoral distribution, SMEs were mostly concentrated in the ‘wholesale and 

retail trade’ and ‘repair of motor vehicle and motorcycle’ sectors, constituting almost half 

(46.25% or 461,765) of the total number of SMEs in the country.9 This is followed by the 

‘accommodation and food service activities’ and ‘manufacturing’ sectors, which accounted for 

144,535 (14.48%) and 116,535 (11.65%) SME establishments, respectively. The breakdown 

for other sectors, including the previously discussed, is shown in the figure below: 

Figure 5. Distribution of SMEs by Industry Sector (2018)  

 
Source: Department of Trade and Industry (2018). Notes: Other Industries include Administrative and Support 

Service Activities (1.76%); Professional, Scientific, and Technical Activities (1.59%); Arts, Entertainment, and 

Recreation (1.54%); Real Estate Activities (1.16%); Transport and Storage (1.10%); Agriculture, Forestry, and 

Fishing (0.85%); Construction (0.43%); Water Supply, Sewerage, Waste Management, and Remediation 

Activities (0.14%); Electricity, Gas. Steam, and Air Conditioning Supply (0.12%); and Mining and Quarrying 

(0.08%) 

 Geographically, the majority of SMEs can be found in the following regions: National 

Capital Region (20.36%), CALABARZON (14.84%), Central Luzon (11.63%), Central 

Visayas (7.05%), and Western Visayas (6.17%). The combined number of SME establishments 

in these five regions comprised 60.05% of the country’s total in 2018 (Department of Trade 

and Industry, 2018), indicating a highly dense geographic distribution of SMEs in the 

country.10 This concentration, according to the Department of Trade and Industry (2018), has 

a strong correlation with the population size and the degree of economic activity within the 

region. Table 2 hereunder shows the other regions’ total number of SME establishments. 

 
9 The categories are based on the Philippine Statistics Authority’s yearly List of Establishments.  
 
10 This is in stark contrast to some countries such as Taiwan, where SMEs, particularly the manufacturing-oriented 
ones, are dispersed geographically, leading to a more equitable income distribution (Clark & Clark, 2016). 
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Table 2. Distribution of SME Establishments Per Region (2018) 

Region Total No. of 
Firms 

% of 
Total Micro Small Medium Large 

Philippines 1,003,111 100% 887,272 106,175 4,895 4,769 
National Capital 

Region 
205,250 20.46% 166,921 34,523 1,868 1,938 

CALABARZON 149,007 14.85% 133,640 13,778 778 811 
Central Luzon 116,458 11.61% 104,875 10,754 444 385 

Central Visayas 70,932 7.07% 61,176 8,775 444 537 
Western Visayas 61,783 6.16% 55,482 5,894 214 193 
Davao Region 58,685 5.85% 52,449 5,758 252 226 
Ilocos Region 50,877 5.07% 46,708 3,977 122 70 

SOCCSKSARGEN 44,940 4.48% 41,581 3,121 120 118 
Bicol Region 40,514 4.04% 37,111 3,215 118 70 

Northern Mindanao 37,412 3.73% 33,040 4,079 155 138 
Zamboanga 
Peninsula 

33,244 3.31% 30,888 2,216 73 67 

Eastern Visayas 30,789 3.07% 28,324 2,355 70 40 
Cagayan Valley 30,753 3.07% 28,547 2,119 52 35 
MIMAROPA 23,952 2.39% 21,948 1,914 57 33 

Cordillera 
Administrative 

Region 
20,466 2.04% 18,783 1,587 47 49 

Caraga 19,873 1.98% 18,069 1,687 67 50 
ARMM 8,176 0.82% 7,730 423 14 9 

Source: Department of Trade and Industry (2018). Note: Ranked in order of total number of firms from highest 

to lowest 

Policies and Programs on SME Sector Development in the Philippines 

Philippine laws and agencies recognize the substantial role of entrepreneurship as an 

engine of socio-economic development. As such, the state pledges itself—at least, nominally— 

to develop private enterprises in the country and protect the sector against unfair competition 

and practices. This is chiefly manifested in the highest law of the land, particularly Article XII, 

Section 1 (para. 3) of the 1987 Constitution, to wit: 

In the pursuit of [industrialization and full employment], all sectors of the economy and 

all regions of the country shall be given optimum opportunity to develop. Private 

enterprises, including corporations, cooperatives, and similar collective organizations, 

shall be encouraged to broaden the base of their ownership. 

In order to achieve this goal, a plethora of laws have been enacted by the government 

since the early 1990s to promote entrepreneurship in the country. The foremost of which is RA 

6977, otherwise known as the Magna Carta for Small Enterprises. Passed in 1991 to 
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consolidate then existing SME programs into a single framework (Aldaba, 2008), this landmark 

piece of legislation, which was amended in 1997 (RA 8289) and 2007 (RA 9501) in light of 

changes in the business and market environment, aims to “promote, support, strengthen, and 

encourage the growth and development of [SMEs] in all productive sectors of the economy” 

(RA 6977, 1991, sec. 3). The most salient provisions of the legislation and its amendments are 

the following: (1) the establishment of the Micro, Small and Medium Enterprise Development 

(MSMED) Council; (2) the creation of the Small Business Guarantee and Finance Corporation, 

which later merged with Guarantee Fund for Small and Medium Enterprises to form the Small 

Business Corporation; (3) the enactment of a mandatory credit program, ordering all lending 

institutions in the country to allocate at least 8% of their total loan portfolio to micro and small 

enterprises and 2% to medium-sized firms; and (4) the streamlining of requirements in an effort 

to improve ease of doing business in the country (Khor et al., 2015). 

Another law that is considered to be crucial in small enterprise sector development is 

the Barangay Micro Enterprise Act (RA 9178). Enacted in 2002 to promote the integration 

of microenterprises into the mainstream economy, the law provides various incentives to 

informal businesses, such as income tax exemption; exemption from minimum wage regulation; 

priority to special financing window; and technology transfer, production and management, 

training, and marketing assistance programs (BMSMED, 2010). 

Twelve years later, the government implemented yet another legislation popularly 

known as the Go Negosyo Act (RA 10644).11 This landmark legislation mandates the creation 

of Negosyo Centers in all provinces, cities, and municipalities that function as one-stop hubs 

for business registration assistance and business advisory and information services. In addition, 

the Act reconstituted the membership of the MSMED Council and expanded the functions of 

the body to include coordination, supervision, and evaluation of Negosyo Centers. The law 

likewise established the Philippine Business Registry Databank, a database of all commercial 

enterprises in the country, and the Startup Fund for MSMEs. Similar to RA 9178, the Go 

Negosyo Act strengthens government’s existing SME programs on technology transfer, 

production and management training, and marketing assistance. 

Recently, two laws were passed in view of small business sector development: the 

Philippine Innovation Act (RA 11293) and the Innovative Startup Act (RA 11337). The 

 
11 Negosyo, in Filipino (or Tagalog), means business or commercial enterprise. 
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country’s Innovation Act, which has been implemented since July 2019, created the National 

Innovation Council and the Innovation Fund. Through strengthening SMEs’ position in the 

national innovation system, these two provisions help small entrepreneurs increase their 

capacity and enable their businesses to join the domestic and global supply chains. On the other 

hand, the Innovative Startup Act, which was also introduced in the same year, established the 

Philippine Startup Development Program, which is aimed at incentivizing the proliferation and 

growth of startups and startup enablers in the country. Furthermore, RA 11337 mandates the 

creation of startup ecozones and other related initiatives, such as the introduction of venture 

capital funds and startup visas to prospective investors and business people. 

What has been discussed thus far are the major laws concerning SMEs. However, it 

should be borne in mind that, in addition to the abovementioned policies, the Philippine 

government has been implementing other laws that have a direct and/or indirect impact to the 

sector, as enumerated in Appendix B. These legislations, including the ones highlighted in the 

earlier part of this section, are tallied in the following table for the purpose of brevity: 

Table 3. Tally of Legislations and their Policy Scope/Areas Relevant to SMEs 

Policy Arena Number of Laws 
Ease of Doing Business 6 

Governance 12 
Access to Finance 14 

Market Expansion or Trade 8 
Access to Technology 6 

Access to Training 10 
Tax Incentives 9 

Advocacy or Representation 3 
Entrepreneurial Education 2 

Operations-related Policies (Fiscal, Labor, etc.) 17 
Source: Makati Business Club (2016), Table 3. Note: Some laws tally in two or more policy arenas. 

 Aside from laws, the government also implements programs and projects in relation to 

SME sector development. Among the most notable SME-oriented programs is the SME 

Unified Lending Opportunities for National Growth (SULONG), which provides credit at 

a concessional interest rate for export promotion and capital outlay needs of the SMEs. In 2016, 

the government has upgraded this financing program with the 3P or the Pondo sa Pagbabago 

at Pag-Asenso (translated in English as Fund for Change and Development), earmarking at 

least PHP 2 billion (approximately USD 40 million) annually to end loan sharks, who usually 

provide above-the-market credit rates to small entrepreneurs. The SB Corporation, as tasked 

by the Magna Carta for SMEs, is responsible for implementing the 3P program. 
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 More than financing initiatives, the Department of Trade and Industry has also come 

up with a product development and marketing assistance program called the One Town, One 

Product (OTOP) Philippines. Patterned after Japan’s successful One Village, One Product, 

OTOP Philippines enables SMEs to develop products and services that are rooted in the culture, 

resources, and comparative advantage of the local community. The program likewise provides 

retail spaces for SMEs to market their products to domestic consumers and tourists. 

Regarding technology upgrading, the government, through the Department of Science 

and Technology, implements the Small Enterprise Technology Upgrading Program 

(SETUP), which is aimed at “encouraging and assisting SMEs to adopt [technological] 

innovations to improve their operations” (Department of Science and Technology, n.d., para. 

1), primarily through tech transfer and support. Meanwhile, for entrepreneurial education, the 

Trade and Industry department provides mentorship programs to SMEs such as the SME 

Roving Academy, Project KAPATID, and Mentor ME (Micro Entrepreneur) Program. 

Other projects and programs of the government include the Strengthening the Disaster 

Resilience of Small and Medium Enterprises project, Shared Service Facilities Program, 

Export Competitiveness Program, and the Youth Entrepreneurship Program (YEP). 

 Clearly, it can be inferred from the discussion above that the Philippines does not lack 

programs and laws catering towards SMEs. To be able to grasp the issue more comprehensively, 

it is now time to turn to the agencies concerned with the implementation of these policies. 

Agencies Supporting SMEs in the Philippines 

 The most important government body responsible for the regulation of businesses 

(including LEs) and implementation of private sector development policies in the country is 

the Department of Trade and Industry (DTI). Mandated to help the country realize its “goal 

of globally competitive and innovative industry and services sector that contribute to inclusive 

growth and employment generation” (Department of Trade and Industry, n.d.-a, para. 2), DTI 

is comprised of six functional groups (i.e., Management Services, Consumer Protection, 

Industry Promotion, Regional Operations, and Industry Development) and is attached to 11 

agencies for policy and program coordination purposes (See Appendix C). 

 Under DTI’s Regional Operations functional group, the agency that is specifically 

tasked to implement SME policies and programs is the Bureau of Micro, Small and Medium 
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Enterprise Development (BSMED). In addition to its primary role of implementing SME 

policies and programs, the Bureau also acts as the secretariat of the Micro, Small and Medium 

Enterprises Development (MSMED) Council. As the secretariat, the BSMED assists the 

Council by preparing position and background papers and annual reports on the status of 

Philippine SMEs, as well as monitoring and coordinating the SME development programs and 

policies in the country. Moreover, every five years, the agency coordinates the writing of the 

medium-term MSME development plan and recommends this to the Council for approval. 

 The MSMED Council, which was established in 1991 pursuant to the Magna Carta for 

MSMEs, serves as the country’s highest policy-making body for SMEs. Chaired by the 

secretary of Trade and Industry, this inter-agency council that is mandated to meet quarterly is 

composed of the following members: secretaries of Agriculture, Interior and Local 

Government, Science and Technology, Tourism; chairman of the Small Business Corporation; 

representatives from the SME sector to represent the country’s major island groups, with at 

least one of them coming from the microenterprise sector; a representative from the women 

sector designated by the Philippine Commission on Women; and a youth representative 

assigned by the National Youth Commission.12 Its primary responsibilities are to recommend 

policies to the President and the Congress, review extant policies on regulation and financing 

of SMEs, and provide the framework in tapping local and foreign funds for SME development. 

 Under the Go Negosyo Act, the Council’s role has been expanded to include the 

coordination, supervision, and evaluation of Negosyo Centers. The aforementioned law also 

created an advisory unit to the Council, comprising the secretaries of Science and Technology 

and Socio-economic Planning departments, governor of the Central Bank, presidents of Land 

Bank of the Philippines and Development Bank of the Philippines, president of the Credit 

Information Corporation, and representatives from the labor sector, private banking sector, 

microfinance NGOs, and the academe (i.e., University of the Philippines Institute for Small 

Scale Industries). While the MSMED Council may consult the advisory unit in its meetings 

and activities, it has the prerogative not to take the heed of the unit’s advice. 

Another government agency responsible in SME development is the Small Business 

Corporation (SB Corporation). A government-owned and controlled corporation (GOCC) 

 
12 Raquiza (2016) describes the MSMED Council as an institution that is “crippled at birth” because of the 
lackluster budgetary support it has received from the national government since its inception. She discovered that 
the lack of support had constrained the Council from fulfilling its mandate (e.g., meeting on a quarterly basis), 
thereby affecting its constituents, i.e., the SMEs, negatively. 
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formed through the merger of Small Business Guarantee and Finance Corporation and 

Guarantee Fund for Small and Medium Enterprises in 2001, the SB Corporation is responsible 

for building capacity and financing alternatives to the SME segments traditionally regarded as 

unfinanceable (e.g., micro and small agri- and aqua-enterprises, firms in small island 

economies, micro retailers, first-time small businesses, Islamic SMEs, indigenous people-

owned enterprises, and calamity-stricken SMEs) (SB Corporation, 2019). In line with the 

Magna Carta for MSMEs, the Corporation’s programs include wholesale lending, direct and 

retail lending, credit guarantees, equity financing, and entrepreneurial education and training. 

It must also be noted that, along with the government, business associations, 

cooperatives, and non-government organizations, such as the Philippine Chamber of 

Commerce and Industry and the Philippine Center for Entrepreneurship, take part in SME 

development by providing extension and financial services to small firms (Evangelista, 2014). 

Performance of the Philippine SME Sector 

 Notwithstanding the wide-range of policies, programs, and institutions related to small-

scale enterprise development, Philippine SMEs still remain to be unproductive. This is clearly 

manifested in the sector’s limited share to the country’s macroeconomic output. While the 

sector accounts for 99.52% of the total number of firms and 63.19% of the jobs in the country, 

SMEs’ contribution to the GDP only stands at 35.7%—a figure that places the Philippines 

amongst the worst in the entire ASEAN region. 

Figure 6. ASEAN SME sectors’ contribution to their respective national economies 

 
Source: OECD (2018). Notes: Firm size classifications vary by member-states. Data (i.e., nominal value added) 

for Singapore from 2017. Data for Indonesia, Malaysia, the Philippines and Thailand from 2016. Data (i.e., gross 

business revenue instead contribution to GDP) for Brunei Darussalam  from 2015. There is no data available on 

contribution to GDP or equivalent for Cambodia, Laos, and Myanmar. 

Dissecting this figure, workers in the microenterprise category predictably fared the 
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relative to the LEs. On the other hand, small businesses registered 52% vis-à-vis large-sized 

businesses, whereas medium-scale enterprises’ labor productivity posted a relatively high 

contribution at 82% (Makati Business Club, 2016). This trend is consistent with the 

microeconomics’ concept of scale economies, where LEs are generally more productive. 

The sector’s poor performance is also evident in the historical distribution of firm sizes 

in the country. For the past two decades, firm-size distribution has virtually remained 

unchanged, as evidenced by the figure below. In 2001, the proportion of medium-sized 

enterprises relative to the total number of firms in the country—a metric used by economists 

to determine the vibrancy of the SME sector—stood at 0.40%. 

Figure 7. Firm-size distribution in 2001, 2008, 2015, and 2018 

 
Source: MSMED Council (2004, 2010, 2016, 2018) 

Seven years later, the share stayed at 0.40%. It took the same duration for the share to grow by 

0.03% and another three years to achieve 0.47%, the highest in recent memory. Based on one 

forecast of this pattern, it will take another two decades for the share to increase by 0.08%, 

ceteris paribus.13 This snail’s pace trend hints at the considerable challenges that small-sized 

firms face in order to graduate to the medium category. As indicated earlier, the general 

inability of tiny firms to develop into medium-sized ones, as well as the low number of small 

enterprises (compared to those in the micro category), highlights the missing middle 

 
13 The figure was derived by the author from a simple linear regression of the time series data of the share of 
medium-sized enterprises in the past twenty years. 
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phenomenon in the Philippine industrial structure—a problem that has perhaps contributed to 

the non-inclusive character of the country’s recent strides in economic growth. 

In summary, the SME sector’s relatively small contribution to GDP, its low labor 

productivity compared to that of LEs’, and the modest growth of the share of medium-sized 

enterprises in the past two decades are all indicative of Philippine SMEs’ weak performance. 

This, however, comes despite the sector’s dominance in terms of share of employment, as well 

as the wide “presence” of programs, policies, and agencies concerning SME development in 

the country. Why is this the case? In the following chapter, a review of literature on the 

explanations for the sector’s poor performance is undertaken, which will be followed by a 

discussion of the theory of state-business relations, an important paradigm that served as the 

foundation of this work’s theoretical framework.  
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Chapter 3 
Various Explanations to the Philippine SME Sector’s Weak 

Performance: A Review of Literature 

 Private sector, particularly SMEs, development has been a longstanding preoccupation 

of those in the academic and policy-making circles. This attention largely stems from the belief 

that SME sector development, as discussed in the initial chapter, is a way for countries to 

achieve development, given the sector’s enormous potential in stimulating employment, 

investment, and innovation. However, like in any other disciplines, scholars and pundits alike 

vary in their analysis and perception of the problem, offering different theories (and variables) 

to explain the variation in the performance of the SME sector. 

In the international development community, the dominant school of thought zeroes in 

on the technical and economic components of the conundrum. Espoused by various multilateral 

agencies such as the World Bank, Asian Development Bank, and USAID, this approach, to put 

it succinctly, attributes the weak performance of the SME sector to the constraints (or market 

failures) that impede the proper functioning or—in the words of neoclassical economists—the 

Pareto efficiency of the market. Not surprisingly, most of the scholarly works on small-scale 

enterprise sector development in the Philippines echo this perspective. 

In addition to the technical-economic school, some studies regarding the Philippine 

SME sector have concentrated on the internal capacity of firms. While the previous perspective 

underscores market variables in analyzing the sector’s performance, the firm-oriented approach 

focuses on the orientation, skills, practices, and networks of the businesses and their owners. 

Whereas the two previously mentioned theories are often helpful in finding out market 

failures and entrepreneur-specific limitations, limiting one’s analysis to the technical-economic 

and firm-centered schools would result in overlooking important factors that affect the 

economy in general and the economic behavior of its actors (including the state) in particular, 

such as ideas, interests, and institutions. In an attempt to overcome this limitation, a handful of 

scholars have attempted to go beyond these perspectives and analyze the performance of the 

Philippine SME sector in light of the political economy approach. 

 In this chapter, these different theories to SME sector development in the Philippines 

are discussed. This section commences with a review of the relevant extant literature on the 

dominant narrative, the technical-economic school, in explaining the poor performance of the 
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Philippine SME sector. This is then followed by a discussion of works in another perspective, 

namely, the firm-oriented view. The final section of this chapter introduces a minority 

perspective, one which suffers from a lack of scholarly attention in the country and which this 

thesis’s theoretical framework and analysis build upon. Before proceeding, however, it is worth 

mentioning that given the sheer volume of studies previously conducted on the topic 

internationally, the discussion will underline the works done in relation to the Philippine SME 

sector, with non-Philippine related literature only serving as a backdrop for each subsection. 

The Dominant Perspective: The Technical-Economic School in Small 
Enterprise Sector Development 

Bringing the dominant approach to the fore is crucial as it helps us understand the 

policies that have served as the strategy of the Philippine government vis-à-vis SME sector 

development (see Chapter 2). This approach, which is widely used by those in the development 

and aid-granting institutions, underscores the technical and economic facets of the problem. 

Phrased succinctly, the technical-economic school in SME sector development attributes the 

poor performance of SMEs to the constraints that impede the proper functioning of the market. 

As the mainstream approach, there is an extensive body of work done exploring the 

issue of SME sector’s poor performance vis-à-vis various technical and economic constraints: 

access to finance (Beck & Demirguc-Kunt, 2006; Berger & Udell, 1998; Chittithaworn et al., 

2011; Harvie et al., 2013), market access (Rogerson, 2013), and regulations (Klapper et al., 

2006; World Bank, 2020a).14 For reasons of economy, these components are elaborated in a 

thematic manner in light of the literature on the Philippine SME sector. 

Access to Finance 

 Finance is regarded as the lifeline of any business, whether LEs or SMEs. As such, 

most of the analyses in the private sector development have delved into the domain of 

determining the constraints related to SMEs’ access to finance.  In the Philippines, the majority 

of the ‘access to finance’ literature are in accord that SMEs, in general, lack formal means to 

credit, thereby resulting in lower profitability, productivity, and innovation (Harvie et al., 2013; 

Khor et al., 2013). Many SMEs in the country tend to rely on internal sources for financing, 

with 53% to 73% of SMEs sourcing their initial capital internally and 52% to 78% relying from 

the same for operation and expansion (Nangia & Vaillancourt, 2007). 

 
14 The cited works are based on Canare, Francisco, and Price’s (2017) review of non-Philippine-context literature. 
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The Magna Carta for MSMEs (see preceding chapter), a landmark legislation requiring 

financial institutions to allocate at least 10% of their loan portfolios to the sector, was not able 

to significantly stimulate bank lending to the small businesses. In fact, the ratio of SME lending 

vis-à-vis the banks’ total bank portfolio has declined for the past several years (Khor et al., 

2015) and is expected to decline even more pursuant to the implementation of Basel III 

(Casaclang, 2018). Theoretically, the reason for the banks’ aversion to lending to SMEs, 

according to Harvie, Narjoko, and Oum (2013) and Yoshino and Taghizadeh-Hesary (2018), 

is the notion that SME lending entails more risks on the part of financial institutions, given that 

small-scale enterprises have higher default rates in light of their weaker financial, managerial, 

and business positions. Furthermore, Saito and Villanueva (1981) estimated that the transaction 

costs for extending credit to Philippine SMEs are at least twice that of providing loans to big 

businesses, suggesting the unprofitable nature of the SME lending industry in the country.15 

Aldaba’s (2011) survey of Philippine SMEs confirms these assertions, finding that poor 

credit history, inadequate income flow, and unstable operations as reasons for the banks’ 

reluctance to lend to SMEs. To overcome default risks, banks have “continued to impose [high] 

collateral… and other stringent conditions such as minimum loan requirements” (p. 344).16 

Although there is generally a consensus that an accessible and inclusive financial 

system is a sine qua non for the development of the SME sector, analysts tend to differ on the 

approaches to solve the problem. Aldaba (2011), for instance, recommends the 

institutionalization of a credit information facility to facilitate more lending from financial 

institutions. What her proposal tells us is the widespread anti-SME bias in the financial sector, 

which is perhaps rooted in the “information asymmetries” brought by limited commercial, 

operational, and financial capacities of small-scale businesses (Mahari, 2017, p. 141). 

Khor, Jacildo, and Tacneng (2015), on the other hand, argue for the expansion of 

alternative means of credit access, particularly equities markets. They found that there is a vast 

untapped opportunity for the sector to venture into equity financing, considering that SMEs 

only accounted for 0.005% of the Philippine Stock Exchange’s (PSE) total capitalization by 

 
15 Contrary to conventional wisdom, Jagtap (2019) finds that SME lending can be profitable for some Asian 
financial institutions, provided that interventions, such as the application of technology in operations, are applied. 
 
16  Other factors that discourage banks from expanding financial services to SMEs include macroeconomic 
instability, inadequate regulation on deposits, capital shortage, competition with government banks, and weak 
supervision from the Central Bank (Lamberte, 2001). 
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the end of 2012.17 Their proposal, albeit appealing, appears to be unrealistic in the context of 

Asia, as financial systems in the region, including that of the Philippines, are bank-dominated. 

Recognizing the limitations of the ‘equity market’ proposal, Yoshino and Taghizadeh-

Hesary (2018) offer the state-led provision of credit guarantee schemes (CGS) to minimize the 

gap between SMEs’ credit demand and supply.18 Though their activist prescription is arguably 

the most realistic for developing countries, a question that needs to be asked is if such proposal 

is compatible with the institutional configuration of the country and acceptable to the actors in 

the economy—an inquiry that cannot be answered if we limit our analysis to economics. 

Access to Expanded Markets and Value Chains 

 Another way to analyze the performance of SMEs through the lens of the technical-

economic school is to determine SMEs’ exposure to expanded markets. Due to the potential of 

internationalization in improving SMEs’ technology and scale economies (Arudchelvan & 

Wignaraja, 2015; Asian Development Bank, 2015; Borazon & Supangco, 2018; Canare et al., 

2017), a burgeoning number of literature has explored the issue of SMEs’ lack of market access 

and linkages with regional and global value chains (GVCs) in the country. 

One of the most influential studies in this regard is by Canare, Francisco, and Labios 

(2018b). By surveying SMEs and interviewing several key informants in Manila, the authors 

found that Philippine SMEs are weakly linked to GVCs. This finding is corroborated by Aldaba 

(2017), who discovered that a substantial number of SMEs in the country are unaware of the 

potential of trade agreements and linkage to GVCs; and Tambunan and Chandra (2014), who 

likewise found that SMEs are the least active users of trade agreements, such as the ASEAN 

Economic Community. Needless to say, their findings imply that LEs’ manufactures comprise 

the majority of the country’s export portfolio—a point echoed by Tamangan et al. (2004).19 

In order to explain the reluctance of Philippine SMEs to internationalize, Francisco and 

Canare’s survey (2019) identified the following variables hindering SMEs’ market expansion: 

 
17 As of the time of writing, SMEs account for roughly 0.007% of the PSE’s total market cap of USD 305 billion 
(Bangko Sentral ng Pilipinas, 2020). 
 
18 A CGS is comprised of three parties: borrower, lender, and guarantor. Guarantors facilitate finance to the 
borrower by “providing lenders with the comfort of a guarantee for a substantial portion of debt” (Yoshino & 
Taghizadeh-Hesary, 2018, p. 6). 
 
19 Notwithstanding, the state of Philippine SMEs’ internationalization has been improving recently, with small 
firms increasingly entering partnerships with foreign partners (Bautista & Manzano, 2018). 
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(1) inadequate business operations (e.g., capacity to scale), (2) human resource constraints, (3) 

difficulties in complying with international standards and government regulations, (4) inability 

to compete with domestic and international competitors (e.g., Vietnam, Thailand, and China), 

(5) marketing and branding constraints, (6) poor infrastructure, (7) lack of access to finance 

and collateral, (8) lack of access to market information, and (9) shifting consumer preferences. 

To promote Philippine SMEs expand their markets, analysts have proposed more 

awareness programs on government’s GVC initiatives (Aldaba, 2017); establishment of an 

office that would coordinate policies on SME integration with GVCs (Aldaba, 2008); 

negotiation with other countries to open their markets to Philippine SMEs’ products (Bautista 

& Manzano, 2018); and reforms such as the expansion of entrepreneurial skill training 

programs, reduction of cost for SMEs to participate in fairs, incentivization of exports of 

higher-value products, and improvement of credit terms for SMEs (Francisco et al., 2018). 

One weakness of these prescriptions, however, is that almost all of these have already 

been touched, to a certain extent, by the current initiatives of the government (see Chapter 2). 

Similar to the critique of the current paper’s author on the ‘access to finance’ literature, works 

on the ‘access to market’ approach still seem to be unable to answer the question of why the 

sector performs poorly despite the plethora of policies ‘passed’ by the Philippine government. 

Business Environment Reform 

From a technical-economic point of view, a conducive regulatory environment is an 

important growth factor for SMEs, as inefficient—or in some cases, inadequate—investment 

climate, such as the presence of bureaucratic red tape, increase transaction costs for small firms 

and impact the ease of doing business perversely (World Bank, 2020a). In the Philippines, 

several scholars share this perspective. For example, Pernia and Salas’ (2005) investigation of 

national and provincial investment climate has led them to conclude that inadequate 

infrastructure, inflexible labor markets, and high regulatory burden and corruption have 

negatively affected SMEs’ productivity, investment, and employment and sales growth. A 

decade after, their findings still appear to be relevant, as Luna, Canare, and Francisco (2018), 

after surveying SMEs in Manila, found that ‘hostile business environment,’ which is 

operationalized as an environment where tight competition, corruption, and poor infrastructure 

are present, affect the competitiveness of SMEs. Agreeing with the previous scholars, Laylo 

(2018) suggests that there is a positive relationship between enterprise formation and macro-

level conditions (e.g., good governance, inclusive financial services) in the Philippines. 
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While these studies are right to point out that eliminating market impediments resulting 

from “bad institutions” matters, they were not able to consider the differences in the dynamics 

between national and local contexts. In light of this gap, Gumasing (2013) investigated the 

business environment of a municipality in Antique and discovered that after the government 

simplified its business permit processes, the number of registrants increased, improving local 

entrepreneurial environment. Thus, the author recommends the easing of administrative 

procedures (e.g., licensing) as a way to improve the business climate at the local level. 

In contrast, whereas this approach of minimizing the overreaching hand of the state 

dominates the discourse on business environment reform both domestically and internationally, 

scholars like Altenburg and von Drachenfels (2006) contend that the “new minimalist approach” 

lacks empirical grounding and is insufficient in creating a competitive SME sector. Instead, for 

the authors, certain ‘activist’ policies (e.g., state’s assistance in R&D, provision of incentives 

for LEs to transfer technology to SMEs) must be enacted in view of SME sector development.20 

The lack of consensus on business environment reform indicates the need for initiatives 

that take other factors, such as politics and governance, into consideration. In spite of its 

limitations, this strand is still worth noting as it pays attention, albeit limitedly, to institutions—

a variable that is examined more closely, but differently, in the political economy approach. 

Firm-based Explanation to the Performance of Philippines SMEs 

 Similar to the foregoing school, the entrepreneur or firm-oriented approach has 

increasingly being adopted by management scholars. However, unlike the technical-economic 

lens, this approach, as its name implies, centers its analysis on the internal capacity of SMEs, 

specifically the orientations, skills, and practices of the firms and their owners. It needs to be 

emphasized however that although this thesis prioritizes macro-level explanations, an 

examination of works in this perspective is in order, as it allows us to have a more holistic 

understanding of the issue. For brevity, this section is subdivided into three: (1) owner’s 

orientation, (2) financial literacy and decision-making style, and (3) firm’s characteristics. 

Orientation and Characteristic of the Owners 

 A logical starting point in analyzing SMEs at the firm-level is the owners of the 

businesses themselves. The orientation and characteristics of owners are regarded as important 

 
20 The context of this study is not in the Philippines. Nevertheless, its findings are still relevant given the country’s 
adherence to neoliberalism, as evidenced by Raquiza’s work (2016) and the other studies discussed herein. 
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determinants of business decision-making and, as such, have an implication on the performance 

of the sector. Regarding owner’s orientation, analysts such as Daño-Luna, Canare, and 

Francisco (2018), Milagrosa-Hampel, Loewe, and Reeg (2014), Roxas (2009), and Sarreal and 

Reyes (2019) are all in accord that SMEs’ likelihood to succeed is a product of skills, age, 

higher motivation, and risk-taking ability of the owners. 

 Furthermore, linkage and networking were found to be vital in improving SMEs’ 

performance, as both (e.g., family members, associations) are usually sources of wherewithal 

for capital needs of small businesses (Hampel-Milagrosa et al., 2014; Miranda & Miranda, 

2018). These findings are significant because they suggest that firm performance is not merely 

a function of individual’s skills, as argued by the authors in the foregoing paragraph. 

In brief, although all these scholars have made a solid point in tracing causality between 

success and individual orientation and characteristics, their findings still beg the question as to 

how these variables, say, risk-taking orientation of owners, come about. That being said, 

examining the impact of external variables such as institutions (e.g., cultural, social and 

political environment) may perhaps be more worthwhile and illuminating. 

Financial Decision-making Style and Literacy of Owners 

 As discussed earlier, access to finance is a crucial success factor of SMEs. While an 

inclusive financial system is a prerequisite to a productive SME sector, it is nevertheless 

insufficient. Equally germane is the financial capacity and literacy of the owners. According 

to Guliman and Uy (2019), the sustainability of small businesses is affected by their owners’ 

financial decision-making knowledge such as basic accounting, time value of money, and risk 

diversification. In contrast, Mendoza (2015) found no relationship between financial decision-

making and profitability when he sampled SMEs near the capital, prompting him to opine the 

need for revisiting SMEs’ ability to connect to a broader external environment. 

Firm-specific Traits and Characteristics 

 Another stream of relevant firm-based factors are the traits and characteristics of the 

firms themselves. Certain characteristics like ownership structure, membership in an industry 

association, communication systems, and engagement in innovative activities (e.g., utilization 

of digital technologies) are correlated with the performance of small-scale businesses (Aldaba, 

2014, 2017; Daño-Luna et al., 2018; Flaminiano & Francisco, 2019; Miranda & Miranda, 2018; 

Tuaño et al., 2014). 
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Further, in two studies of Philippine SMEs vis-à-vis free trade agreement (FTA) and 

globalization, Aldaba (2014, 2017) found that size has a positive and significant relationship 

with the survivability and SMEs’ utilization of FTAs. This finding is supported by Tuaño, 

Manzano, and Villamil (2014), whose work determined that size has a significant positive 

correlation with export propensity. The relationship between size and performance implies that 

smaller firms are at an inherent disadvantage in line with the notion of economies of scale, 

which can only be remedied, as per Aldaba (2014) and Tuaño et al. (2014), by having foreign 

equity. However, as discussed earlier in this chapter, this variable still has something to do with 

politics and institutions, especially in a mixed economy like the Philippines. For instance, the 

ability to have foreign equity depends on whether the legal system—and thus, political elites—

allows for such an investment. 

The criticisms in the works cited in the current and previous sections indicate the need 

to relate SME performance to a broader environment. This backdrop, particularly political and 

institutional facets of the conundrum, will be the subject of the following section. 

The Political Economy Perspective to SME Sector Development 

Although the previously discussed approaches are valuable in determining the market 

and entrepreneurial variables that affect SMEs’ performance, using these lenses does not help 

ascertain the process or forces behind the adoption, as well as the credible implementation, of 

policies that could improve firms’ performance. Alternatively, a more comprehensive analysis, 

argues Skocpol (1985), “requires an examination of the organization and interest of the state, 

specification of the organization and interests of socio-economic groups, and inquiries into the 

[relations] of state and societal actors” (p. 20). In other words, these political and institutional 

components, in addition to neoclassical economics’ ‘utility,’ must be examined, as they 

influence the behavior of these political and economic actors.21 

Unfortunately, in the Philippines, only few studies have been conducted utilizing this 

approach. Given the meager number of political economy literature on Philippine SMEs, the 

following discussion, which is divided into three subsections—idea-based, institutional, and 

interest-focused explanations—uses sources from abroad to supplement the review of 

Philippine-related political economy literature on SME sector development.

 
21 Scholars sometimes use the terms ‘pleasure’ or ‘satisfaction’ to refer to ‘utility.’ Today, utility is widely used 
in microeconomics. 
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Figure 8. Literature Map 
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Idea-based Explanations 

 Much of the scholarship in the international realm has paid attention to interest-based 

and institutional approaches (Hall, 1997). Yet, domestically, most of the already scant works 

on the subject have explored the role of ideas in the performance of the SME sector. 

A look at Raquiza’s (2016) study is instructive, as it is one of the few recent works 

conducted in line with this perspective. Her work problematized why Filipino policymakers 

prioritize cash transfer programs over job-generating interventions, such as private sector 

development. Using the SB Corporation and MSMED Council as case studies (see Chapter 2), 

she found that both SME-oriented agencies were “crippled at birth,” as they lack financial and 

institutional support from the national government. The reason for this neglect, as she 

discovered from interviewing officials and analyzing documents, is that the two’s mandates 

run counter to a policy environment espousing the neoliberal orthodoxy, an ideology that calls 

for an increased market involvement in the economy. Her work is worth noting because it 

locates the state as “an arena of contestation of interest and ideas” (Tan, personal 

communication, 2020), an important viewpoint if we are to shed light on this paper’s questions. 

Following Raquiza’s take on neoliberalism vis-à-vis SMEs, Mitchell (2016) has also 

attempted to explain the diminishing number of entrepreneurs in the United States, asserting 

that the decline of American SMEs was due to the anti-competitive behavior of corporations 

that has gone unchecked for the past years. This behavior has been reinforced, argues the author, 

by the Chicago School, an ideology that prioritizes consumer welfare and efficiency 

maximization over equal competition among businesses. Unlike Raquiza who traced the impact 

of ideas to institutions, Mitchell’s paper has exemplified the intersectionality between interests 

and ideas. The only caveat with this work however is that its context is not in the Philippines.  

All these works suggest the utmost need of approaching small-scale enterprise sector 

development pragmatically (as opposed to ideological) and factoring institutional and interest 

variables in the equation if one would make government initiatives work in a specific context. 

Institutional Explanations 

 Some studies on SME sector development that have analyzed what North refers to as 

the “rules of the game” (as cited in Roxas, Lindsay, Ashill, & Victorio, 2007) include White 

(2009) and the International Labour Office (ILO) (2016). Analyzing the case from a historical-

institutional perspective, White (2009) attributes the Philippine SME sector’s stasis to the 
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hacienda system introduced during the Spanish colonial period. Under this system, the colonial 

government consolidated lands into few hands, creating the early political-economic elites of 

the colony. The already-large proceeds from the production or tenancy of large tracks of land, 

according to White, have discouraged the elites from pursuing more value-adding, albeit risky, 

ventures—a phenomenon that persists until today. This juncture has also resulted in a “dual 

economy,” an industrial structure that is dominated by few LEs, with most SMEs occupying 

the lower end of the value chain. While it is possible that an overemphasis on history may take 

attention away from the present, White’s work is still instructive as it allows us to understand 

how institutions and interest groups form—two crucial variables in this work’s framework. 

Moreover, the institutional design of the SME promotion agency helps explain the 

effectiveness of the bureaucracy and its interventions and, in turn, the performance of the SMEs. 

Based on an examination of six best international practices, the ILO (2016) has observed that 

agencies that are consolidated (or organized), well-supported, and open for inputs are more 

capable of promoting SME development than those that are not. This finding is consistent with 

the literature on the state-business relations, a topic that will be discussed later in this chapter. 

Interest-focused Explanations 

 Like ideas and institutions, the interests of the stakeholders impact the performance of 

the sector. In Japan and Taiwan, the interest of the ruling elites to have a firm grip on power 

served as a determining factor in the implementation of SME policies (Park, 2001). In the 

former, SME financial policies were only enacted by the ruling coalition in light of the need to 

respond to the growing popularity of leftist local authorities, who provided no-collateral loans 

to SMEs. By contrast, Kuomintang (KMT), as a transplanted minority regime in Taiwan and 

as a party that lost the mainland due to its failure to control hyperinflation, implemented a 

modernization strategy that maintained macroeconomic stability and hindered the growth of 

big indigenous capitalists. This argument is corroborated by Tan (2008, as cited in Clark & 

Tan, 2010), who contends that “by decentralizing the industrial structure, [KMT] was able to 

inhibit the rise of concentrated interest groups in key industries, and at the same time, cultivate 

a diffuse base of social support by aiding the development of SMEs” (p. 116-117).  

Similar to the experiences of Taiwan and Japan, Philippine SMEs could probably be a 

case of elites not wanting to adopt and/or implement policies. However, this top-down view 

overlooks the ‘agency’ or the ability of SMEs to shape policy formulation and implementation. 

In light of the notion that the state is an arena of contestation of interests and ideas, SMEs’ 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

DOI:10.6814/NCCU202100402

 

 
29 

ability (or lack thereof) to articulate and effectuate their interests determine, to a certain degree, 

the actions, institutions, and ideologies that will be taken by the state.22 This ability, however, 

critically hinges upon the sector’s level of organization as a political unit, as well as the 

relationship of the state with the SMEs. This will be the subject of the remainder of this chapter. 

Theory of State-Business Relations (SBRs) 

A large body of evidence drawn from country and firm-level case and econometric 

studies demonstrates that a “benign” relationship between the state and the private sector, 

which scholars refer to as state-business relations (SBRs), is crucial to overcoming market and 

government failures that inhibit economy-wide or sectoral development (Evans, 1995; Kuo, 

1995; Lemma & te Velde, 2017; Maxfield & Schneider, 1997; te Velde, 2009).23 

There are several theoretical reasons as to why this is the case. First, effective SBRs 

can help states promote ‘credible commitments’ (Calì & Sen, 2011). By providing the 

businesses and government an avenue to articulate interests, uncertainties on future policy 

actions can be minimized, which in turn increases the rate of investment from the private sector 

(Rodrik, 1991). In the case of developing countries where states typically lack the capacity to 

undertake effective economic policies—something that the Philippines have continually 

struggled with—a synergistic business and state ties “holds the potential to increase the 

predictability of policy-making and enhance the overall credibility of economic policy” (Biddle 

& Milor, 1997, p. 309). Secondly, good SBRs allow businesses to oversee the government, 

which leads to more accountability and appropriate resource allocation (e.g., infrastructure, 

public administration) (Sen, 2015). This is important in the Philippine case, as the enactment 

of policies does not necessary lead to their full and meaningful implementation. Finally, 

synergistic SBRs, through the process of concertation, provide the government with a 

mechanism to gather information for policy-making, coordinate directives, and influence 

businesses to reciprocate the incentives provided by the state (Doner, 1991a; te Velde, 2009). 

To determine the effectiveness of SBRs, te Velde (2006) identified four criteria of 

analysis: (1) public sector’s organization vis-à-vis the private sector; (2) state’s interaction with 

 
22 This does not mean that variables, such as institutions, do not impact the actors. Historical antecedents shape 

the rules of the game and the players’ motivations. It is therefore better to think of this relationship as bi-directional. 

 
23 State-business relations can be in the form of formal, regular, coordination, or informal ad-hoc interactions (te 

Velde, 2013). Also, studies using this theory analyze the entire economy, specific sectors, types of firms, or policy 

processes for their work’s scope (Sen, 2015). East Asian literature on the subject has been limited thus far to 

Korea, Taiwan, Japan, Malaysia, and Thailand, suggesting the need to conduct one in the context of the Philippines. 
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the businesses; (3) mechanisms to avoid collusive behavior; and (4) private sector’s 

organization vis-à-vis the state. Quantitatively, these dimensions can be assessed through 

econometric modelling (see te Velde, 2009); whereas, qualitatively, the case study and 

historical-institutional approaches are used to investigate the variables’ relationship with the 

performance of the economy and/or sector (see Lemma & te Velde, 2017; Leftwich, 2009).24 

The last element cited—the organization of businesses—warrants a separate discussion 

given its centrality to the topic of SMEs, a sector that is comprised of diversified, numerous, 

albeit financially weaker and more geographically dispersed, firms. 

Collective Action and Organization of the SME Sector 

 While it is a truism that a competent state is a positive variable in the development 

equation, the organization of the private sector, an equally important constant, often goes 

unnoticed in the analysis of SBR.25 For Sen (2013), private sector’s organization determines, 

inter alia, the success of SBRs, as a “well-organized private sector can make clear to the state 

where the priorities are for public investment and can monitor the quality of… investment” (p. 

5). Doner and Schneider (2000) further the foregoing point, asserting that a benign SBR arises 

when there is a presence of a strong peak or sectoral association representing businesses’ 

interests. More than the provision of public goods to their members, such business associations 

allow firms, especially the SMEs, to coalesce and articulate their needs and concerns to the 

government, thus solving the collective action problem.26 This demonstrates that with better 

organization, especially through a peak business association, SMEs can become a concentrated 

interest group with stronger influence in the policy arena. 

Unfortunately, given the diversity of enterprise interests, cohesive and organized 

business associations seldom come about. Among the first scholars who have explored this 

question (i.e., why some groups organize and others do not) was Mancur Olson. In his 

renowned book The Logic of Collective Action (1971), he asserts that: 

 
24 It is interesting to note that most of the case studies on the subject have utilized Haggard, Maxfield, and 

Schneider’s (1997) ‘business-as-association’ typology, an approach that underlines the role of peak business 

associations and capitalist collective action in analyzing sectoral and economy-wide development. 

 
25 The most prominent theory pertaining to this truism is the theory of developmental state (Amsden, 1992; Evans, 

1995; Johnson, 1982; Wade, 1990). 

 
26 In South Korea, the lack of an organized and mobilized SME sector has limited the effectiveness of SME-

related policies despite top-down efforts from the state (Park, 2007). 
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…even if all of the individuals in a large group are rational and self-interested, and 

would gain if, as a group, they acted to achieve their common interest or objective, they 

will still not voluntarily act to achieve that common or group interest (p. 2). 

 

Olson attributes this problem to the fact that the cost of taking part in collective action 

is different for each firm. Considering that firms react differently to costs, it is expected that 

some would be discouraged from participating in welfare-enhancing collective action, which 

inadvertently result in the proliferation of free-riders that leads to a vicious cycle of non-

cooperation. These two problems are more apparent in the context of the SME sector, as the 

organizational cost in achieving political outcome is steeper on the part of the SMEs given the 

latter’s weak, geographically scattered, and dispersed nature (Aitchison, 2014). Certain 

characteristics of SMEs, such as their lower scale economies and capital requirement for entry, 

also seem to impact the sector’s capacity for collective action perversely (Shafer, 1994). 

In order to overcome this problem, Olson (1971) advances that collective action can be 

achieved either through the provision of incentives that would lessen the costs involved in 

pursuit of a common objective or coercion from an authority, such as the state. Consistent with 

this, scholars like Aitchison (2014) and Kuo (1995) argue that state intervention was crucial in 

the creation of peak associations. Though their arguments are similar, their case studies have 

identified different political reasons as to why the state would intervene in capitalist collective 

action formation. As an example, Aitchison (2014) discovered that the purpose behind the 

state’s creation and empowerment of Russian SME associations was the elites’ need to have 

local allies in their anti-corruption campaign. Meanwhile, in Taiwan, the KMT organized 

corporatist-style business associations to have an “ear” in the business sector in light of their 

security dilemma with China (Kuo, 1995). 

The state-driven approach, however, appears to be not reflective of the situation in 

many political economies. Perhaps, for more liberal market contexts like the contemporary 

Philippines, Bell’s (2008) work on Australian capitalist collective action could possibly be 

more illuminating. He found that collective action was, for most part, driven endogenously by 

the businesses themselves, with firm commitment of political entrepreneurs, business culture, 

and capacity serving as impetus. Given the mixed evidence, it stands to reason to conduct more 

studies in this regard. This thesis was therefore conducted as a humble attempt to fill this dearth 

in scholarship. 
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Gaps in the Literature 

 It is evident from the discussion above that the economic and firm-based lenses 

dominate the literature on SME sector development in the Philippines. Although works on the 

political economy of SMEs have been burgeoning for the past several years, the use of the 

aforementioned perspective in the Philippine context, as revealed in this literature review, has 

remained minimal, suggesting the need for more investigations in light of this perspective. 

Moreover, much of the already scant works on the subject that utilize the political 

economy approach in the country have unfortunately been limited to idea-based explanations. 

The said perspective, although significant, tends to be limited, as it overlooks in part the 

dynamic nature of ideology, as well as the factors that have paved the way in adopting certain 

types of policies, ideas, and institutions. As discussed in this literature review, an example of 

a factor that influences the adoption of policies, institutions, and ideas is the ability of the SMEs 

to articulate and effectuate their interests and preferences through collective action. Such 

capability, however, greatly depends on the SMEs’ level of organization, as well as their 

relationship with and the capacity of arguably the most pertinent actor in the economy—the 

state. Despite their significance, these factors have hitherto remained unexplored in the context 

of SMEs in the Philippines. 

In light of this research gap, this thesis serves as an attempt to contribute to the scholarly 

discourse by combining interest-based and institutional approaches—two perspectives that 

suffer from a lack of scholarly attention in the country—and using the theory of state-business 

relations as a framework in analyzing the performance of the Philippine SME sector.
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Chapter 4 
Theoretical Framework:  

The Theory of State-Business Relations 

Certain questions about governmental-market relations are at the core of both 
political science and economics, no less for planned systems than for market 

systems. 

Charles Lindblom (1977) 

Taking a cue from the literature on the theory of state-business relations (SBRs), this 

study argues, in the main, that Philippines SMEs’ weak performance is, among others, a 

product of problematic ties between the state and the SME sector. The foregoing argument can 

be better understood by looking at the framework below: 

Figure 9. Theoretical Framework of the Current Study 

 
Note: Based on author’s own illustration. The study’s state-SMEs relations framework is mostly derived from 
Kondoh (2005) and te Velde’s (2006) SBR framework. 

Phrased verbally, SBRs are problematic when the state and the SME sector are unorganized 

and when interaction mechanisms are not grounded in reciprocity, transparency, and credibility 

(Sen, 2013a). By contrast, a capable state and an organized SME sector, which are influenced 

by the polity’s “structure” (e.g., institutional configuration shaped by historical and political 

developments), make the ties between the two benign. A benign state-business ties, in turn, 

leads to a more responsive policy environment, thus improving the performance of the SME 

sector. What constitutes such a relationship? In the following section, the elements of a 

synergistic state-SMEs ties, as well as how they are operationalized in this work, are identified. 
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After providing the rationale as to why the theory was selected as this study’s framework, a 

brief country-level case study of a successful state-SMEs relations is provided to demonstrate 

how the framework can be applied in the context of Philippine state-SMEs relations. 

Rationale for the Selection of the Theory 

The reason for the theory of SBR’s selection as this work’s framework originated from 

the author’s dissatisfaction with the prevailing explanations to the country’s SME sector’s poor 

performance, in particular with the technical-economic perspective. Although the mainstream 

account allows one to determine what should be done policy-wise to improve the productivity 

of SMEs, it does not help explain how these prescriptions come about and credibly enforced. 

The proponents of the theory of SBR assert that certain interest and institutional configurations, 

such as an organized business sector, an embedded and capable state, and a benign relationship 

between the two are preconditions, as discussed earlier, to a more responsive policy 

environment. In line with this, the author of this work believes that examining the sector in 

light of this framework has the potential to generate insights necessary in revealing why the 

SMEs in the country are performing poorly despite the ubiquity of “interventions.” 

Components of State-Business Relations 

According to te Velde (2006), the synergism (or lack thereof) of SBRs can be 

ascertained by analyzing the following criteria: (1) private sector organization, (2) public sector 

organization, and (3) mechanisms of interaction between the private and public sectors.27 The 

following subsections examine these variables. 

Private Sector’s Organization 

Synergistic SBRs necessitate an active and well-organized private sector. This is 

usually expressed by the presence of a peak, umbrella association that represents the interests 

of the businesses (Sen, 2013a), as well as the scope of membership of the association 

(Chingaipe, 2013).28 Theoretically, such organization provides firms, especially the SMEs, a 

 
27  Originally, te Velde’s (2006) framework includes the ‘institutions for the avoidance of harmful collusive 

behavior.’ This work, however, follows the other literature on the subject (e.g., Kondoh, 2005) by subsuming the 

aforementioned criteria into the first three for brevity’s sake. In other literature such as Kondoh (2005), criteria 

one, two, and three are termed as inter-governance structure of the business sector, internal governance structure 

of the government, and institutions for policy coordination, respectively. 

 
28 Policy preferences and demands of the association are a function of the association’s scope of membership 

(Chingaipe, 2013). Encompassing associations are assumed to pursue inclusive and growth-enhancing policies (te 

Velde, 2006). High membership rate also signifies the strength of business associations (Sen & te Velde, 2009). 
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myriad of benefits.29 First, as the preceding chapter suggests, organization allows businesses 

to articulate their views and concerns to the state more effectively by consolidating otherwise 

dispersed interests into a single voice, thereby increasing their bargaining power (Kuo, 1995; 

Mikamo, personal communication, October 2020; Sen, 2015). The foregoing advantage is 

relevant to SMEs given the latter’s weaker financial, political, and institutional capacity to 

participate in governance and political arena (e.g., lobbying) compared to their larger, more 

capacitated LE counterparts (Calì & Sen, 2011). 

Second, organization provides the members with group-specific advantages. For 

instance, many business associations capacitate their members by providing public goods, such 

as access to information on investment, marketing, and supply chain opportunities, as well as 

critical production inputs (e.g., skills training, technical knowhow, supplies) (Canare, personal 

communication, August 2020). Moreover, some associations ensure the effective 

implementation of public policies by actively evaluating and monitoring the government – an 

endeavor that is difficult for SMEs to pursue if they are to operate dispersedly (Kondoh, 2005). 

Another advantage of organization is that it “promote[s] collective self-governance of 

businesses that can be equally, if not more, efficient and effective than direct state intervention 

or regulation” (Haggard et al., 1997, p. 49). An organized private sector also allows the state 

to engage the businesses at the association-level (as opposed to individual-level), which 

decreases transaction and coordination costs on the part of the state (Sen, 2015). Accordingly, 

reducing these costs, as advanced by neo-institutionalists like Douglass North (1990), increases 

the effectiveness of policies and the capacity of the state to undertake interventions. 

Nature and Capacity of the State (Public Sector’s Organization) 

 Relatedly, the way in which the public sector is organized relative to businesses is 

crucial in the analysis of SBRs’ effectiveness. As the literature on the developmental state 

suggests, a well-capacitated and institutionalized public sector allows the government to 

perform its functions coherently, consistently, and effectively, which decreases uncertainties 

that could undermine the state’s credible commitments and stability (Amsden, 1992; Johnson, 

1982; Wade, 1990). Such a setting, argues Sen (2015), requires the presence of an “economic 

bureaucracy staffed by relatively competent individuals who are insulated from the pressures 

 
29 The absence of private sector organizations (e.g., peak associations) has resulted in dysfunctional concertation 

mechanisms in a number of developing economies like Turkey and Brazil (Evans, 1992; Öniş & Webb, 1994). 
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of special interests” (p. 13). In addition to the presence, capacity, and insulation of the 

bureaucracy that specializes in private sector development, this criterion can be further 

operationalized by looking at the overall direction of the government (te Velde, 2009), as well 

as the organizational and political character of the state (e.g., economic ideology of the regime, 

the ‘place’ of private sector development agenda in bureaucratic politics) (Leftwich, 2009). 

Nature of the Interaction between the State and the Businesses 

While the autonomy and capacity of the public sector, as advanced by the proponents 

of the classic developmental state theory (Amsden, 1992; Johnson, 1982; Wade, 1990), are 

essential ingredients in development, they are not sufficient. According to Evans (1992, 1995), 

the state must also be ‘embedded’ in society to enable government actors secure full 

information, implement appropriate interventions in a transparent manner, and exact 

reciprocity from the businesses.30  Embeddedness, however, depends on the nature of the 

interaction between the private and public sectors or how SBRs are practiced and 

institutionalized in a given political economic context. 

Benign state-business ties tend to be anchored on the principles of transparency, 

reciprocity, and credibility (Maxfield & Schneider, 1997; Sen, 2015). The first principle, 

transparency, is defined in the context of SBRs as the “exchange of accurate and reliable 

information between, both ways, businesses and the government” (Evans, 1995 as cited in Sen, 

2015, p. 3). Meanwhile, credibility is simply when businesses are able to believe in what 

government actors would say (te Velde, 2006). Finally, reciprocity is conceptualized as the 

“capacity of state actions to secure improved performance in return for subsidies or other forms 

of state support” (Doner & Schneider, 2000 as cited in Sen, 2015: p. 3). However, in the context 

of SMEs in the Philippines, policies and programs do not usually require reciprocation of 

benefits (or require minimal requirements) (Salonga, personal communication, August 2020). 

Thus, the said variable was not included in this work’s analysis of Philippine state-SMEs ties. 

Another angle to look at is whether the interface of interaction is formalized. While an 

institutionalized platform for SBR is ideal as it provides stability to the interactions, other forms 

(e.g., ad-hoc) can still be effective if they are based on the discussed principles (Sen, 2015). 

 
30 Evans’s theory of embedded autonomy is in contrast to earlier works on state-society relations (e.g., Migdal, 

1988) that argue that strong societies undermine the capacity of the state.  
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Impact of Historical and Political Developments to SBRs 

 All the mentioned SBR components are influenced, to a certain degree, by various 

political and historical developments. As Heo and Tan (2003) assert in their work examining 

the divergent impact of the 1997 Asian Financial Crisis on Korea and Taiwan, historical 

developments impact the way the state and the business sector are organized, which in turn 

shape the country’s style of SBR. This thesis adopts the foregoing approach (i.e., historical 

variables shape state and industrial structure) in the context of Philippine state-SMEs relations 

but departs from the said work by examining different analytical points, namely, SMEs’ 

organization, state, and general SBR of the country. 

Taiwan: A Case of a Successful State-SMEs Relations 

 To better understand the framework employed in this work’s analysis, it is necessary to 

briefly discuss an empirical case that illustrates how organized public and private sectors and 

transparent, credible, and regular interaction between the two contribute in the fostering of a 

synergistic state-SMEs relationship and how political and historical developments shape the 

organization of the two sectors. Perhaps, no other polity is illustrative of a successful state-

SMEs ties than Taiwan, as small-scale enterprises are known to have played a significant role, 

along with the government, in the island nation’s journey away from the peripheries.31 

At the onset of the 20th century, Taiwan, through Japanese colonization, had its initial 

encounter with modern capitalism. As one of the Empire’s first overseas territories, Taiwan 

was regarded as a “model colony” (Rigger, 1999, p. 5), which allowed the island to draw 

substantial social and infrastructure investments from the colonial center (Studwell, 2014). 

Notwithstanding, the imperial government hindered the growth of most indigenous capitalists 

by prioritizing big Japanese-owned enterprises known as zaibatsus in the island (Fields, 1995). 

 In the late 1940s, Taiwan, whose economy was then still agricultural in nature, became 

Kuomintang’s (KMT) provisional base after the latter was forced to evacuate the mainland in 

light of their defeat to the communists (Clark & Tan, 2011). Together with the party and their 

leader, Chiang Kai-shek, an estimated two million loyalists, which mostly comprised of 

soldiers and bureaucrats, came to Taiwan (B. Hall, 2003). As a result of sudden influx of KMT 

 
31 Since the late 80s, Taiwan’s industrial structure has transformed immensely, with many SMEs moving to China 

and other ASEAN nations and conglomerates becoming more concentrated (Tsai, personal communication, 2021).  
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refugees, Taiwan inadvertently turned into a bifurcated society, with benshengren and 

waishengren forming the island’s main political and social cleavage (Rigger, 1999).32 

The two groups’ relationship was initially antagonistic. As an outsider group 

outnumbered by those who had arrived on the island prior to Japanese occupation, the 

benshengren held a distrustful stance against the locals (Fields, 1995). One manifestation of 

such overly suspicious disposition was the policies implemented by the ruling Nationalist party. 

To cite an example, the government carried out a comprehensive land-to-the-tiller program 

which was aimed, inter alia, at weakening the economic and political base of the oft-hostile 

ethnic Taiwanese (U.S. Foreign Policy and the Tenant et al., 1971). Similarly, in the industrial 

sector, the ruling party inhibited the growth of indigenous Taiwanese capitalists as an 

economic—and therefore political force—by controlling the banking industry (Fernández, 

2017; Fields, 1995). The government also required the SMEs to join a business association, as 

it is a way for the former to monitor and ensure that the latter would not “fall into the wrong 

hands” politically and militarily (Kuo, 1995, p. 70). All these actions of the Nationalist 

government, together with their anti-business ideology and the policies implemented by the 

erstwhile Japanese regime, led to an antagonistic relationship between the state and the ethnic 

Taiwanese businessmen, which resulted in a distinct industrial structure where the state 

dominated the key segments of the economy (e.g. finance, steel) while the SMEs operated in 

the downstream sector (Clark & Tan, 2011; Fields, 1995; Hundt & Uttam, 2017; Wu, 2004). 

 The sudden turns of events in the political realm have helped in transforming the state’s 

antagonistic stance towards businesses into a benign one. Amidst a legitimacy crisis in the 

1970s, Chiang Ching-kuo began the island nation’s Taiwanization process, which was aimed 

at coopting the dominant benshengren through increased participation in politics and the 

bureaucracy (Clark & Tan, 2011; Wu, 2004). Also, at more or less the same period, when 

Taiwan became increasingly isolated by the international community, the ruling party had no 

other alternative but to engage the business sector, which was (and still is) mostly composed 

of SMEs (Kondoh, 2005). Since then, business associations have started to play a significant 

role in economic policy-making given their ability to tap international markets notwithstanding 

the absence of formal trading agreements between polities (Kuo, 1995). 

 
32 Benshengren (本省人) refers to those who arrived before the Japanese colonial period, whereas waishengren 

(外省人) is the term designated for those people who came with the KMT following WWII (Rigger, 2016). 
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Concurrent with the SME-dominated business associations’ improved ‘place’ in 

Taiwan’s SBR, the government established the Industrial Development Advisory Council 

(IDAC), which comprised representatives from the government, academe, financial institutions, 

individual enterprises, and business and industrial associations (Kondoh, 2005). The inclusive 

character of this joint policy coordination mechanism “improved the flow of economy-related 

information” (p. 26), which contributed to the formulation and implementation of more 

responsive policies for the businesses. Among the most notable outcomes of better ties between 

the Taiwanese state and businesses are the creation of SME banks (Park, 2001) and the 

establishment of the Industrial Technology Research Institute (ITRI) that facilitated technology 

transfer to the SMEs (Kanchoochat, 2019). 

Such developments, coupled with the impact of “structures” shaped by the island-

nation’s critical junctures, had considerable consequences on the way the state interacts with 

and conducts itself vis-à-vis the SMEs. First, because of the KMT’s anti-business ideology and 

the multi-faceted cleavage brought by the abrupt influx of émigré to Taiwan, SMEs were forced 

to engage the downstream sectors, whereas the state took on the task of “demiurge” (Evans, 

1995) by controlling the key sectors of the economy (Wu, 2004). This also meant that state-

owned enterprises and LEs dominated the domestic market, while small businesses became the 

backbone of Taiwan’s export-oriented economy as they had been given a “free run” in the 

export markets – a more productive venture (p. 105). Second, the ethnic cleavage resulted in a 

de facto division of labor between the benshengren and the waishengren, with the latter filling 

the positions in the government (Fields, 1995). This, along with the ruling party’s ideology, 

insulated the bureaucracy from particularistic interests, contributing to the strengthening of the 

organizational capacity of the Taiwanese developmental state (Fields, 1995; Wade, 1990). 

Third, due to the regime’s suspicion of the ethnic Taiwanese, the KMT organized the 

benshengren-dominated business sector in a quasi-corporatist structure by requiring the latter 

to join state-sanctioned business associations (Kuo, 1995). This reinforced the state’s policy 

coordination capability (in terms of formulation and implementation) (Kondoh, 2005), as well 

as increased the collective action capacity of the businesses themselves (Kuo, 1995). Finally, 

political developments such as the Taiwanization of KMT and Taiwan’s isolation in the 

international realm have served as impetus for the state to engage the SME-dominated business 

sector, leading to more responsive policies for the latter (e.g., establishment of ITRI, formal 

credit programs) (Kanchoochat, 2019; Wu, 2004). In summary, all these historical and political 
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developments have enabled both the SMEs and the state to be organized, which resulted in a 

benign relations between the two that led to a better policy environment for the SMEs. 

Summary of the Chapter 

 This chapter begins with the statement of the study’s argument, that is, Philippine SMEs 

suffer from a poor performance largely due to their unorganized nature and problematic ties 

with the state—variables that can be traced in part to the country’s historical experience. 

Consequently, the theory of SBR and the rationale for its selection are discussed. Principally, 

the theory was selected as the study’s framework because, for one, it goes beyond the 

mainstream, albeit limited, approaches that dominate development thinking in the country, and 

for another, it has the potential of bringing to light how prescriptions articulated and enforced—

an area that suffers from the lack of scholarly attention and an inquiry that has a profound 

implication, if resolved at least partially, to a society grappling with wide-scale poverty. 

Thereafter, the impact of historical developments to state and business organization and the 

three main components of the theory of SBR, namely, private sector’s organization, public 

sector’s organization, and the nature of interaction mechanism between the two sectors are 

elaborated. Finally, the chapter concludes with a brief discussion of Taiwan’s development 

history to demonstrate how the theory of SBR in the context of SMEs is empirically applied.  
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Chapter 5 
Research Design 

Whereas the last chapter has detailed this study’s argument and analytical framework, 

this chapter is devoted to the discussion of the paradigm and methods that informed this work’s 

data gathering and analysis processes. Particularly, Chapter 5 commences with an elaboration 

of this work’s ontological and epistemological underpinnings and methodology, followed by a 

discussion of the various data gathering instruments employed in the study. The chapter then 

concludes by addressing how the data was organized and analyzed in this thesis. 

Ontological and Epistemological Underpinnings of the Study 

 Coming from a public administration and policy science background, the researcher 

viewed the current investigation against the backdrop of post-positivism. Post-positivists, 

unlike positivists whose preoccupation is in the quantification of the ‘single reality,’ see the 

“reality in a series of logically related steps, believe in multiple perspectives from 

participant[s]…, and espouse rigorous methods of qualitative data collection and analysis” 

(Creswell, 2007, p. 20). Given its regard for multiple perspectives, post-positivism is 

considered as a paradigm that balances both interpretivist and positivist approaches, though the 

discussion of results usually revolves around what the majority considers as acceptable  

(Panhwar et al., 2017). Also, as post-positivism commences the research process a priori, 

studies that are informed by this vantage point commonly start with an analytical framework 

guiding the inquiry (Creswell, 2007). In the case of this study, the theory of SBRs was selected 

as the analytical framework, which in turn guided how the research questions and the outline 

of discussion were formulated and organized. 

Methodology 

To achieve the study’s objective of providing a political economy explanation to the 

Philippine SME sector’s poor performance, this investigation heeds the call of Sen (2015) for 

more qualitative examinations of SBRs by employing the said approach in the context of 

Philippine state-SME relations (i.e., private and public sectors’ organization, nature of 

interaction between the two). The qualitative approach is essentially an “inquiry process of 

understanding… a social or human problem [based on building] complex, holistic picture, 

formed with words, reporting detailed views of informants, and conducted in a natural setting” 

(Creswell, 2007, p. 249). A qualitative inquiry was carried out in this study given the need for 
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a “thick description” of the organization of the state and SMEs and the nature of interaction 

between the two. 

More specifically, qualitative, institutionalist approaches were employed to determine 

the processes behind the interaction mechanism/s between the state and the SMEs, the 

collective action of the small-sized businesses, as well as ascertain the impact of historical and 

political developments on the way the two sectors and the country’s industrial structure are 

organized. For the first question, i.e., how political and historical developments have shaped 

the way the state and the SME sector are organized, a historical-institutional inquiry was 

applied. The historical-institutional (HI) approach usually starts with the identification of 

‘critical junctures’— the “contingent socio-economic, political or even natural events (national, 

regional, or international), which may trigger ‘openings’ for institutional reform or change” 

(Leftwich, 2009, p. 6). Thereafter, analysis proceeds with the discussion of how structures 

resulting from these initial junctures create a path dependency that influences state’s future 

choices and the polity’s state-business ties (Heo & Tan, 2003). 

As for the second question, the author employed te Velde’s (2006) SBR framework 

(see Chapter 4) in analyzing the organization of the state and the business sector (especially 

the SMEs), as well as the nature of interaction mechanism between the two.33  

Data Collection Methods 

In light of the outlined methodological considerations, the collection of data from 

multiple sources was required. The following enumerates and dissects the data gathering 

instruments used in the current investigation: 

Review of secondary resources. For the most part, especially for the chapter on 

historical developments’ impact on the organization of the state and the business sector (see 

Chapter 6), the researcher reviewed secondary sources, such as academic publications (e.g., 

journal articles, working papers, dissertations, books, monographs), reports, news articles, and 

policy documents (e.g., government plans, legislations, implementing rules and regulations). 

Secondary data review is the analysis of extant data or information that was gathered by other 

researcher/s and/or for purposes other than the current investigation (Cnossen, 1997). 

 
33 The framework used is rooted in Haggard et al.’s (1997) ‘business-as-association’ typology—an approach that 

qualitatively examines the organization and dynamics of business associations. It, however, departs from the said 

typology by extending its analysis to the state’ organization and the nature of interaction between the two sectors. 
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Online semi-structured interview with officials, representatives, and experts. 

While secondary data review was the main data collection strategy employed in this thesis, 

data, especially with regard to the contemporary state of the Philippine state-SME relations 

(i.e., SME sector organization, nature of interaction between the state and SMEs), was sparse. 

To fill this gap in data and information, a total of seven semi-structured interviews were 

conducted with government officials, business sector representatives, experts, and policy 

analysts through a videoconferencing software between June to November 2020. 34  The 

interviewees, as enumerated in the table below, were selected due to their position in the 

organizations relevant to the topic, as well as their knowledge and expertise in political 

economy and/or business associations and SME sector development in the country.35 The 

interview questions were also devised ab initio, with the studies of Herzberg & Wright (2006), 

Kondoh (2005), and Leftwich (2009) serving as the questionnaires’ guide and inspiration.36 

Before proceeding, however, it must be noted that the data collection method being discussed 

have limitations, such as the possibility of biased responses due to the presence of the 

researcher and inarticulate and unperceptive informants (Creswell & Creswell, 2018). To 

minimize issues that might arise from these limitations, the data that was collected using this 

method were triangulated with that of other sources (i.e., secondary resources, questionnaire). 

Table 4. List of Interviewees of the Study 
Interviewees Affiliation Position Expertise Date of 

Interview 
Tristan Canare, 

Ph.D. 
Asian Institute of 

Management – Policy 
Center (former) 

Director SMEs, Private 

sector development, 

Competition policy 

August 17, 
2020 

Prof. Rene 
Ofreneo, Ph.D. 

University of the 
Philippines Diliman 

Professor Emeritus Political economy 

of development, 

Industrial relations 

August 18, 
2020 

Prof. Ma. 
Victoria R. 

Raquiza, Ph.D. 

University of the 
Philippines Diliman 

Associate Professor SME policy, Public 

administration and 

Governance 

July 18, 
2020 

Prof. Antoinette 
R. Raquiza, 

Ph.D. 

University of the 
Philippines Diliman 

Associate Professor Political economy 

of development, 

Southeast Asian 

Studies 

October 6, 
2020 

Prof. Jalton G. 
Taguibao, Ph.D. 

University of the 
Philippines Diliman 

Associate Professor Politics of 

Philippine policy-

making 

October 7, 
2020 

 
34 Regrettably, face-to-face interviews were not possible given the need for social distancing in light of the 

COVID-19 pandemic. 

 
35 See Appendix D for the interview questions. 

 
36 For the list of questions asked in the interview and questionnaire, kindly refer to Appendix F. 
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Paul Anthony de 
Guzman 

Philippine Center for 
Entrepreneurship 

(Go Negosyo)  

Project Development 
Officer 

Philippine SMEs November 
9, 2020 

Usec. Merly M. 
Cruz, MBA 

Department of Trade 
and Industry (former) 

 
 

Philippine Center for 
Entrepreneurship 

(Go Negosyo) 

Undersecretary for 
Regional Operations 

Group37 
 

Adviser on MSME 
Development 

Philippine SMEs, 
private sector 
development 

November 
9, 2020 

Online questionnaires for experts, business association representatives, and 

government officials. For those unable to participate in the online key informant interview 

due to connectivity issues and time constraints brought by the COVID-19 pandemic, a 

questionnaire option was provided. Out of more than 25 informants invited to take part in the 

interview sessions, a total of 10 people opted for the questionnaire option.38 Considering the 

limitations of this modality, follow-up emails were also sent for clarification and data 

validation. Also, similar to the previously discussed method, online questionnaires were used 

for data triangulation. 

Table 5. List of Informants (Questionnaire Option) 
Informants Affiliation Position Date of 

Correspondence 
Gloria S. Recio, MBA University of the Philippines 

Institute of Small-scale 
Enterprise 

University 
Extension 
Specialist 

August 13, 2020 

Susan Mae C. Salonga Department of Trade and 
Industry – Bureau of MSME 

Development 

Chief – 
 Policy Research 

Division 

August 13, 2020 

Prof. Lynn T. White III, 
Ph.D. 

Princeton University Professor 
Emeritus 

September 2, 2020 

Mylene Abiva Women’s Business Council of 
the Philippines 

President September 11, 
2020 

Prof. Shingo Mikamo, 
Ph.D. 

Shinshu University, Matsumuto  Professor September 17, 
2020 

Dir. Bien A. Ganapin National Economic and 
Development Authority 

Director October 5, 2020 

Atty. Rufino M. 
Margate, Jr. 

Federation of Philippine 
Industries 

Secretary-
General 

October 13, 2020 

Agnes V. Ravelas House of Representatives – 
Committee on MSME 

Committee 
Secretary 

October 15, 2020 

Atty. Jovy Anne 
Querubin 

Philippine Senate –  
Committee on Trade, Commerce, 

and Entrepreneurship 

Legislative 
Lawyer 

October 15, 2020 

 
37 As seen in Appendix C, the Bureau of Micro, Small, and Medium Enterprise Development (see Chapter 2) is 

subsumed under the Regional Operations Group. 

 
38  The most cited reason is the lack of spare time due to the pandemic. Also, not all invited for the study 

participated in either questionnaire or semi-structured interview. 
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Methods of Data Analysis 

 Following data collection, the researcher processed the gathered data in line with 

McNabb’s (2010) six-step procedure for qualitative analysis (see Figure 10 below). The initial 

step dealt with the organization of raw data. In this phase, interview recordings were 

transcribed and sent back to the interviewees for validation (if needed). Thereafter, the 

transcriptions were coded based on the themes and key ideas that surfaced in the discussion. 

The data from reviewing documents were likewise coded and stored for analysis. 

Figure 10. McNabb’s Six-Step Procedure in Qualitative Data Analysis 

 

Source: McNabb (2010), based on Figure 17.2 

Consequently, the data were interpreted in light of the modified theory of SBRs 

approach (See Chapter 4), which combines contemporary and historical-institutional analyses 

of state-SMEs ties. Furthermore, the data collected and analyzed were, from time to time, 

juxtaposed with that of other literature and Taiwan, a successful case of state-SME ties 

discussed in the previous chapter. Finally, after conducting the initial steps, the researcher 

wrote the discussion of findings based on the trends and analyses that were discovered and 

made, respectively, throughout the study. Finally, the components of the theory of SBR (see 

Chapter 4) have served as the primary outline of the discussion. 

Summary of the Current Study’s Research Design 

 To sum up everything what has been stated so far, the study employed qualitative 

methodology, particularly institutionalist approaches, in investigating the organization of the 

state and the SMEs, the nature of interaction mechanism between the two sectors, and the 

impact of historical and political developments to the way the SBR is conducted in the 

Philippines. To be able to conduct a qualitative analysis, the data were collected from the 

following sources: (A) review of secondary documents, such as academic literature and 

government issuances and plans; (B) semi-structured interview with government officials, 

experts, and business association representatives; and (C) questionnaires for informants that 

were not available for interview. Finally, the data gathered were analyzed and written in view 

of McNabb’s six-step procedure for qualitative analysis.  

Step 1 
Organize 

data

Step 2
Generate 
themes, 

categories and 
pattern

Step 3
Code the 

data

Step 4
Apply the 

ideas, themes, 
and categories 

to data

Step 5
Search for 
alternative 
explanation

Step 6
Write and 
present a 

report
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Chapter 6 
Historical Roots of Philippine SBR  

and the LE-dominated Industrial Structure 
 

[Filipino][b]usiness associations may have been weak, but the large 
oligarchic families were not. Because the families were so powerful, 

business as an independent voice could not emerge. But individual families 
were very strong, so the state could not create coherent policy either. 

David C. Kang (2002) 

This section discusses the historical roots of the state-business relations (SBR) and the 

LE-dominated industrial structure in the Philippines, starting with a brief overview and history 

of the country to provide context to this work’s analysis. The analysis then proceeds with an 

identification of some themes and episodes in history that led to the country’s prevailing 

political economic configuration, as well as the unorganized nature of the SME sector.  

 

The Philippines: An Overview 

 The Philippines, otherwise known in its official name as the Republic of the Philippines, 

is an archipelagic country situated in Maritime Southeast Asia. Comprised of 7,641 islands, 

the country is blessed with abundant resources. In fact, the Philippines is regarded as one of 

the most diverse and mineralized countries in the world, with almost two-thirds of the world’s 

biodiversity and USD 840 billion-worth of mineral deposits concentrated in the country. 

Figure 11. The Philippines and Adjacent Countries  

 
Source: Google Maps 

Similar to its natural endowments, the country is not short of human resources. In 2015 

(latest census), the Philippine population totaled around 101 million and is projected to increase 

to 119 million (high assumption estimate) by 2025 in light of its 1.73 birth rate (Philippine 
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Statistics Authority, 2019). This makes the Philippines the 13th  most populated country in the 

world and ASEAN-5’s fastest-growing population. While almost all Filipinos are literate (i.e., 

96.5%, third in ASEAN), only 45.4% have finished high school, 36% and 21.1% of which are 

college graduates and undergraduates, respectively (Philippine Statistics Authority, 2015). 

Economically, the Philippines, as the 33rd largest economy in the world (World Bank, 

2020b), occupies an important place in the international division of labor, with its USD 97.8 

billion-export industry (2018, latest data) comprising mostly of integrated circuits, electronics 

parts, computer components, fruits (e.g., bananas, processed coconut products), and minerals 

(e.g., gold, nickel, refined copper) (see Figure 12 below). In addition to product exports, the 

Philippines’ 11-million-strong migrant workers (popularly known as the Overseas Filipino 

Workers) and the business process outsourcing industry form the country’s main economic 

driver, contributing to the consumer-based growth that the economy has been experiencing for 

the past several years (A. R. Raquiza, 2014). This notwithstanding, its poverty and inequality 

rates remain among the highest in Southeast Asia. In 2018, poverty rate stood at 21.9% (World 

Bank, 2020c), whereas Gini coefficient was 44.40% in 2015 (latest) (World Bank, 2019). These 

figures, which has political economic and historical roots, mirror the country’s industrial 

structure, where LEs dominate the economy despite their miniscule share in the total number 

of private businesses. This, as well as its impact towards the organization of SMEs, will be 

discussed in greater detail in the latter part of this chapter. 

Figure 12. Product Export Treemap of the Philippines (2018) 

 
Source: The Observatory of Economic Complexity (n.d.) 

Politically, the Philippines is a democratic and republican state, wherein power is 

equally divided—at least in principle—among the three branches of government, namely, 

executive, legislative, and judiciary. Although the country’s political structure was mainly 

derived from its former colonial master, the United States, some practices and rituals have 
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already been Filipinized, as can be observed hereunder. The executive branch is led by an 

elected president, who serves as both the head of the government and the state. Tasked mainly 

to carry out and enforce laws, the president has the power to appoint national-level cabinet 

members subject to the confirmation of the legislative branch. The current constitution allows 

presidents to serve six years with one-term limit—a constraint that was imposed to prevent 

another authoritarian regime. Furthermore, the chief executive supervises thousands of local 

governments, particularly, provinces, cities, municipalities, and barangays.39 

Meanwhile, the Congress is a bicameral body comprising the Senate and the House of 

Representatives. While members of the former are popularly elected for six-year terms at the 

national level, the latter body is composed of over three hundred district-based congresspersons 

and party-list representatives (from supposedly marginalized and underrepresented sectors like 

labor, women, and youth), which are elected every three years. On the other hand, if a judicial 

controversy requires settlement, laws can be evaluated by the Supreme Court, which is 

composed of one chief justice and 14 associate justices, all of which are appointed by the 

president without the need for congressional oversight and approval—a practice that deviates 

from that of the United States (Abinales & Amoroso, 2017). 

While the country boasts being one of Asia’s oldest democracies (i.e., oldest in 

Southeast Asia), Philippine politics—and economy—is characterized by the dominance of few 

elite families with economic base largely independent of the state, which prompted some 

observers like Bello and Gershman (1990) and Hutchcroft (1998) to regard the Philippines as 

an oligarchic democracy.40 Many of these clans have persisted since the colonial period, a point 

that will be touched upon in the discussion of the country’s history below. 

Land, Entrepreneurship, and the State: A Brief of History of the Philippines  

To better situate this work’s arguments vis-à-vis critical junctures’ impact on industrial 

structure and disorganization of SMEs in the Philippines, an overview of the country’s history 

 
39 Barangays, a local term for village, are the smallest politico-administrative unit in the Philippines. As of writing, 

there are 42,046 barangays in the country, with population ranging from three to 246,515 (Philippine Statistics 

Authority, 2020b). As we will see shortly, barangays, whose term means “boats” in Tagalog, historically referred 

to pre-colonial settlements ranging from 30 to 100 households of similar origin (Abinales & Amoroso, 2017). 

 
40 However, in some rubrics such as Rueschemeyer et al. (1992), the Philippines is considered as a functioning  

constitutional democracy. Nevertheless, there is a scholarly consensus that the country suffers from a form of elite 

democracy (e.g., ‘cacique democracy,’ ‘patrimonial oligarchic state,’ ‘captured democracy’) despite the re-

introduction of formal democratic institutions following Marcos’s dictatorship (Teehankee & Calimbahin, 2019). 

For simplicity’s sake, this work refers to this elite-dominated way of democracy as ‘oligarchic democracy.’ 
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is provided herein. Though there are several ways to narrate Philippine history (e.g., Abinales 

& Amoroso, 2017; Constantino & Constantino, 1975), this thesis uses the most common and 

standard way of periodization for the sake of brevity: pre-colonial, Spanish colonialism, 

American, post-independence, martial law, and post-EDSA. 

Pre-colonial Philippines 

Prior to the arrival of Spanish in Homonhon (part of present-day Leyte province in 

Visayas) in 1521, barangays (see Footnote 39) had existed already in the islands of what are 

collectively known today as the Philippines. Often led by able and charismatic datus (loosely 

translated as local chieftains), these small settlements, which could usually be found along 

rivers (e.g., Kingdom of Tondo, Sultanate of Sulu), were “not centrally ruled or based on 

abstract principles or institutions” (Abinales & Amoroso, 2017, p. 23). Rather, proto-Philippine 

polities, like their early Southeast Asian counterparts, were organized in networks, wherein 

personal loyalties and marriage alliances of the leaders were the determinants of the 

communities’ place in the hierarchy. As such, most of these polities “did not have the 

institutional capacity to rule large areas” (p. 23). However, despite not ruling extensive 

territories, the influence of the barangays was still ubiquitous in the region, as most of these 

polities actively traded and pursued relationships with neighboring communities or 

civilizations such as Champa, China, and Moluccas (B. Lim, 1999). 

Concurrently, Europe was emerging from the plague and war-ridden past century. As a 

result of growing population, European demand for goods from the Orient, such as nutmeg, 

pepper, cloves, and cinnamon increased (Abinales & Amoroso, 2017). Motivated by the 

extremely lucrative spice trade, as well as the need to propagate the Catholic faith, the Spanish 

crown commissioned expeditions in the hopes of discovering routes that would bypass the 

Ottomans on the land-based Silk Road. In 1519, Portuguese explorer Ferdinand Magellan led 

an expedition under the auspices of Charles I of Spain to the Spice Islands (present-day 

Moluccas, Indonesia). Originating from Seville, a fleet of five ships traversed the Atlantic and 

the Pacific, eventually reaching the Visayas. While Magellan and his surviving crew were not 

able to establish a colony in the islands, subsequent Spanish expeditions were launched to 

establish control over the archipelago. By the onset of the 17th century, Spanish (or their proxies 

like the religious orders) presence was felt in many parts of the islands (with the exception of 

Mindanao and the Cordilleras), with Manila becoming the colonial government’s seat of power 

due in large part to its proximity to China. This corollary led to the establishment of the China-
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Manila-Acapulco trading route, also known as the galleon trade, that lasted until 1815, the year 

when the Mexican War of Independence broke out. 

Spanish Colonial Period: The Roots of the Oligarchy and the Captured State 

The Spanish colonization of the Philippines has transformed the erstwhile Baranganic-

based order, as well as set a path dependence that impacted the way politics and economics are 

conducted in the country. Chief of them was with regard to land tenure and relations. The 

earliest policy implemented by the colonial government was reducciones. Patterned after the 

Spanish’s experience in the Americas, barangay settlements were forced to consolidate into 

towns to efficiently administer the evangelization and ‘pacification’ of the indios (Abinales & 

Amoroso, 2017).41 Likewise, the Spanish rewarded early conquistadors in the Philippines with 

a right to ”collect tribute and draft labor from among the inhabitants of a defined geographical 

area” (p. 55) for their service to the the rey (king) and the patria (fatherland), as well as help 

the government in achieving its political goal of securing and expanding the frontiers of the 

colonies despite the lack of officials in remote areas (E. A. Anderson, 1976).42 Regrettably, 

this setup brought suffering to the natives, as many were obliged to pay regressive taxes and 

tributes and render corvée labor to the state (Constantino, 2010). 

Also conspiring with the Spanish in this new political order were the datus, who once 

dominated the political and spiritual realms of the pre-colonial Philippines. The colonial 

government co-opted the local chieftains to voluntarily bring the latter’s adherents to the 

Spanish’s fold in exchange of positions in local administration (Abinales & Amoroso, 2017). 

This paved the way to the rise of the principalia class that would become a significant actor in 

the country’s history, as will be discussed shortly. As officials with tribute and tax collection 

responsibilities, the principalia had various opportunities to amass wealth. Agricultural lands, 

where most native inhabitants worked as tenant farmers, were usually the object of interest of 

the elites, including the friars. The principalia’s practice of taking advantage of private land 

titling, along with the colonial government’s royal grants to the religious orders (Roth, 1977), 

resulted in the consolidation of lands into few hands, thereby affecting the way agriculture—

and therefore, politics and economy—was conducted in the archipelago. As historians Abinales 

 
41 Indios was the term used by the Spanish to collectively refer to the native inhabitants of the Philippines. By 

contrast, a ‘Filipino’ with mixed decent (Spanish or Chinese) is called mestizo. 
 
42 Some encomiendas could be as small as a población (small village) or as massive as an entire town or district 

(cabecceras) in terms of territorial scope. 
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and Amoroso (2017) note, the hacienda (or landed estate) system, which superseded the 

encomiendas, inadvertently 

…introduced an element of European feudalism that had not been present in the mobile 

preconquest societies of the archipelago. Cultivators tied to land they did not own lost 

the ability to trade with other communities and could not easily evade onerous 

taxation.43 (p. 61) 

From the foregoing passage, one can infer that entrepreneurship, at this point in history, was 

largely not accessible to the majority of the ‘Filipinos.’ Given the feudal nature of the early 

Spanish Philippines’ political economy, which was further aggravated by the lack of property 

rights and the state’s dependence on regressive head tax (Abinales & Amoroso, 2017; Corpuz, 

1997), only few segments in society, specifically the principalia, mestizo traders and 

landholders, friars, and Spanish officials, were able to participate and benefit from commerce. 

For hundreds of years, the Spanish colonial government, despite disruptions in their 

rule such as the British occupation of Manila (1762-64) and several uprisings from the locals, 

continued administering the Philippines in the manner described in the preceding paragraph. 

However, in the early 19th century, they had to reorient their administration of the colony in 

response to the changes happening in both Europe and Latin America. In particular, the 

cessation of the monopolistic galleon trade (1815), as well as Mexico’s independence in 1820, 

left the government with no choice but to encourage the landed elites to shift their production 

from rice and vegetables into cash-export crops so as to stymie the dwindling state of the 

government coffer (Legarda, 1999). In addition, the governor-general opened Manila (and 

other ports in the archipelago) for traders of any nationality (i.e., Americans; British; Chinese, 

who at that time had also begun to accumulate landholdings through intermarriage and/or 

predatory lending), starting the era of free trade and bolstering the city’s status as an important 

economic center in the Asia and the Pacific (Batalla, 2010; Legarda, 1999). These 

developments increased the overall productiveness of the Philippine economy, with coffee, 

cotton, hemp fiber, indigo, sugar, and tobacco serving as the islands’ primary agricultural 

export commodities by the middle of the 19th century (Corpuz, 1997). Not surprisingly, at this 

juncture, business interests also began to be articulated, evidenced by the establishment of the 

 
43 Along with the bottom-up introduction of democracy in the country during the American colonial period, the 

establishment of the encomienda and hacienda systems is considered, following Mahoney (2000), as a ‘critical 

juncture’ since such path, which established the historically dominant political economic elites of the country, 

hindered other trajectories from opening in the future. 
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country’s first business association, the Camara de Commercio de Filipinas, with the help of 

the three largest companies of the time, whose interests were in the tobacco and liquor 

industries (Mikamo, 2013). 

The archipelago’s economic reorientation to large-scale production of commercial 

crops marked the rise of an indigenous middle class, as the gains from this shift, not only 

benefited the landed gentry but also cascaded to the “financiers, retailers, merchants, artisans 

and other kinds of service providers” (Batalla, 2010: p. 348). One obvious consequence of such 

development was that it allowed the principalia to allocate earnings to other activities like 

education. As such, more families were able to send their children to Europe for higher studies, 

such as in the case of Dr. Jose Rizal, one of the country’s foremost national heroes. Exposed 

to liberalism—the zeitgeist of the time—as well as the awareness to the excesses of the clergy 

and colonial government, many of the Western-educated illustrados began to demand changes 

in the motherland.44 After years of struggles for representation and reforms, the centuries-long 

attempt in articulating a Filipino national identity—and a Philippine nation—had culminated 

in the Katipunan-led Philippine Revolution in 1896.45 Two years later, the revolutionaries 

secured independence from Spain, ushering in Asia’s first constitutional republic. 

American Colonial Period: Buttressing the Foundation of the Elite Capture of the State 

Not even a month after the proclamation of the Malolos Constitution, the United States, 

a rising power which emerged victorious in the Spanish-American War, invoked McKinley’s 

“benevolent assimilation” and annexed the Philippines, resulting in the demise of hundreds of 

thousands of civilians and soldiers. To pacify the Filipinos and make the Philippines a model 

colony in light of the pressure to “temper” the impact of the war (Ventura, 2009), the American 

colonial government made sweeping changes in the archipelago, most notably the 

establishment of the Philippine Constabulary, development of physical infrastructure, 

professionalization of public administration, and introduction of state university and universal 

basic education system (Abinales & Amoroso, 2017). 

However, notwithstanding the developments in the said areas, US occupation did not 

significantly alter the Philippines’ political economic configuration. Firstly, while the colonial 

 
44 The spread of liberalism was further accelerated by the opening of Suez Canal in 1869 and the growth of Spanish 

population in the Philippines in mid-19th century. 

 
45 The Katipunan was an organization founded in 1892 by, inter alia, Andres Bonifacio. In contrast to the reformist 

stance of the propagandistas, the group’s ultimate aim was to liberate the islands from colonization by a revolution. 
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government appropriated a great portion of the friar estates, only the monied elites, instead of 

the actual tillers, were able to benefit from the American land transfer program in the country 

(A. R. Raquiza, 2012). For White (2009), this was not a coincidence: land redistribution 

program in the Philippines had a political dimension, that is, to win the cooperation of the 

principalia in the colonial administration by allowing the latter to acquire more landholdings. 

Secondly, expanding the Spanish colonial administration’s co-optation strategy, the 

Americans conducted elections at the municipal and the provincial levels in 1901 and 1902, 

respectively (Abinales & Amoroso, 2017).46 By building the representative system from the 

ground up, the elites, who were already better situated economically and socially even before 

the arrival of the Americans and have had become even stronger with their acquisition of 

erstwhile friar estates, were able to take advantage of the elections and consolidate their powers 

locally (Manacsa & Tan, 2012; A. R. Raquiza, 2012). By the time that the Americans finally 

opened up the national political arena (i.e., Philippine Assembly) to the Filipinos, the elites had 

already amassed a strong political base at the localities, allowing them to easily capture 

national-level positions—a role they used to secure and further their economic interests in the 

future. This phenomenon of the elites taking advantage of the bottom-up introduction of 

democracy in the colony is referred to by Benedict Anderson (1988) as “cacique democracy.” 

Lastly, as a result of the Americans’ hold of the bureaucracy and their politically-

motivated co-optation of mestizo elites in the representative system, the “setting up of the rules 

of the political game took precedence over building the state’s administrative apparatus” (A. 

R. Raquiza, 2012: p. 67). As such, politicians, who were climbing the political ladder, “filled 

the bureaucracy by bringing in their own staff and followers” (p. 67)—a practice that was 

institutionalized later on in the Commonwealth period and has continued until the present day. 

For scholars specializing in the country’s political economy, this manner of Philippine state-

building under the Americans, along with the two discussed earlier, signal the metamorphosis 

of the bourgeoisie class into, borrowing the words of Acemoglu and Robinson (2012) in their 

characterization of Filipino caciques, a “real oligarchy” (para. 2). 

In 1935, the Commonwealth of the Philippines was established, serving as the country’s 

transitionary government for nearly a decade. In connection with this, the government prepared 

the country’s eventual independence by undertaking the Filipinization of the administrative 

 
46 This therefore reserved the national positions to the Americans—a practice that persisted until the gradual 

Filipinization of the bureaucracy and politics during Commonwealth period (A. R. Raquiza, 2012). 
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and political apparatuses of the colonial state (Abinales & Amoroso, 2017). At this juncture, 

early manifestations of crony capitalism began to appear. According to Abinales and Amoroso 

(2017), there were two ways by which the elites could engage in rent-seeking during the 

Commonwealth period: (1) primitive accumulation through the state and (2) the extension of 

spoils system to the economy. Whereas the first path involved the elites using their public 

offices to facilitate the business success of patrons and appointment of family members and 

friends to the bureaucracy, the second had something to do with the politicians directly 

manipulating the state’s economic and development apparatuses, such as the Philippine 

National Bank (PNB). Upon analyzing the critical junctures that led to the country’s “booty 

capitalism,” Hutchcroft (1998) discovered that the “…empowered landed oligarchs—

particularly from the sugar bloc—had plundered its coffers so thoroughly that not only the bank 

but also the public treasury and the currency system nearly collapsed” (p. 27). As will be seen 

throughout this section, the phenomenon of the elites taking advantage of the state’s 

instrumentalities would be a recurring pattern in the country’s history. 

 Cognizant of the wide-scale corruption permeating the Philippines’ political and 

bureaucratic system, some groups, including the American business community, began to voice 

their concerns, albeit their influence was weakened by the increasingly changing power 

dynamics between the Americans and Filipinos (Abinales & Amoroso, 2017). Incidentally, the 

Camara that previously represented elite business interests during the Spanish colonial period 

was replaced by the Chamber of Commerce of the Philippines, which also comprised mostly 

of mestizo elites (Philippine Chamber of Commerce and Industry, 2017). 

Post-independence Period: A Continuation of the Past 

Immediately after the Second World War, the Americans finally gave the Filipinos their 

formal independence. The early post-independence period saw changes and some vestiges of 

the past. Politically, a new breed of politicians hailing from the professional class (i.e., lawyers 

from prestigious universities such as the University of the Philippines) became prominent in 

society, with some of them even becoming future presidents of the country (A. R. Raquiza, 

2012). Nevertheless, agricultural and commercial elites remained highly influential in politics, 

as there had been no meaningful land reform implemented since the birth of the republic unlike 

the country’s East Asian counterparts (Rivera, 1994). In fact, the elite-dominated political party 

system during the post-war period featured parties, namely, Nacionalista and Liberal, that had 
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no fundamental programmatic and ideological differences with each other (Tigno, 2006).47 As 

a result of such exclusivist political institutions, support for certain policies that were inimical 

to the dominant interests of the agro-commercial elites, such as the adoption of direct taxation 

(as opposed to the regressive consumption tax), remained weak (Abinales & Amoroso, 2017). 

Insofar as economy is concerned, the Philippines faced several headwinds following its 

independence. First, in exchange of rehabilitation funds, the United States forced the new 

republic to accept a “free trade” agreement. The Bell Trade Act of 1946 virtually gave the 

Americans a “parity right” to access, own, and/or exploit property and natural resources in the 

country, while at the same time provided those engaged in export-import businesses (mostly 

owned by the Americans) and the landed oligarchy—specifically the sugar bloc—duty-free 

access to the US market and vice versa (Larkin, 1993). Although it provided the Philippines 

$800 million (or roughly $10.5 trillion in current terms) for post-war recovery, the Act 

ultimately stunted domestic industries and cemented the neocolonial status of the newly 

independent republic by giving the US a free hand to import manufactured goods and dictate 

the country’s monetary and exchange policy (Recto, 1955, as cited in Jimenez, 2020). 

Furthermore, similar to the elitist nature of commerce during the Spanish colonial 

period, the post-war free trade regime, as well as the proceeds from the rehabilitation fund, 

only benefitted a small segment of Philippine society. In particular, the manner in which aid 

was distributed in the Philippines, in contrast to the Taiwanese and Korean developmental 

states’ allocative planning, did not provide substantial stimulus for industrial development (A. 

R. Raquiza, 2012), as most of the reconstruction aid were channeled to individuals close to the 

regime, whose stakes laid primarily in commerce and agriculture (Shalom, 1980). To top it all 

off, a large portion of the rehabilitation funds also went to satisfy the elites’ desire for imported 

American goods, dissipating the already-limited foreign reserves (Abinales & Amoroso, 2017). 

The early republic’s balance-of-payment dilemma, as well as the transformation of US-

Philippine ties in light of regional security threats, opened a policy space for elites to pursue 

new trade and industrial strategies. In the 1950s, the government adopted an import substitution 

industrialization (ISI) program to limit importation and impose exchange controls. Although 

its primary objective was to prevent the further dwindling of the country’s dollar reserves, the 

policy also provided incentives and protected domestic industries from international 

 
47 Factional and personal issues pertaining to access to the ‘booty’ of the state seemed to dominate the political 

battles in Congress (Hutchcroft & Rocamora, 2003). 
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competition through quantitative restrictions and, to a lesser extent, tariffs (A. R. Raquiza, 

2012). In turn, ISI resulted in considerable gains for the domestic economy, expanding the 

country’s manufacturing base and encouraging the political economic elites to diversify from 

predominantly agro-commercial ventures to other interests, such as industry, finance, and real 

estate (Abinales & Amoroso, 2017; A. R. Raquiza, 2012). Since then—and until today—

“diversified family conglomerates [have become] the leading segment of Philippine capital” 

(de Dios & Hutchcroft, 2003: p. 48). Coinciding this aggressive industrialization push by the 

government was the establishment of the Philippine Chamber of Industry due in part to the 

need to distinguish sectoral interests from that of trade and commerce (Doronila, 1992). 

As expected, the country’s domestic-oriented development strategy lost its steam. 

Apart from saturating and making the domestic market uncompetitive, the potential of ISI in 

jumpstarting industrialization was hampered by the way the program was implemented: due to 

the dominance of agricultural and commercial interest in the political system—a legacy of 

colonialism—several provisions of the ISI policies (e.g., RAs 426 and 450) worked perversely 

to strengthen traders, particularly importers, at the detriment of the industrial sector. As A. R. 

Raquiza (2012) notes in her analysis of the politics of ISI in the Philippines: 

[e]conomic nationalism during this period strove to Filipinize not only industry but also 

commerce. Import control policies reserved a portion of import quotas for new 

importers, prioritizing trading businesses that were at least 60 percent Filipino owned… 

As such, the record supports an argument that early import control policy-making in 

the Philippines largely addressed the interests of Philippine importers, who may or may 

not have been industrial end- users of imported commodities. (p. 100) 

Moreover, echoing previous patterns of rent-seeking in the country, import and 

exchange controls that came with the ISI program had become an instrument for the oligarchs 

to further their interests. As de Dios and Hutchcroft (2003) observe, the politically and 

economically dominant oligarchy, in contrast to the SMEs, received a wide range of 

particularistic privileges from the government, such as, but not limited to “loans from state 

banks, special favors for their own banks, logging and mining concessions, preferential tax 

exemptions, advantageous treatment on tax assessment and payments, special tariff walls or 

exemptions, favorable arrangements with the Bureau of Customs” (p. 48). All these factors 

served as the impetus for the country’s subsequent quest for decontrol, devaluation, and export-

oriented industrialization (EOI) in the 1960s and 70s. 
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Marcos’ Martial Law: A Regime of Overt Crony Capitalism and Missed Opportunities 

The martial law era presented an opportunity for such change. By placing the entire 

archipelago under military rule, Ferdinand Marcos was able to bypass the gridlock between the 

executive and the agro-commercial and ISI elite-dominated Congress and introduce sweeping 

reforms, such as economic liberalization, green revolution and (a half-hearted) land reform, 

cooperatization of agriculture and other enterprises, development of social and physical 

infrastructure, and most importantly the ascension of American-educated technocrats within 

the economic bureaucracy (Abinales & Amoroso, 2017; Encarnacion-Tadem, 2019).48 

On top of these, efforts to introduce features of corporatism in the political system and 

promote representation and organization of businesses (i.e., “small business units in other parts 

of the country [beyond Metro Manila]”) were apparent, with the merging of then two largest 

business associations, the Chamber of Commerce of the Philippines and the Philippine 

Chamber of Industries (PCI), and the assignment of the resulting entity, the Philippine 

Chamber of Commerce and Industry (PCCI), as the apex representative of businesses in policy-

making (Mikamo, 2013).49 Given PCCI’s strengthened position in the SBR, the government 

supported the association by providing, among others, financial subsidies (Marcos, 1978). 

Whereas the martial law seemed to present substantial changes from the past, a critical 

examination of the “New Society” reveals a continuity of the country’s longstanding oligarchic 

political economy. In light of the need to create his own social base and tame the traditional 

agricultural and/or ISI elites that could threaten his regime (A. R. Raquiza, 2012), Marcos 

expropriated private businesses with outstanding debts to the government—most of which 

were owned by the president’s political rivals—and created public monopolies in sugar, 

coconut, and logging industries, among others (Manapat, 2020). Unfortunately, instead of 

achieving their objective of replicating the successes of the Japanese zaibatsus and Korean 

chaebols, these firms, headed by Marcos’s close friends and family members, were largely 

inefficient and uncompetitive, often requiring bailouts from the state (Kang, 2002).  Worse, the 

 
48 Most notable Western-educated technocrats of the time were Cesar Virata (Wharton), Gerardo Sicat (MIT), 

Manuel Alba (Northwestern), Vicente Paterno (Harvard), Jaime Laya (Stanford), Arturo Tanco Jr. (Harvard), and 

Roberto Ongpin (Harvard). Additionally, the pursuit of EOI went along with the strategy of deepening the 

domestic industries (i.e., Ongpin’s 11 industrial projects) similar to the Taiwanese approach. 

 
49 Prior to the merger, PCI was a strong champion for domestic industries. However, after the merging of the PCI 

and the Chamber of Commerce of the Philippines, the resulting entity has become an advocate of export-import 

businesses (Ofreneo, personal communication, August 2020), suggesting the primacy of commercial and export 

manufacturers’ interests in the body. 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

DOI:10.6814/NCCU202100402

 

 
58 

government’s penchant for prioritizing such firms, which were usually large and capital-

intensive, came at the expense of other sectors, most especially the smaller enterprises. As the 

political economist Richard Doner (1991b) notes: 

In industrial policy, the presidential palace’s desire to benefit cronies such as Silverio 

through vertically integrated operations reinforced the BOI’s antipathy to small and 

medium-sized firms and its preference for high tech ventures involving value-added 

such as the eleven industrial projects.50 (p. 244) 

With the institutionalization of a quasi-corporatist structure (i.e., peak association as 

the state’s partner in development, constant consultations with the businesses), one could have 

argued that SMEs were then in a better position to demand prioritization from the state through 

collective action (or business associations).51 At this juncture, SMEs were first recognized in 

the Philippine Development Plan as a viable engine of growth (Tamangan et al., 2004). 

Nevertheless, all these remained largely nominal, as having close links with the “supreme 

cacique” (B. Anderson, 1988), as it has been throughout history, was the name of the game in 

both politics and business. Kang and Doner aptly capture this insight in the following passages: 

Business associations may have been weak, but the large oligarchic families were not. 

Because the families were so powerful, business as an independent voice could not 

emerge. But individual families were very strong, so the state could not create coherent 

policy either.52 (Kang, 2002, p. 134) 

A regular framework of consultation between business and government was 

undermined by the concentration of decisions and the BOI’s bias against SMEs. 

 
50 Ricardo Silverio, who owned an automotive company that had a technical tie-up with Toyota, was deemed as 

the Palace’s “quintessential crony” (Doner, 1991b, p. 161). The Delta Motors Corporation owner had a close 

relationship with Marcos, having funded the latter’s war chest in the previous elections (White, 2009). 

 
51 This is not to say that the government did not have an agenda for SMEs. In fact, along with the shift towards 

EOI, a renewed focus was given to the sector, evidenced by the manifold programs and institutions implemented 

at this juncture (e.g., credit programs, Medium and Small Industries Coordinated Action Program, National 

Council for Small and Medium Industries) (Recio, personal communication, August 2020; Tamangan et al., 2004). 

However, the impact of these was limited by the low utilization rate of programs, which was aggravated by the 

bureaucracy’s bias for LEs and the sector’s historical weak position in the SBR. 

 
52 Concurring with this assertion, de Dios and Hutchcroft (2003) argue that the technocrats could not implement 

a coherent policy pertaining to export promotion because of the constant rent-seeking pressure from Marcos and 

his cronies. However, some scholars like A. Raquiza (2012) perceive the government’s “dual-track” policy as a 

strategy similar to that of Thailand’s, that is, deepening the import substitution industries while promoting exports. 
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Although the BOI had close links with the private sector, these were disorganized non-

crony firms with little political clout. (Doner, 1991b, p. 245) 

Despite the cronies’ inefficiency and non-reciprocation of subsidies with performance, 

it is worth noting that to be able to continue supporting these firms, as well as fund the 

ambitious, “edifice complex” projects of the regime, the government took advantage of the 

easily accessible, low-interest petrodollar loans by tapping the international capital market, 

including multilateral agencies, for development financing.53 In 1976, the country’s external 

debt stood at USD 5.1 billion; five years later, it ballooned to USD 14.8 billion (Ofreneo, 1985). 

However, after paying dividends for the past years, Marcos’s debt-driven development 

strategy eventually showed signs of weaknesses. Its deficiencies, which were largely rooted in 

the country’s SBR, were made apparent by the Philippine economy’s fragility in the face of a 

turbulent new decade. By the early 1980s, the relatively undiversified economy saw a sudden 

price deterioration of main agricultural exports (i.e., coconut oil, copper, sugar), affecting the 

livelihood of almost a third of the nation’s population (Overholt, 1986). The downward spiral 

then continued with the abrupt departure of Dewey Dee, a Chinese-Filipino banking and textile 

magnate, who left behind a staggering USD 89 million in unpaid debts; and the Third World 

Debt Crisis that made debt-servicing more expensive for emerging economies (Broad, 1990). 

To inject some confidence in the economy and offset the negative impacts of the 

recession caused by these conjunctures, the government maintained its strategy of stimulating 

domestic demand, with much of the largesse distributed to the cronies (J. Y. Lim & Montes, 

2002). However, in order for the government to continue pump-priming the economy, the 

technocrats had to approach the International Monetary Fund (IMF) and implement a series of 

liberalization, detariffication, deregulation, and austerity measures, collectively known as the 

Structural Adjustment Program (SAP), in exchange of emergency loans (Broad, 1990).54 At 

the same time, to temporarily ease the country’s worsening balance-of-payment situation, the 

government also encouraged its citizens to seek opportunities abroad, laying the foundation to 

the de facto labor export policy (or OFWism) that has persisted until the present time. 

 
53 It was reported that, out of all the GOCCs (or SOEs) and state monopolies, only the Philippine National Oil 

Company and the Metro Manila Transit Corporation recorded “modest [income] surpluses” (Hill, 1986, p. 250). 

 
54 Among others, the discovery of discrepancies in the Central Bank’s foreign reserves reports led to IMF’s 

transformation, using the words of a prominent economist, from a “doting parent,” who previously provided 

lenient terms for loans, into a “vengeful god,” who disciplined her adherent by giving punishments that were 

considered even by some quarters of the financial community as unusually harsh (Batalla, 2018; Montes, 1987). 
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The final nail in the coffin came with the nosediving of the economy (i.e., 14.6% GDP 

contraction in two consecutive years) that was triggered by the assassination of Benigno 

Aquino Jr., a prominent opposition figure, and the lingering problem of succession amidst the 

dictator’s flailing health. These negatively impacted investors’ “animal spirits,” furthering 

capital flight and erasing most of the economic gains made during the martial law period. 

Ultimately, economic hardship resulting from a confluence of cronyism, economic 

mismanagement, domestic political crises, and inopportune international economic landscape 

led to the fomenting of a popular uprising-cum-coup d’état known as the EDSA People Power 

that ended Marcos’s two decades-rule. 

Contemporary  Period: The Return of the Oligarchy and the Continuing Neoliberalization 
of the Political Economy 

Following the fall of the authoritarian regime was the opening up of ‘democratic space’ 

in the country. For this reason, various reforms were pushed to accommodate the interests of 

the broad-ranging coalition, including business associations such as the Makati Business Club 

(Thompson, 1995), that had opposed Marcos.55 

In the area of fiscal and economic management, the government acquiesced to the 

pressure of the multilateral agencies by honoring all the debts incurred under the previous 

regime (de Dios & Hutchcroft, 2003). To win international support and show its commitment 

to meeting the country’s financial obligations “fully and unconditionally” (p. 51), the new 

government continued the policy of automatic appropriation for debt-servicing, allocating an 

average of 28% of the budget for interest payments alone in the initial three years of the first 

post-Marcos administration (Yap, 1990). The economy therefore stagnated, as the funds that 

could have sparked growth went to the payment of largely onerous loans (Bello, 2005b)—an 

outcome that could have been avoided had that time’s leaders exercised more political will. 

Relatedly, the IMF and World Bank’s interest coincided with that of the new regime. 

In light of the need to prevent Marcos and his supporters from reconsolidating power, the 

government, expanding the SAP, launched a program of privatization primarily aimed at the 

properties and corporations associated with the president’s predecessor (A. R. Raquiza, 2012). 

Likewise, the new leadership further liberalized and deregulated the economy, setting aside the 

agenda of industrial development, an economic strategy linked with Marcos’s crony capitalism. 

 
55 The Club is an association known to represent elite big businesses. It was founded by Enrique Zobel in 1981. 
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This relegated the government, particularly the DTI, to a mere regulator (Bello, 2009; M. V. 

R. Raquiza, 2016; Tillah, 2005), contrasting its more activist counterparts in the Asia-Pacific. 

The emphasis on conservative fiscal and economic adjustments did not mean that social 

and political reforms were left out. Owing to the participation of the Left in the anti-dictatorship 

struggle, the government also enacted the Comprehensive Agrarian Reform Program (CARP), 

which mandates land redistribution to tenant-farmers in view of addressing the longstanding 

wealth and income inequality problem of the country.56 A rural development program was also 

launched to complement CARP, as well as to enable the leadership win the support of local 

officials and quell agrarian unrest (A. R. Raquiza, 2012). 57  Finally, the most significant 

development following the change in regime was the pluralization of policy-making (Brillo, 

2012) and the restoration of electoral democracy, as enshrined in the present 1987 Constitution. 

However, although policy-making has become more accessible to various sectors in the 

society (e.g., NGOs, CSOs), the restoration of democracy also saw “the return of many 

‘dynastic’ families that had controlled politics [and the economy] in the pre-martial law period” 

(Abinales & Amoroso, 2017, p. 235). In the first post-Marcos elections, candidates who were 

from the traditional political families (or trapo) won 169 of the 200 House of Representative 

seats, with more than 60% of them coming from the group that was displaced by the military 

rule (Mojares, 1993).58 As in previous regimes, the landlord-dominated composition of the 

Congress influenced the way policies was formed and implemented. Citing one example, 

CARP, the flagship social justice program of the first post-1986 government, was beleaguered 

with compromises, starting with the five-hectare retention limit and the stock distribution 

option provision that made the program’s impact limited (Bello, 2005a). CARP’s credibility 

ultimately eroded when President Corazon Cojuangco Aquino, who also came from the 

historically powerful sugar bloc, exempted her own family’s estates in the northern Philippines. 

Not only did the post-Marcos period see the return of cacique democracy, but it also 

witnessed the reemergence of some of the practices that preceded martial law. For example, 

 
56 After democratization, the previously-united Left movement has split into two main factions: reaffirmist and 

rejectionist. The rejectionist group, as its name implies, discards the teachings of Marxism-Leninism-Maoism, 

especially the ideological belief in the “protracted people’s struggle” (or simply, armed revolution with the 

peasants forming as its social base). Many of those in the rejectionist have joined the parliamentary struggle today. 

 
57 EDSA People Power I was predominantly an urban movement. 

 
58 An abbreviation of ‘traditional politics,’ trapo is also a Filipino word for dirty rags. The now-English word is 

defined as “a politician… belonging to a conventional and corrupt ruling class” (Oxford University Press, n.d.). 
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the American colonial period practice of giving funds to lawmakers, colloquially known as the 

pork barrel system, was reintroduced to provide rural communities, among others, development 

wherewithal without undergoing the normal budgetary process. A source of corruption and war 

chest during elections, pork barrel is deemed by most scholars to contribute to the preservation 

of political dynasties and patron-client relations in the localities (Parreño, 1998). 

Another notable feature of post-EDSA politics is the return of the “cleavage-less” 

political party system. As in the post-independence period, the contemporary political arena, 

according to Arugay and Slater (2019), 

had no dominant majority party driven by ideology, ethnicity, or any other social 

cleavage… [instead, it is defined by] the personality of the president as the ultimate 

dispenser of patronage propped up by factions of a ‘wild’ oligarchy unbounded by 

power-sharing pacts or shared norms. (p. 122) 

Not surprisingly, this kind of politics, despite the introduction of party-list system, has 

“encouraged maximum factional competition among the elites while allowing them to maintain 

a united front against any change in the social and economic system” (Bello, 2005b, p. 1).59 

Against the backdrop of an elitist political landscape, the return of electoral democracy 

did not result in significant economic empowerment of those in the peripheries.60 As illustrated 

in Figures 13 and 14 below, the government’s progress in reducing poverty and inequality 

proceeded at a snail-paced fashion, especially if one compares it with the experiences of East 

Asian political economies such as Malaysia, whose leaders launched a socio-economic 

program aimed at redistributing wealth from the elites to the indigenous inhabitants (Jomo, 

2005). 61  Scholars such as Abinales and Amoroso (2017) attribute the country’s slow 

improvement in poverty and inequality to the lack of state intervention that has been 

legitimized by a confluence of conservative economic ideology (i.e., neoliberalism) and the 

fear of both the civil society and technocracy to rent-seeking and Marcos-era cronyism. 

 
59 The party-list system has been captured by the trapos, too. A great number of these parties nominally represent 

the marginalized sectors but are in fact controlled by elite groups and/or traditional politicians (Tigno, 2019). 

 
60 The country’s miniscule gains in poverty reduction and inequality might have contributed to the frequent 

oscillation of leaders between populists (i.e., Estrada, Duterte) and “reformists” (i.e., Ramos, Aquino III, Arroyo). 
 
61 Malaysia started its objective of “social reconstructing” (or positive affirmative action for the indigenous 

Malaysians or bumiputeras) with the implementation of the New Economic Policy and New Development Policy 

in 1971 and 1990, respectively.  
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Figure 13. Comparison of Malaysia and the Philippines’ Progress in Inequality Reduction (Gini) 

 
Sources: Gerson (1998) and World Bank (n.d.-a, n.d.-b) 

 
 
 
Figure 14. Comparison of Malaysia and the Philippines’ Progress in Poverty Reduction 

 
Sources: Asian Development Bank (2009), Philippine Statistics Authority (2020c), and World Bank (n.d.-c) 
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Such aversion to an activist state, as mentioned earlier in this chapter, also exists in the 

area of economic development. Despite the state’s rhetoric, the government has taken a hands-

off approach in private sector development, particularly industrialization, focusing most of its 

efforts in enacting market-oriented reforms (i.e., liberalization, emphasis on ‘good governance’ 

tenets such as transparency and accountability) and promoting industries aimed at leapfrogging 

the national economy into a service-based one (A. R. Raquiza, 2014; M. V. R. Raquiza, 2016). 

Figure 15. Share of Agriculture, Industry, and Services to the GDP in the Philippines (1970-2019) 

 
Sources: Philippine Statistics Authority (2020a) and Sibal (2008) 

To cite an example, post-1986 administrations gave policy bias for the service sector 

by providing, among others, incentives to information technology and business process 

outsourcing (IT-BPO) industry and labor exportation often to the detriment of the domestic 

manufacturers (Batalla, 2010).62 As a consequence of such ‘development’ thrust, the industrial 

(and manufacturing) sector has stagnated and almost all of the structural change in the past 

decades happened from agriculture to the service sector (see Figure 15 above) (Ofreneo, 2015; 

Usui, 2011). As Aldaba (2013) argues: 

After more than twenty years of liberalization, the overall performance of the 

manufacturing industry has been weak, growth has been slow and contribution to value 

 
62 While promoting the service industry is a laudable endeavor, it should also be borne in mind that in light of the 

economic notion of trade-offs, limiting efforts to the service industry, such as the one implemented in the 

Philippines, may deprive other sectors the needed attention and resources. Promoting sectors that can contribute 

better in terms of employment and forward and backward linkages, such as manufacturing, may be more 

worthwhile in poverty-stricken and resource-constrained political economies like the Philippines (Usui, 2012). 
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added and employment has been limited. Total factor productivity growth [of the 

manufacturing sector] declined from 1996 to 2006. (p. 1) 

It is against this backdrop of declining industrial sector amidst market-oriented reforms that 

the Federation of Philippine Industries (FPI) broke away from the pro-liberalization PCCI and 

assert themselves in the political arena (Mikamo, 2013; A. R. Raquiza, 2012).63 Likewise, this 

seeming bias in favor of the service (and commercial) sector parallels the composition of the 

country’s small-scale enterprises, with only 11% and 0.85% of the total number of SMEs 

engaged in manufacturing and agricultural ventures, respectively (see Figure 5, Chapter 2).  

 In brief, the contemporary period is marked by myriad ironies. While the post-EDSA 

order brought about the return of electoral democracy, it also came with the reemergence of 

the pre-martial law oligarchy and some practices that can be traced back to the American 

colonial period in the Philippines. Economically, the country’s previous experience with 

martial law served as an impetus for pursuing market-oriented reforms. While economic 

growth has resumed due to political stability and economic reforms, the period has also resulted 

in the gradual withering away of the industrial sector. Moreover, the economic growth that the 

country has been experiencing for the past years was not able to contribute much to the goal of 

eradicating poverty and minimizing inequality. This irony also holds true in the case of SMEs, 

as most firms in the sector are stuck at the micro level and unable to graduate to more developed 

categories (see Chapter 2 for an in-depth discussion of Philippine SME sector’s performance).  

Discussion and Synthesis 

With LEs comprising only 0.4% of the total number of firms but contributing a 

gargantuan 64.3% to the national GDP, the Philippine industrial structure can be characterized 

as one tilted against the SMEs. A huge part of the reason for such disparity lies in the way SBR 

is conducted in the country. As demonstrated in the historical review above, Philippine 

business-government ties operate along elitist lines, with few groups, who are collectively 

referred to by scholars as the oligarchy, caciques, or dynasties, dominating the political and, in 

turn, the economic arena. While relatively similar actors are also present in other political 

economies, the Philippine ones, whose roots trace back to the Baranganic-based power 

structure of the precolonial period, the institutionalization of the encomienda and hacienda 

systems during Spanish colonization, and the bottom-up introduction of electoral democracy 

 
63 The dynamics between business associations vis-à-vis SMEs and the state will be explored in the next chapter. 
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during the American occupation, seem to work, directly or indirectly, at the detriment of the 

smaller enterprises. In this section, the implications of the dominance of the oligarchy to the 

SME sector, entrepreneurship, and the general Philippine society are discussed. For reasons of 

brevity and coherence, the following section will be organized thematically, with the discussion 

focusing on several cases and episodes in Philippine history and comparison with other polities 

such as our model case, Taiwan (see Chapter 4). 

Elitist state instrumentalities. One consequence of oligarchic dominance of political 

institutions in the country is the emergence of a cleavage-less political party system. As can be 

observed throughout history, most especially during the post-independence period, Philippine 

political parties, which are largely related to the agro-commercial and ISI elites, have no 

ideological and programmatic differences with each other, making it more difficult for smaller 

and dispersed interest groups such as the SMEs to influence policy formulation and 

implementation.64 In contrast, in Taiwan, the government made true on their commitment to 

create and implement SME programs in light of the need to win the support of the benshengren 

as a result of some changes in domestic and international landscape (i.e., Taiwanization, 

increased reliance on business associations for foreign trade). 

In the Philippines, however, it was not until substantial changes in the political 

landscape that the policy arena was opened up for the creation of progressive policies and 

programs on SME sector development. For example, the temporary insulation of technocracy 

from dominant interests in the society in the early 70s, coupled with the state’s manufacturing 

thrust and export orientation, led to the creation of progressive government programs for small-

scale enterprises (see Footnote 51). However, as pointed out in the previous section, these 

programs became largely ineffective partly due to the policy elites’ pro-LEs bias (because of 

ideological reasons) and the failure of corporatist bodies, including the SMEs, to organize and 

follow up with the state’s commitments amidst pressures from the president’s cronies.65 

Another political development that led to the opening up of the policy-making arena to 

the SMEs in the Philippines is the early post-EDSA period. Characterized by Quimpo (2008) 

 
64  Among others, political parties usually provide the needed impetus for the creation of a peak business 

association (Martin & Swank, 2008). 

 
65 At this juncture, PCCI, the business sector’s apex representative to the government, was said to be “personality-

oriented” and merely a “post-office of diverse concerns” that is unable to come up with common position on major 

issues   (Ortaliz, 1989, as cited in Hutchcroft, 1991, p. 426). 
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as a “contested democracy,” this period has also led to the passing of the Magna Carta for 

SMEs, mandating support programs for small-scale businesses.66 Notwithstanding, as in the 

previous regime, the implementation of these programs remained weak, as demonstrated by 

the case of the mandatory allocation of credit to SMEs (see Chapter 3, Access to Finance). 

Beyond technical and neo-institutional explanations, part of the reason for the banks’ non-

compliance lies in the weakness of state instrumentalities that can be traced back to the 

country’s distinct manner of state-building during the Spanish and American colonial periods, 

in which government instrumentalities were filled with loyalists and family members by the 

caciques. Decades of cronyism and corruption in the bureaucracy, coupled with the pressure 

from multilateral institutions to implement SAP, led to reforms that resulted in the retreat of 

the state, particularly in industrial development. As such, despite several pro-SMEs laws 

passed after the pluralization of the political arena in the 1990s, the agencies tasked to 

implement SME development policies were “crippled” by the neoliberal state tradition despite 

their willingness to implement industrial policy (or at the very least, private sector development 

initiatives) (M. V. R. Raquiza, 2016). This will be elaborated further in the succeeding chapter. 

Insulation of financial capital from the SMEs and general public. Finance, as 

discussed in this work’s literature review, is arguably the most important input for businesses, 

especially SMEs. However, as demonstrated in the country’s history, capital has mostly been 

limited to the influential segments of the Philippine society, leaving the SMEs and the general 

Filipino public relying on informal and expensive sources of funding. 

A potential source of capital for setting up and growing a business is formal credit (see 

Chapter 3). Unfortunately for the SMEs, the sector’s low bankability, as predicted by 

conventional economic theory, makes it hard for the firms to borrow money from formal 

lending institutions. One way to circumvent this is through a proactive allocation of credit from 

the state, as in the Taiwanese experience (see Chapter 4, Taiwan: A Case of a Successful State-

SMEs Relations).67 While the Philippines had such programs in the past, especially during the 

martial law period, the country’s history witnessed as to how relationship with the caciques—

something that SMEs usually lack—was used to manipulate the financial apparatuses at the 

 
66 In a contested democracy, the elites are still the most powerful actors in the political economy, but the arena is 

now more open to inputs from below due to the deepening of democracy (Brillo, 2012). 

 
67 It must be noted that prior to the creation of SME banks as a result of benign SBR between the state and the 

businesses, Taiwanese SMEs had also relied on informal means of credit (Fields, 1995). 
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detriment of the entire financial sector and, in turn, the small businesses. 68  Episodes of 

cronyism, in addition to the emergence of neoliberalism as the zeitgeist of public administration 

and governance, have led to reforms that reduced the role of the state from being a direct and 

proactive provider of public goods (e.g., credit, technology) to simply a regulator. Since the 

early 1990s, the Philippine state, following laissez faire principles, has hesitated to intervene 

in the provision of credit (or at the very least, credit guarantee schemes) to firms with low credit 

scores, such as the SMEs (M. V. R. Raquiza, 2016).69 Meanwhile, large elite business groups, 

who either own or control substantial stake to the country’s biggest banks (See Table 6 below), 

enjoy preferential access to credit (Hutchcroft, 1998). As one prominent businessman-turned-

national politician admits: 

…. [W]e do not look at the local, small entrepreneurs, who are unable to borrow, unable 

to access credit because our banking system is controlled by five or six families and 

they are happy investing in [government debt papers] or lending to the big industries… 

Right now that is our banking system—it is a cartel and it’s getting fewer and bigger 

through consolidation. (Villar, n.d., as cited in Legaspi, 2011, para. 26) 

Table 6. Richest Families and Individuals in the Philippines and their Banks (2020) 
Rank Name Net 

Worth 
Age Origin of 

Wealth 
Affiliated Bank 

1 Sy Siblings $13.9 B - Diversified Banco de Oro, China Bank 
2 Manuel Villar $5 B 71 Real Estate AllBank  
3 Enrique Razon, Jr. $4.3 B 60 Ports - 
4 Lance Gokongwei & 

Siblings 
$4.1 B - Diversified Robinsons Bank 

5 Jaime Zobel de Ayala $3.6 B 86 Diversified Bank of the Philippine Islands 
6 Andrew Tan $2.3 B 71 Diversified - 
7 Lucio Tan $2.2 B 86 Diversified Philippine National Bank  
8 Ramon Ang $2 B 66 Diversified Bank of Commerce 
9 Tony Tan Caktiong $1.9 B 67 Food - 
10 Lucio and Susan Co $1.7 B 65 Retail  Philippine Bank of 

Communications 
11 Mercedes Gotianun $1.5 B 93 Real Estate East West Bank 
12 Ty Siblings $1.4 B - Banking Metrobank 

Source: Forbes (2020) 

Worse, most of these banks, as examined earlier, were perennial violators of the Magna 

Carta provision on the mandatory credit allocation to SMEs (Khor et al., 2015), which can be 

 
68 For an in-depth discussion of the politics of banking in the Philippines, see Hutchcroft (1998). 

 
69 While government financial institutions (GFI) for SMEs such as Small Business Corporation are still present 

as of the time of writing, they are “crippled” by the prevailing logic of neoliberalism notwithstanding their 

willingness to pursue developmental objectives  (M. V. R. Raquiza, 2016). 
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attributed in part to the historical dominance of the few over the state’s regulatory apparatuses, 

including the BSP (Central Bank) (Hutchcroft, 1998). Comparing this to our model case earlier, 

Taiwan’s relatively stronger and more insulated bureaucracy, both of which were products of 

the island nation’s distinct history, did not allow the same from happening.  

Another way for SMEs to acquire credit is by providing collateral to banks or financial 

institutions. Among others, land is considered to be the most commonly used collateral by 

SMEs and potential entrepreneurs (Harvie et al., 2013). In the Philippines, however, formal 

rights to land have continually been a challenge to a great segment of the society. As the cursory 

historical review above illustrates, land was and still is consolidated to few hands, depriving 

the majority of a reliable collateral instrument. 70  Also, land redistribution, as with the 

experience of Taiwan, could have helped in increasing income in the rural side (i.e., for 

reinvestment and/or use for more productive ventures such as small-scale manufacturing) by 

stimulating agricultural productivity and minimizing income inequality (Studwell, 2014).71 

Regrettably, the cacique class, whose roots trace back to the Spanish and American colonial 

periods, has undermined the land reform agenda of various administrations throughout history 

(Bello, 2005a; Rivera, 1994). Likewise, links with the same class, which most SMEs lack, are 

usually needed to enjoy the benefits of national and local government programs (White, 2015). 

Finally, the way agriculture was organized in the country has also led to the insulation 

of capital from the public, contributing to the persistence of inequality in the country. 

Commenced in the mid-19th century in light of the conclusion of the galleon trade, the cash 

crop and export-based agricultural model resulted in the proliferation of plantations, 

encouraging financial institutions to prioritize the agro-commercial elites instead of small 

entrepreneurs and smallholder rice farmers (A. R. Raquiza, 2012). As a matter of fact, the 

raison d’etre of some state banks such as the PNB was to finance capital-intensive cash crop 

ventures of the elites like muscovado sugar (Billig, 2003). It is therefore not surprising that 

available anecdotal evidence points out to the relationship between concentration of land and 

the lack of SME entrepreneurship in rural areas (White, 2015). 

Policy bias against SMEs. Captured by elite interest, the Philippine state has 

implemented a gamut of policies that favor the larger and more politically influential 

 
70 The recent resurgence of entrepreneurship may be attributable to the growth of remittances from OFWs. 

 
71 Today, farmers, especially those without lands, are considered to be the poorest in the country (Marcelo, 2017). 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

DOI:10.6814/NCCU202100402

 

 
70 

enterprises. As seen in the review above, the regressive tax system that cut across several 

epochs negatively impacted the way the citizens accumulate capital and, in turn, how the latter 

invest in productivity-enhancing activities (e.g., technology, shift to light industries). Citing 

one case from the post-independence period, the agro-commercial and ISI elites-dominated 

government, rather than adopting direct income taxation and strengthening revenue-generating 

apparatuses, maintained the regressive consumption tax policy of the colonial era (Abinales & 

Amoroso, 2017). This, unfortunately, widened the already-huge income and wealth disparity 

in the archipelago. Needless to say, extreme inequality, as evidenced by a burgeoning number 

of studies (e.g., Aceytuno et al., 2020; Berg et al., 2018), can be attributed for the country’s 

slow economic growth and weak entrepreneurial landscape. By contrast, however, the 

businesses owned by or associated with politically powerful clans, such as the Lopezes (McCoy, 

1993), have enjoyed tax exemptions and preferential treatment on tax assessment and 

payment.72 Other particularistic privileges that LEs (and even some foreign enterprises) enjoy 

include special tariffs and exemptions, support from government banks, and favorable 

treatment from state agencies such as the Bureau of Customs (de Dios & Hutchcroft, 2003).73 

Furthermore, besides taxes, bias against SMEs was also manifested in the way the 

technocrats articulate their notion of development. One of the most prominent examples in 

history was related to the automotive industry. In examining the reason why the Philippines 

has failed to cultivate a vibrant car manufacturing despite initial advantage over neighboring 

countries, Doner (1991b) asserts that Filipino policy elites prioritized inefficient LEs such as 

Silverio’s Diamond Motors Corporation at the expense of SMEs due to their preference for 

gargantuan ventures like Ongpin’s 11 major industrial projects.74 Such “inherent bias for elite 

big business concerns,” which complemented the neo-patrimonial character of the state and the 

authoritarian regime, often runs counter to redistributive programs and policies that could have 

 
72 In an interview with the author (August 2020), Prof. M. V. R. Raquiza narrated how the Lopezes are enjoying 

favors from the government, particularly loan condonation of billions of pesos. When asked whether SMEs could 

also enjoy such privileges, she responded, “[t]hat would have never happened in SMEs, especially the micros… 

For sure, SMEs do not enjoy those tax breaks, tax avoidance measures, and loan condonation. The atmosphere is 

not competitive; the small ones cannot compete.” 

 
73 Foreign investments are also encouraged today by providing incentives such as electricity and tax subsidies. 

Foreign businesses in export processing zones enjoy low taxes for years, making them, according to Prof. Ofreneo 

(personal communication, 2020), “rent-seekers.” Meanwhile, SMEs do not get such privileges despite bearing the 

brunt of high cost of doing business in the country (A. R. Raquiza, personal communication, October 2020). 

 
74 Apart from ideological bias for LEs, the government also “went big” (i.e., create cronies) partly due to Marcos’s 

need to build an economic base outside his rival ISI elites (A. R. Raquiza, personal communication, October 2020). 

This suggests that politics, in addition to economics, is at the center of policy formulation and implementation. 
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sparked economic growth and industrialization, such as agrarian reform and, to a certain extent, 

small-scale enterprises sector development. This is in stark contrast with that of our model case 

polity, Taiwan, wherein the Kuomintang, as a transplanted political regime, implemented an 

economic development strategy that underscored macroeconomic stability and hindered the 

growth of large indigenous capitalists that might have posed as political threats to the ruling 

party (Clark & Tan, 2011; Park, 2001). 

 Confinement of entrepreneurship from the general population. Another recurring 

observation that can be made from the preceding historical review is that the opportunities to 

engage in trade and industry have largely been confined to powerful individuals and families. 

For example, the Spanish colonial administration gave the native principalia and the Catholic 

clergy the sole access to the galleon trade, which in turn created the oligarchic class that would 

later on lobby for policies that were inimical to SMEs. An example of such path dependence 

is the Retail Trade Nationalization Law (1954) that was enacted under the ISI and agro-

commercial elites’ Congress. Although its objective was progressive on the façade (i.e., to 

allow ordinary ‘Filipinos’ to have a stake in the retail sector), the law inhibited both the Chinese 

and Chinese-Filipinos from owning SMEs, allowing those with existing political and economic 

capital to take advantage of the program (White, 2015).75 Such business climate (i.e., either 

control of foreigner or dominance of the oligarchy), coupled with the presence of bureaucratic 

red tape and the general lack of credit and support to SMEs, deprives most individuals of the 

opportunity to engage and practice entrepreneurship. Furthermore, the confinement of 

opportunities can also be attributed to the old established families’ fear of competitors that 

could challenge their hegemony (White, personal communication, September 2020). 

Comparatively, in Taiwan, the leadership deliberately allowed a great segment of the society 

(e.g., bengshengren) to engage in entrepreneurship, as the government needed to focus on 

controlling the bureaucracy, as well as the upstream, strategic industries. This therefore helped 

the majority to hone their entrepreneurial skills, including social capital, that were instrumental 

in igniting a broad-based economic boom. 

Missed opportunities for SMEs. Finally, history is not replete with episodes in which 

small-scale enterprises could have improved their performance and place in the SBR. As can 

be gleaned from our review of Philippine history above, some junctures such as land reform, 

 
75 Tiny firms’ value added declined 5.4% annually from 1956 to 1962, while the larger ones grew 10.0% per year, 

serving as the engine of one the Philippine economy’s fastest growth spurts (Itao & Co, 1979). In other words, 

the growth spurt during the ISI period was largely LE-based. 
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the provision of rehabilitation fund after the war, the institutionalization of a quasi-corporatist 

structure during martial law, and the democratization of the country in 1986 could have enabled 

the SMEs to develop further. However, as will be elaborated shortly, certain features of the 

country’s political economy have kept these opportunities relatively out of SMEs’ reach. 

As discussed earlier, land redistribution could have helped in minimizing political and 

economic inequality—two structural conundrums that restrict the general populace and SMEs 

from developing further. Whereas almost every post-independence administration—at least, 

nominally—endeavored redistributing agricultural lands (that can be used as collateral for 

loans for entrepreneurs), the implementation of such programs has been undermined by the 

political elites that come from the landed segment of the society. To cite but one example, the 

post-EDSA land redistribution program was a product of compromises between the reformers 

and the landed elite-dominated Congress. 

Another window of opportunity for SMEs opened during the initial years of the post-

independence government. As one of the most devastated countries during the Second World 

War, the Americans conditionally provided the newly independent Philippines with aid for 

rehabilitation. However, similar to the case of land reform in the country, the existing political 

economic structure, particularly the dominance of the oligarchy over Congress and the state’s 

bureaucratic apparatuses, did not allow the rehabilitation funds to cascade down to the less 

politically influential segments of the society. Unlike Taiwan and Korea which used the 

reconstruction funds wisely to develop their own industries through allocative planning, the 

Philippine government had channeled it individually, for political reasons, to the elites, who 

then used part of the funds to satisfy their desire for imported luxury goods. This fund, had 

only been distributed more generally or used in the same manner as the two developmental 

states, could have jumpstarted industrialization or enabled more people to venture into 

entrepreneurship, both of which are necessary for the development of a vibrant SME sector. 

Additionally, the quasi-corporatist structure instituted during military rule could have 

served as a venue for SMEs to articulate their concerns to the state. Unfortunately, as in the 

previously discussed junctures, the concertation bodies, apart from the technocrats’ ideological 

bias against small-scale businesses, were highly influenced by political pressures from the 

authoritarian and his cronies. By contrast, in our model case, Taiwan, concertation efforts, 

which were introduced in light of the process of Taiwanization, worked successfully partly 

because, as the developmental state theory suggests (Kuo, 1995; Wade, 1990), the Taiwanese 
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government was relatively insulated from particularistic interest (especially the landed elites); 

the businesses, including the SMEs, were organized in a corporatist structure; and the large 

business groups, particularly during the high-growth years, were not that concentrated and 

powerful politically—all of which were lasting legacies of the nation’s political exigencies.76 

Lastly, the return of democracy, although presented some opportunities for the small-

scale business sector to forward their agenda to the policy-making bodies, did not lead to the 

credible implementation of policies for the SMEs, as the juncture coincided with the state’s 

retreat in private sector development vis-à-vis the new regime’s need to prevent the 

authoritarian’s cronies from reconsolidating power, as well as the emergence of neoliberalism 

as the country’s development and governance paradigm. 

Summary of the Chapter 

In sum, factors such as elitist political landscape, insulation of capital from the small 

entrepreneurs and general population, policy bias against small-sized businesses, and 

confinement of entrepreneurship to the ‘few’ all served as constraints for SMEs to grow and 

become a potent economic and political force in society. Conversely, LEs, throughout history, 

were given preferential treatment by the state, contributing to the unequal industrial structure 

of the country. While there were instances that could have triggered openings for the SMEs to 

improve their standing in the society and SBR, the country’s political economic structure, most 

especially the “stickiness” of the oligarchy, impeded these from happening. In other words, the 

country’s lopsided industrial structure was a product of an unequal distribution of economic 

and political power between the SMEs and the larger, more influential firms that dominated 

Philippine society throughout history. All these notwithstanding, the question still remains as 

to why Philippine SME sector today cannot organize and act collectively to influence, among 

others, the formulation and implementation of policies? In the succeeding chapter, this question 

will be dealt using the SBR framework that was modified to account for the peculiarities of 

Philippine state-SME ties. 

 
76 Recently, however, Taiwan’s political economy is experiencing headwinds as a result of its past developmental 

strategy. For a discussion of Taiwan’s “costs of success,” see Chapters 4, 5, and 7 of Clark and Tan (2011). 
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Chapter 7 
State-SMEs Relations in the Philippines 

 
By and large, private sector in the Philippines equals the LEs or the big 
businesses. So, when you see, for example, the president consulting the 

private sector, who is at the table? Who is around the room?  
Definitely not the 99.5%! 

Ma. Victoria R. Raquiza (personal communication, 2020) 

The SME sector has been the main chance for igniting growth in East Asia, 
but [it] has been politically repressed in the Philippines. 

Lynn T. White (2009) 

The preceding chapter traced the historical roots of the Philippines’ unequal industrial 

structure, focusing on the historical episodes that led to such a political economic landscape. 

While Philippine political economy was historically skewed against the smaller and less 

politically influential enterprises, this does not necessarily mean that the SMEs, as well as the 

state, cannot and will not exercise ‘agency’ and organize collectively to influence, among 

others, the way private sector development policies are formulated and implemented. 

This chapter, in the main, seeks to problematize the foregoing by asking how the SMEs 

and the state, in contemporary times, organize and interact with each other. In an attempt to 

elucidate on the posited question, this work utilized a modified version of Kondoh (2005) and 

te Velde’s (2006) SBR framework to examine the country’s state-SMEs relations. 

Fundamentally, the theoretical framework, which was adjusted by the current author in light of 

the intricacies of the Philippine context, looks at the following as the foci of analysis: (1) the 

organization of the state (and instrumentality/ies), (2) the way SMEs in the country are 

organized, and (3) the nature of ties between the two aforementioned sectors (see Chapter 4). 

These three components will also serve as the outline for the discussion below.  

The Organization of the Philippine State and DTI: Nature, Capacity, and Ideology 

 There is a general consensus amongst the students and scholars of political economy of 

development that the state has a significant role in facilitating economic transformation.77 

 
77 Contrary to popular conception, economic liberals also see the state as necessary in development. However, the 

liberal notion of the state’s role in the economy is limited to what Evans (1995) refer to as “custodian” (p. 13). 
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Therefore, in addition to examining the SME sector per se so as to shed light on the question 

of why small-scale businesses in the country suffer from poor performance, it is also paramount 

to look at how the Philippine state is organized. Just to reiterate, by organization, the author, 

taking a cue from other SBR and institutionalist scholars, refers to the level of capacity and the 

nature of the state. Generally speaking, the former can be operationalized in view of Weberian 

ideals such as meritocracy, transparency, and the bureaucrats’ insulation from political and 

interest-based pressures, whereas the latter is examined by closely looking at the economic 

ideology of the regime and the ‘place’ of private sector development (or more particularly, 

SME development) agenda in politics. These concepts, as dissected earlier in Chapter 4, will 

be used in the following analysis of the Philippine state’s organization vis-à-vis the SMEs. 

The Nature of the Philippine State: Weak and Oligarchic 

 By and large, experts have portrayed the Philippine state in a negative light: patrimonial 

oligarchic state (Hutchcroft, 1998), anti-developmental state (Bello, 2005b), proprietary polity 

(A. R. Raquiza, 2012), and a predatory state that is complicit in the perpetuation of crony and 

ersatz capitalism (Kang, 2002; Yoshihara, 1988). Quantitative assessments also appear to echo 

the same characterization of the country. For example, in the latest Fragile State Index (The 

Fund For Peace, 2020), the Philippines is ranked 54th out of 178 countries, indicating that its 

government is highly unstable and ineffective in implementing policies and programs. The 

country is also a consistent low placer in the World Governance Index.78 Owing perhaps to the 

Philippines’ distinct manner of state-building under the Spanish and American colonial periods 

and the elites’ capture of the state (see Chapter 6), the low score signifies that the bureaucracy, 

among others, is inefficient and prone to rent-seeking. All these characterizations, irrespective 

of their shortcomings, goes to show that the Philippine state, in general, is unorganized and 

weak from the vantage point of ‘bureaucracy’ as how Max Weber conceptualized it. 

 Nevertheless, in a sea of weak institutions, there are government instrumentalities in 

the country that are considered as what Takagi (2016) refers to as “islands of state strength.” 

Among these pockets of effectiveness and efficiency are the economic bureaucracies that have 

been consistently tagged as vanguards of ‘good governance,’ such as the Department of Trade 

and Industry (DTI) (Remo, 2015).  

 
78  In the past three years, the Philippines scored 0.05 (2017), 0.05 (2018), and -0.05 (2019) in the World 

Governance Indicators, an aggregate metric for governance variables such as bureaucracy’s effectiveness, rule of 

law, regulatory quality, voice and accountability, and control of corruption. 
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The Department of Trade and Industry: An Island of State Strength 

 Tracing its roots back to the Department of Commerce and Industry (DCI) during the 

American period, the DTI is the Philippines’ main agency for business regulation and 

implementation of development initiatives for the private sector, including the SMEs. 

Throughout history, the agency underwent several restructurings, most substantial of which 

was during the martial law period when the president ordered the separation of DCI into two 

agencies, namely, Department of Industry and Department of Trade, in light of the need to 

promote specialization (Department of Trade and Industry, n.d.-b).79 At more or less the same 

period, technocrats were prioritized and placed as heads, increasing, among others, the level of 

insulation from particularistic interest and professionalism of the two departments. In the early 

1980s, however, the SAP, which was forced upon by the multilateral organizations to the 

country, resulted in the re-merging of the agencies, as well as the adjustment of the state’s 

private sector development strategies from industrial to commercial and from developmental 

to more regulatory (see Chapter 6).80 

 In contemporary times, the Department is regarded as an island of state strength. As a 

matter of fact, in a paper presented by Batalla (2000), the DTI was one of the agencies that had 

the least number of cases filed with the Sandiganbayan, a special anti-graft and corruption court 

in the country. Furthermore, the Department, according to a survey by a local business chamber, 

is the most transparent national government agency in the country (de la Torre-Orong, 2019). 

These distinctions can be partly explained by the agency’s meritocratic practices, which arose 

hand-in-hand with the ascendance of technocracy in the policy-making arena in the early 1970s. 

According to an official from the DTI (Salonga, personal communication, August 2020), the 

Department, unlike other government agencies in the country, is mostly staffed by permanent 

career personnel (also known as plantilla in Philippine public administration parlance), whose 

graduate and doctoral degrees were from prestigious universities in and outside the country.81 

The DTI also retains its competent staff through meritocratic promotion and comparable 

 
79 SME development was one of the agendas of the Department of Industry. For more information, see Footnote 

17 of A. R. Raquiza’s (2012) Chapter 5. 

 
80 More particularly, given the dominance of commercial elites in the country (see Chapter 6), the merged setup 

that was continued by succeeding administrations, unlike Japan’s MITI, worked against the interests of the 

industries. Among others, such reconfiguration explains why service and commercial ventures, especially in the 

SME sector, make up the huge bulk of today’s economy. 

 
81 Today, unlike most government agencies in the Philippines, the DTI’s policy is that only service personnel such 

as drivers and messengers are outsourced to manpower agencies (Salonga, personal communication, August 2020). 
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remuneration with the private sector. Scholars who are in the same tradition as Chalmers 

Johnson, such as Schneider and Maxfield (1997), see such practices as important prerequisites 

in the development of a benign business-government ties. However, this is not to say that 

politics is a non-factor in the agency; politics, in actuality, play a crucial role in the selection 

of DTI’s top-level officials, considering the persistence of proprietary polity, a longstanding 

practice of “recruiting economic managers outside the bureaucracy… based on personal 

relationships with the political leaders as much as on their expertise” (A. R. Raquiza, 2012, p. 

22), in the Philippine administrative system. Nevertheless, the DTI enjoys enormous trust and 

confidence, especially from the country’s business leaders.82 In the Makati Business Club’s 

(2019) Executive Outlook Survey, the DTI scored a rating of 82.8%, placing fourth among 69 

government agencies in the country in terms of (perceived) performance. 

The Other Side of the Island: DTI as a ‘Crippled’ Agency 

However, while it is highly trusted by the elite business community and composed of 

extremely qualified corps of civil servants, the Department appears to be less prioritized in the 

grand scheme of Philippine politics, hindering it from intervening more directly in the economy, 

especially the SME sector. In fact, as illustrated in the Figure hereunder, the DTI received one 

of the lowest budget allocations among the national government agencies in the past years. 

Such woeful budgetary support, albeit steadily increasing, is symptomatic, according to M. V. 

R. Raquiza (personal communication, July 2020), of the agency’s low place in politics.83 

Figure 16. Budgets (in billions of Philippine Pesos) of DTI, DA, DOH, DSWD, DPWH, DepEd (2014-2020) 

 
Source: Department of Budget and Management – People’s Budget (2015, 2016, 2017, 2018, 2019) 

 
82 It is in the opinion of the current author that, beyond reaching out to the country’s top business leaders, SMEs 

should be heard as well in the surveys. 
 
83 The current administration (2016 – present) however expanded the P3 program (see Chapter 2), increasing the 

total budget of the Department. 
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Given the agency’s low yearly budget allocations, it comes as no surprise that its 

manifold programs and initiatives (see Chapter 2), especially for the SME sector, have low 

reach. As M. V. R. Raquiza (personal communication, July 2020) notes, “the policy rhetoric 

may be there, the programs [for SMEs] may be there, but if there is no adequate budget to 

support that, then it is all ‘drawing’ – the ending of all these would be ‘drawing.’”84  

According to a well-placed official from the department (Salonga, personal 

communication, August 2020), the DTI has assisted around 180,000 SMEs to date (in all major 

programs).85 This figure, however, appears to be, at best, moderate considering that there are 

almost a million of SMEs, not including the informal ones, in the country. As Philippine SMEs 

expert Dr. Tristan Canare (personal communication, August 2020) laments: 

It is definitely possible that the government is reaching out, but if the question is 

whether there are many SMEs being assisted by the Philippine government, the answer 

perhaps is not a lot if we are talking in a relative sense. 

This finding is corroborated by a recent survey conducted by the Asian Institute of 

Management (Daño-Luna et al., 2018), which discovered that only 2.1% of the surveyed SMEs 

utilize the government’s programs for the sector.86 This fact either suggests that government 

programs do not appeal enough to the SMEs themselves (Mikamo, personal communication, 

September 2020) or its programs are not communicated adequately to the intended 

beneficiaries. Whatever the reason is, both concerns point to the passive nature of the country’s 

state-SMEs relations in the country and the inability of the state, particularly the DTI, to 

effectively enact policies. Furthermore, the SB Corporation, the DTI’s financing arm for SMEs, 

has regularly been denied of its mandated budget (including sovereign risk cover) since 

inception, prompting Prof. M. V. R. Raquiza (2016) to characterize it as an institution “crippled 

at birth” (p. 182). These, coupled with the fact that most banks violate the mandatory provision 

of credit to SMEs, deprive the SMEs the needed financing to further develop. 

 
84 ‘Drawing,’ in Filipino parlance, connotes that plans are not being followed through. This is approximate to the 

English idiomatic expression, “all talk, no action.” 

 
85 A large portion of this number might be due to the stimulus provided by the government vis-à-vis the COVID-

19 pandemic. The pandemic has, in a way, made the policymakers rethink the value of the sector to the economy. 

Programs that were discussed in the correspondence with the interviewee are P3, OTOP, and Kapatid Mentor ME 

(mostly through webinars because of the need for social distancing).  

 
86  Most of the surveyed firms were in Metro Manila. Considering that most of government programs are 

concentrated in the capital region, the outlook appears to be grim for SMEs in the provincial areas. 
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A huge part of the reason for the DTI’s (and its attached agencies) paltry budget 

allocation over the years and its programs’ limited reach is the country’s political economic 

climate that sees the role of the state as a mere regulator rather than a direct catalyst of 

development, a tradition that has been reinforced by various critical junctures in the country’s 

history (see Chapter 6, Contemporary Period: The Return of Oligarchic Democracy).87 As 

former NEDA Director-General Cielito Habito (2014, cited in M. V. R. Raquiza, 2016) notes: 

the small budget of DTI comes from a market philosophy that the government should 

not be in business itself or be a direct practitioner. There is no justification for a large 

budget because it is not expected to make catalytic investments…. There is an economic 

theory behind it which is neoliberal which states that firms should have a profit motive 

to be effective. This is the free-market philosophy. (p. 163-164) 

Relating Habito’s point with the plight of the SMEs in the country, M. V. R. Raquiza (personal 

communication, July 2020) adds: 

SMEs are in a bad position because the policy framework does not prioritize the 

interventionist state supporting them. They are let to the vagaries of the market. So, 

they have to sink or swim in the context of the market framework because the state is 

prevented from overstepping its ideological straitjacket. Even if the agencies and its 

officials would like to be more proactive, they are constricted to make a move, as the 

institutions that are supposed to help SMEs like DTI and SBC are now disempowered. 

Such hegemonic grip of neoliberalism (in the sense of ‘state retreat’) in the country’s 

policy and governance zeitgeist begs the following question: if the state is too hesitant to 

intervene in private sector development, then who would provide the impetus to counteract the 

state in addressing market failures for the SMEs? The answer to this question lies, as advanced 

by the proponents of the SBR approach, in the way the private sector, particularly the SMEs, 

organize to influence the formulation, implementation, and monitoring of policies. 

The (Dis)organization of Philippine SMEs 

In the relative absence of an activist government, policy coordination may be hindered 

or facilitated depending on the organization of the private sector (see Chapter 4). This is 

 
87 Other reasons for DTI’s low budgetary support include the personal influence and acumen of the department 

secretaries in the cabinet and the inaccurate perception of the policymakers that the Department is merely a ‘staff’ 

(or support) agency, as opposed to a ‘line’ department that directly implements policies (M. V. R. Raquiza, 2016). 
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because organization, among others, allows businesses, especially the financially weaker and 

geographically dispersed SMEs, to articulate their concerns to the state (and other private firms) 

by consolidating otherwise dispersed interests into a single voice, thereby increasing the 

sector’s bargaining power. Dr. Canare (personal communication, August 2020), an economist 

specializing in SMEs in the Philippines, aptly explains: 

If you are going to negotiate on your own, then you would have a weak bargaining 

power… However, if, let’s say, the entire organization will negotiate on behalf of the 

members, then you would have bigger bargaining power… If your business 

organization will negotiate in your behalf, the chances are you would be able to get a 

better deal… [from the government and other enterprises, such as suppliers and 

international market]. 

In other words, “[c]ollective voice is more influential than individual ones” (Mikamo, personal 

communication, October 2020). Furthermore, in a political economy where the state has a weak 

(or in DTI’s case, crippled) capacity to implement programs and policies, organization enables 

the government to engage the firms at the association-level, which decreases coordination and 

transaction costs of interaction between the two sectors (Sen, 2015). 

To analyze the organization of businesses, SBR scholars (see Chapters 3 and 4) 

operationalize this component as the presence and scope of a peak, umbrella association that 

represents the multi-sectoral interests of the private enterprises (in this case, SMEs). This, i.e., 

examining the presence (or lack thereof) and scope of an SME-oriented business association 

in the country, will be the objective of this section’s discussion. However, before zeroing in on 

the aforementioned components, it is necessary “to [first examine] the state of organizing in 

the [general] private business sector” (A. R. Raquiza, personal communication, October 2020) 

to better understand how major businesses and associations in the Philippines, most of which 

are dominated by LEs, impact the SME sector. 

Overview of the Philippine Business Sector 

 In the perspective of Hall and Soskice’s (2001) Varieties of Capitalism, the Philippine 

business sector is considered as an extractive family capitalism. Needless to say, this category 

indicates that the business (including financial) sector is dominated by few families. Amongst 

the nine East and Southeast Asian economies surveyed in 2008 (see Table 7), the Philippines 

had the “highest proportion of large firms under the control of elite families” (Carney, 2016, p. 
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18), a phenomenon that is attributed, as explored in the previous chapter, to the Spanish and 

American colonization of the country. Large businesses also represent the bulk of the national 

economy’s output at 64.3% of the GDP, whereas SMEs, despite their numerical dominance 

(i.e., 99.52% of all the registered businesses), contribute the remainder. 

Table 7. Ownership of Largest Publicly Traded Companies in East and Southeast Asia (2008) 

Country Number of 
Corporations Widely Held (%) Family (%) State (%) 

Hong Kong 158 6.3 60.6 28.0 
Indonesia 132 3.8 57.3 14.1 
Japan 136 57.4 9.6 6.3 
Korea 159 28.9 54.5 6.9 
Malaysia 154 2.6 51.5 39.7 
Philippines 114 3.5 78.5 5.2 
Singapore 131 8.4 60.2 20.5 
Taiwan 163 57.1 13.8 9.2 
Thailand 149 30.9 37.8 12.8 

Source: Carney & Child, 2013 as illustrated in Carney, 2016 

 Meanwhile, similar to NGOs and CSOs, business organizations in the Philippines are 

diverse. As of writing, there are 138 organizations representing various business interests in 

the country (Salonga, personal communication, August 2020), most prominent of which is the 

Philippine Chamber of Commerce and Industry (PCCI), the country’s apex body for businesses. 

In terms of organization, domestic business associations are organized along sectoral, 

geographic, and/or ethnic lines. The first one, which comprises most of the business 

organizations in the country, means that firms, whether LEs or SMEs, can join an organization 

that represents their economic sector (Canare, personal communication, August 2020), e.g., 

Philippine Food Processors and Exporters Organization for small and big food manufacturers. 

Meanwhile, the second category, as its name implies, is one whose membership is based on 

where the member-businesses operate. Finally, ethnic-based business organizations are those 

whose members belong to the same ethnic group. Most businesses under this category have 

either Chinese or Spanish-Castilian/Mexican roots (White, 2015). Apart from domestic 

business organizations, foreign investors in the Philippines tend to organize by country of 

origin, the most notable ones being the American Chamber of Commerce of the Philippines 

(AmCham) and the Japanese Chamber of Commerce and Industry of the Philippines. 

It should be noted that such a climate may have consequence on how policies are 

formed and implemented. First, since firms are largely organized by economic sectors (e.g., 

retailing, furniture makers), businesses coming from strong economic sectors would be, as 
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expected, more influential in the policy-making arena, possibly undermining those with weaker 

voices. By contrast, as Schneider and Maxfield (1997) assert, “encompassing multisectoral 

associations are more likely to press for policies that promote growth throughout the economy 

rather than favor particularistic sectors at the expense of others” (p. 21). This explains in part 

why commercial interest, the prevailing interest in most part of the history (see Chapter 6), has 

dominated the economy at the cost of the country’s manufacturing base. The private sector’s 

commercial and retail orientation, as will be discussed in the latter part of this section, has an 

implication on the way SMEs organize as a political unit. 

 Secondly, there is also a possibility that the SME agenda can be undermined in an 

association where both LEs and SMEs are present due to the former’s stronger influence. This 

was the case when PCCI, the country’s peak umbrella business association, lobbied for the 

implementation of regressive, indirect taxes, such as the expanded value-added tax (Mikamo, 

2013), at the expense of consumers and small-scale businesses, especially the informal ones.88 

Despite the association having both SME and LE members, the case suggests the primacy of 

elite big businesses’ interests in PCCI’s internal decision-making.89 

 What has been discussed so far are those SMEs that are organized and active in their 

respective organizations. Unfortunately, however, the reality is the contrary: the majority of 

the SMEs in the country are not organized. In fact, in a survey conducted by Francisco and 

Canare (2019), only a fourth of the surveyed SMEs are members of an organization.90 This is 

corroborated by case studies of chambers at the local level whereby few SMEs were part of 

organizations, posing a problem in terms of representativeness (Thapa, 2012). 

 
88 While still a debate, it can be deduced a priori that the incidence of indirect taxes falls heavily on marginalized 

groups, such as ordinary consumers and small businesses. Further, owners and employees are consumers. Apart 

from tax structure, tax compliance also affects the SMEs perversely. As such, many businessmen at that time did 

not support the program (Xinhua News Agency, 2005). It is worth mentioning that the policy elites’ aversion of 

income and wealth taxation is largely due to the longstanding weakness of tax administration system in the country, 

as well as the dominance of those groups that are against direct taxation. Today, SMEs, though some are exempted, 

pay a ginormous 30% corporate income tax on top of indirect taxes. 

 
89 Earlier works (e.g., Aldaba & Aldaba, 2014) suggest that PCCI advocated several SME policies (e.g., Magna 

Carta for SMEs) that were acknowledged by the government. However, some experts, as will be discussed later, 

have pointed out the tendency of the organization to be elitist, limiting the potential of the sector to be inclusive 

and influence policy-making (including monitoring and implementation). Today, however, the Chamber is at the 

forefront of pro-SMEs policies during the COVID-19 pandemic. Such shifts may perhaps be due to changes in 

leadership internally or exogenous variables, which can be investigated by a study in the future.  

 
90 Survey respondents were from Metro Manila, the country’s capital region. The backgrounds of the respondents 

were not described in the study. Considering the absence of the samples’ description, it is impossible to determine 

whether there is a relationship between firm size and the tendency of firms to be part of an organization. 
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All these serve to underscore that without a specific organization that caters to all SMEs 

regardless of economic sectors, as well as incentives that could encourage tiny firms to 

collectively organize, it would be a tough mountain to climb for SMEs to be fully empowered 

actors in the Philippine political economic arena. 

The Absence of an SME-wide Organization in the Country 

 While there is a myriad of business associations in the Philippines, the country is devoid 

of an all-encompassing peak SME organization that is able to aggregate various interests and 

shape policy-making. In fact, not a single organization that represents SMEs has been identified 

throughout the course of the author’s literature review and interviews or correspondence with 

well-positioned government officials and representatives from the private sector (e.g., Cruz, 

November 2020; Querubin, personal communication, October 2020). All the interviewed 

experts from the academe also concur with the assessment of this work’s author. To cite an 

example, Dr. Canare (personal communication, October 2020) used the word “silos” to 

characterize how SMEs operate in the country. Meanwhile, Prof. M. V. R. Raquiza (personal 

communication, July 2020) described the sector as “fragmented” and “disorganized.” 

 The absence of an SME-wide organization has several implications on policy 

coordination, formulation, and implementation: firstly, the lack of a peak SME organization 

that cuts across industries makes it difficult for the government to determine the needs of the 

entire sector, dampening the voices of those firms with less influence and resources.91 This was 

confirmed by Atty. Querubin (personal communication, October 2020), a well-placed official 

from the Committee on Trade, Commerce, and Entrepreneurship of the Philippine Senate: 

It can be said that the lack of an official organization representing the SMEs is a factor 

that affects policy-making. We only depend on groups and resource persons as referred 

to us by the DTI and sometimes through various members of SMEs that personally 

approach the Committee through letters or referrals. Some concerns referred to us are 

more personal and does not completely capture all the issues faced by SMEs.92 

 
91 The Bureau of MSME Development, however, notes that despite not having a dedicated organization that 

officially represents the SME sector, the government does not find it challenging to determine the needs and 

concerns of the small businesses since sectoral associations, which also comprise of SMEs, are well-received in 

the public policy-making arena. However, as stated earlier, organizations coming from strong economic sectors 

could possibly undermine those with weaker voices. 

 
92 To circumvent this, the Committee tries to be inclusive as much as possible, inviting reps from different sectors. 
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Prof. M. V. R. Raquiza (personal communication, July 2020), a professor and a civil society 

leader in the country, also notes that in the absence of a peak association for SMEs, it is usually 

those stable and bankable enterprises that are getting the attention when the government talks 

about SMEs and chooses representatives from the sector.93 She evidenced this by wryly sharing 

her experience in one of the government’s meetings on SME sector development she attended 

that ironically did not have representatives from the micro and small categories. The fact that 

a former CEO of the largest real estate company in the country also serves as the current MSME 

representative in the MSMED Council, however good the intention is, also confirms Raquiza’s 

assertions (Department of Trade and Industry, 2019). 

Secondly, it can be inferred that the lack of organization, as well as the general aversion 

of SMEs to join business associations, contributes to the difficulties besetting the government 

in publicizing their programs.94 As some of this research’s informants note, information on the 

programs of the government are commonly channeled through the associations. As such, given 

the fact that many SMEs are not members of organizations, it is hardly surprising that only a 

small portion of the sector, as mentioned earlier, was able to avail of the state’s programs 

(Daño-Luna et al., 2018).95 

Lastly, as expected, the lack of SME-wide organization affects the bargaining power of 

the sector. This was evident, among others, in the case of the passing of Retail Liberalization 

Act in the early 2000s, wherein the SME sector was too fragmented to counter the economic 

managers’ pressure to enact a law that was infamous amongst small retailers and producers. 

Today, the law did not achieve its goal of encouraging substantial foreign investments from 

big retailers; instead, despite safety nets, it indirectly opened the gates of the country’s lucrative 

retail market to foreign players (in addition to ginormous domestic retailers such as Sy’s SM 

and Ayala’s Ayala Malls), giving unfair competition to domestic retail SMEs (Campos, 2019). 

It must be acknowledged, however, that not everything was on the negative side for the 

SMEs: non-contentious bills, such as the Magna Carta for Small Enterprises and the Barangay 

Micro Business Enterprise Law, were able to garner support in the Congress at the backing of 

 
93 This poses a chicken-and-egg dilemma for the smaller businesses, as will be seen later on in this chapter.  

 
94 International Trade Centre (2020), in a report about SME competitiveness in the Philippines, notes: “those with 

better connections…” (p. ii) tend to tap governments programs more. 
 
95 DTI, however, has other ways to makes its programs known to the public, such as mass and social media. 

Nonetheless, Filipinos, in general, tend to engage and transact more through traditional means of social interaction. 
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some major business associations (Aldaba & Aldaba, 2014). Nevertheless, as argued earlier, 

the agencies tasked to implement these laws have been hamstrung by the prevailing neoliberal 

orientation of the state, as well as the disorganization of the SME sector, which could have 

helped counterbalance the government with the latter’s lack of credible implementation of 

SME programs and policies. 

Probing the Absence of SME-wide Business Organization in the Philippines 

 Why then is there an absence of an all-encompassing peak SME-wide organization in 

the country? This work offers three open-ended explanations based on the researcher’s 

literature review and interviews with political economy and collective action experts: 

 Hands-off approach of the state. The absence of an SME-wide business organization, 

as well as the general weakness of the chamber culture in the country, is in large part a product 

of the state’s reluctance to intervene in the political economy. As examined earlier in Chapter 

2, in particular the discussion on Mancur Olson’s works, there are two ways by which collective 

action can be achieved: (1) provision of incentives that would lessen the costs involved in the 

pursuit of a common objective and/or (2) coercion from an authority. The state, as an actor that 

has immense political and economic resources, can be a source of both.96 

 Throughout history, a great number of business associations in the Philippines was 

established by the state, echoing the statist paradigm in the organization of private sector. To 

cite an example, the government established the Federation of Filipino-Chinese Chambers of 

Commerce and Industry (FFCCCII) in 1954 to streamline how political leaders can tap the help 

of Chinese-Filipino and Chinese businessmen (FFCCCII, n.d.). Another case of state 

intervention in capitalist collective action was the creation of the Women’s Business Council 

of the Philippines, wherein the government gave the organization with support, such as 

maintenance of full-time secretariat and provision of financial subsidies, during its infancy 

(Abiva, personal communication, September 2020). 

 Unfortunately, today, the Philippine government is largely hesitant to intervene in the 

economy due in large part to its neoliberal state tradition, a paradigm that has been legitimized 

by some critical junctures in history (see Chapters 6 and 7, The Other Side of the Island: DTI 

as a ‘Crippled’ Agency). In the neoliberal perspective, businesses (i.e., distributional coalition) 

 
96 Consistent with the statist perspective, A. R. Raquiza (personal communication, October 2020) contends that 

“it is the government that will strengthen the associations… and influence the organization of associations.” 
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are seen in a negative light, i.e., corrupt and rent seekers. Hence, any assistance to the private 

sector, including subsidies for incentivizing organization, are considered in the said intellectual 

tradition as inimical to the economy and society. As Canare (personal communication, August 

2020) notes, “such deliberate creation of associations is probably beyond the mandate of the 

government, particularly the DTI.” Likewise, the country’s historical and political landscape 

serve as barriers to having more state intervention in SMEs’ collective action, as business 

organizations, including PCCI, were seen, during martial law, as in cahoots with the 

government in ransacking the state coffers (Mikamo, 2013). 

 Service-based and commercial orientation of the Philippine SME sector. Certain 

characteristics of the sector also appear to facilitate or hinder capitalist collective action. Shafer 

(1997, as cited in Haggard et al., 1997) argues: 

Sectoral characteristics are a determinant not only of firms’ preferences but also of their 

capacity for collective action: The lower the economies of scale in a sector, the simpler 

the technology and the skill-level used; and the lower the capital required for entry, the 

lower the capacity for collective action. (p. 44) 

Owing to the dominance of commercial interests throughout the country’s history, 

SMEs—or Philippine businesses in general—are predominantly in the service-oriented and 

commercial industries (e.g., retail, food and accommodation). Meanwhile, those that are 

engaged in manufacturing comprise only 11.65% of the country’s total SMEs (see Chapter 2). 

Dr. Ofreneo (personal communication, August 2020), a professor of industrial relations at the 

University of the Philippines, observes: “most SMEs today are retailers and distributors… The 

SMEs that are into production, on the other hand, are disappearing.” 

Figure 17. Percentage of Manufacturing SMEs in the Philippines (Base: Total Number of SMEs) (2006-2018) 

 
Source: Philippine Statistics Authority’s List of Establishments (2006, 2008, 2010, 2012, 2014, 2016, 2018) 
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Such concentration on the service industry negatively impacts the way SMEs compute 

their respective cost of engaging in collective action. Because retailing, especially those of the 

smaller ones, requires fewer inputs and technologies, the incentives of the firms to ask the 

government for support are less.97 On the contrary, manufacturing enterprises in general need 

extensive forward and backward linkages (for supply chain), increasing the need and, therefore, 

the incentive to cooperate with other firms and ask for assistance from the state. 

 Weak economic stature of SMEs. Finally, the weakness of the entire sector might also 

have affected the way SMEs organize. As Dr. A. R. Raquiza avers: 

In our consultations with firms, we saw that organization of associations is weak 

because, one, the state of industry is weak. It is harder for small firms to think of politics 

if they are weak. On one hand, you have enterprises struggling to compete and survive 

and then they are supposed to have a business association. Ideally, they have to use 

business associations to lobby or to pressure government, but because they’re also tied 

too much on survival or on their own viability, it is hard for them to be politically active. 

This view is also consistent with the literature on electoral mobilization (e.g., Brody & 

Sniderman, 1977; Rosenstone, 1982) and middle class activism (e.g., Chen & Suen, 2015), 

which argue that economic duress reduces an actor’s capacity to take part in political action, 

as the marginalized would be, understandably, more preoccupied with personal concerns. 

 In 2018, there were 998,342 SMEs, excluding the informal economy, in the Philippines. 

Of this figure, 887,272 and 106,175 of the firms are classified as micro (1-9 employees) and 

small (9-100 employees), respectively. Considering the fact that the environment is tilted 

against the sector already and the state is also reluctant to intervene in the economy, it is not 

that difficult to infer, following the foregoing scholars’ arguments, that most resources of 

SMEs in the country are dedicated to their survival.  

PCCI and PCE as Shackled Advocates for SMEs 

 Despite the absence of a dedicated association for SMEs, there are still bodies that 

appear to advocate for the sector, although at a limited capacity and influence. The following 

are the two organizations identified based on the author’s literature review and interview or 

correspondence with scholars, private sector representatives, and government officials. 

 
97 The SBR framework used herein is referred to by Haggard et al. (1997) as ‘business-as-sector’ approach. 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

DOI:10.6814/NCCU202100402

 

 
88 

 Philippine Chamber of Commerce and Industry (PCCI).98 Originating from the 

chamber movements during the Spanish colonial period (PCCI, 2017), PCCI is the country’s 

largest business organization with over 1,901 members composed of private enterprises, 

industry associations, foundations, and local chambers. It is also considered as the “voice of 

the business” in the Philippines, having been recognized by President Marcos through Letter 

of Instruction No. 780 as the representative of the entire business community.99 As such, PCCI 

is involved in the formulation of policies by sending representatives to various government-

business interfaces such as, but not limited to, the MSMED Council and the Export 

Development Council (Mikamo, 2013; Querubin, personal communication, October 2020; 

Salonga, personal communication, August 2020). 

As  the country’s peak business association, the Chamber, having its own secretariat, is 

capable of providing capacity-building programs and conducting its own studies related to its 

policy advocacies (or partnering with academic institutions to do research in its stead) (Aldaba 

& Aldaba, 2014). It also has several sectoral committees, including one for SMEs, that serve 

as venues for discussion amongst its members. The organization, however, falls short in terms 

of its ability to monitor SME policies, as evidenced by the lack of publications and outputs on 

the subject from the organization.100 When the monitoring capacity of the government side is 

weak (Lim, 2017), it does not help the cause of SMEs if the private sector side is also crippled. 

Unlike the martial law period whereby PCCI was unable to come up with a common 

position on major issues (Ortaliz, 1989, as cited in Hutchcroft, 1991), the Chamber has become 

steadfast in its advocacies in the contemporary times. To cite one example, PCCI lobbied for 

the passing of the expanded value-added tax program despite its unpopularity amongst small 

businesses and consumers (Mikamo, 2013). Unfortunately, it is also against this backdrop that 

Profs. Ofreneo (personal communication, October 2020) and A. R. Raquiza (personal 

communication, October 2020), who are both experts of Philippine political economy, 

 
98 Unfortunately, the author, despite several attempts to connect with the organization, was not able to interview 

representatives from PCCI. This, in a way, indicates the difficulty of uninfluential people and firms to interact 

with the prominent bodies in the industry. 

 
99 In the 1970s, the government, seeing the strategic value of business organizations, provided financial support 

to PCCI. With the regime change in 1986, business organizations are now viewed skeptically partly due to their 

partnership with Marcos, whose regime was infamous for rent-seeking and corruption. 

 
100 The researcher contacted three officials from the organization for the reports. Regrettably, the respondents 

were not able to point out any documents on the subject. The organization’s website also lacked updates on the 

SME Committees’ outputs and activities. 
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described the Chamber as an association that represents the country’s big businesses (i.e., “Top 

2000 corporations”) despite having a great number of SMEs as members.  

Furthermore, PCCI has become an active endorser of liberal economic reforms since 

the country’s return to democracy (Mikamo, 2013). PCCI’s pro-liberalization thrust, which can 

be attributed to the dominance of commercial and trade interest in the organization, conflicted 

with some of its members from the industrial sector. For this reason, some members left PCCI 

and formed the FPI (Mikamo, 2013; A. R. Raquiza, 2012). 101 Unfortunately, for the 

manufacturing SMEs whose productivities are usually higher than their commercial and retail 

counterparts (Aldaba, 2013), the dominance of the PCCI in contemporary SBR signifies a grim 

outlook, especially in the context of retreating state instrumentalities and globalizing world. 

In summary, PCCI, despite being the peak association for all the businesses in the 

country, is a limited platform for the SMEs due to its weakness in monitoring SME policies 

and programs, tendency to side and advocate for the LEs, and neoliberal orientation that runs 

counter to the interest of manufacturing SMEs. 

Philippine Center for Entrepreneurship. The Philippine Center for Entrepreneurship 

(PCE) is arguably the closest to an SME-wide organization in the country today. However, 

unlike PCCI, PCE is not a business association; instead, it is an NGO that provides extension 

services to small entrepreneurs (de Guzman, personal communication, November 2020). 

Known for its advocacy arm Go Negosyo, PCE was founded by Joey Concepcion after being 

appointed as the presidential adviser for entrepreneurship in 2005. Its primary objective is to 

alleviate poverty by changing the mindset and attitude of Filipinos vis-à-vis entrepreneurship.  

Unlike PCCI, however, PCE has limited organizational capacity. It does not conduct 

monitoring and evaluation of SME policies nor provide information on supply chain or 

marketing opportunities to its stakeholders (de Guzman, personal communication, November 

2020). It can be said that most of PCE’s efforts are devoted to providing extension services, 

the most notable being the Kapatid Mentor ME (KMME) program, which has benefitted around 

9,000 mentees as of writing (Cruz, personal communication, November 2020).102 While not 

 
101  FPI is an umbrella association of local manufacturers and producers and is mainly composed of large 

companies (Margate, personal communication, October 2020). 

 
102 Other ASEAN countries have also adopted the program as part of the ASEAN Business Advisory Council’s 

initiatives (Cruz, personal communication, November 2020). 
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necessarily large in the relative sense, this number is still considered as a huge feat given the 

organization’s limited capacity and resources. Cognizant of its limitations, PCE reaches out 

primarily to the SMEs through non-traditional means, such as its social media page, which has 

wider reach (and in turn, influence) than that of DTI and PCCI combined.103 

Although mentoring SMEs is the organization’s main objective and service, PCE’s 

impact is not just limited to providing extension services. In actuality, since its inception, the 

organization has been involved, although indirectly, in politics and policy-making. Particularly, 

PCE supported pro-SMEs candidates at the national level (Ortega, 2016). This allowed the 

organization to push for changes in the policy-making arena, most influential of which is the 

Go Negosyo Act (RA 10644), a landmark legislation that was named after its famous advocacy 

arm (see Chapter 2 for the specifics of the law).  

Furthermore, PCE has recently been invited, along with the PCCI, to be one of the 

representatives of the SMEs in the MSMED Council (Salonga, personal communication, 

August 2020). When asked why the organization’s inclusion has only occurred recently, Usec. 

Merly Cruz (personal communication, November 2020) explains: 

This development was a result of the close relationship between our founder’s close 

relationship with the administration, particularly the president and the DTI secretary, 

and [the latter’s] more proactive appreciation of SMEs. I guess, it also helped that I, as 

a former DTI undersecretary, was recruited by PCE as its MSME development adviser. 

While PCE’s inclusion in the country’s highest policy-making body for SMEs is a welcome 

development, it also signals the personalistic character of policy networks in the Philippines, 

as well as the lack of institutionalization that makes the organization’s place in the SBR 

dependent on the vagaries of Philippine politics—an issue that has been problematized by A. 

R. Raquiza’s (2012) in her theory of ‘proprietary polity.’ 

 To sum up, PCE, with its wide reach and focus on SMEs, is arguably the closest body 

to an SME-wide business organization in the country today. Unfortunately, the organization’s 

activities are largely limited to extension initiatives, particularly the provision of mentoring 

 
103 Based on a cursory comparison of Go Negosyo (PCE), PCCI, and DTI’s Facebook pages. As of writing, PCE 

has a total of 1,769,404 followers on Facebook, the largest social media platform in the country. It must be noted 

that while most of PCE’s publicity efforts are through social media, the organization also uses traditional means 

of mass media, such as print, radio, mall shows, and television. 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

DOI:10.6814/NCCU202100402

 

 
91 

services to the SMEs. Whereas PCE is now relatively a more active player in politics as a result 

of closer relations between its founder and the administration and the recruitment of a former 

DTI undersecretary as its adviser, the question still lingers as to how changes in the political 

arena would affect the organization’s seat at the policy-making table. 

This section has shown that while there is an absence of an all-encompassing peak SME 

organization in the country, there are organizations such as PCCI and PCE that were able to 

serve as advocates of the sector. However, because of organizational limitations and political 

factors, PCCI and PCE’s potential to champion and represent the small-sized businesses, as 

well as monitor the formulation and implementation of SME policies, remain limited. It is now 

time to turn to the discussion of the nature of relationship and interaction between the SMEs 

and the state, particularly the MSMED Council, that have served as the backdrop as to how 

policies are formulated, implemented, and monitored. 

The Nature of Interaction between the SMEs and the State in the Philippines 

In the previous sections, two components of SBR in the context of Philippine SMEs, 

namely the nature and the capacity of the state and the organization of the SME sector, were 

discussed. This section, on the other hand, deals with the question as to how the two 

aforementioned sectors, given their current configuration, interact with each other. To do this, 

a recap of the variables that were looked into in the course of the analysis will be provided, 

followed by an overview of the country’s SBR and an examination of the MSMED Council, 

the country’s main institutional mechanism of interaction between the state and the SMEs. The 

chapter concludes with a discussion on the issues and challenges that confront the interface and 

the general policy-making landscape in the country. 

The success of business-government ties, as elaborated in Chapter 4, depends, among 

others, on the embeddedness of the state in the society, particularly in the economic sector. By 

embeddedness, SBR scholars refer to the institutionalization of interaction mechanisms and the 

level of transparency and credibility in the interface. These variables were then used to analyze 

the issues besetting Philippine policy-making and the MSMED Council. 

The Nature of Contemporary SBR in the Philippines 

 Many pundits and observers consider the country’s SBR as one that is biased in favor 

of the large, oligarchic enterprises. As a consequence of the country’s distinct pattern of state-

building under its former colonial masters (see Chapter 6), politically and economically 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

DOI:10.6814/NCCU202100402

 

 
92 

influential actors were able to capture the Philippine state, providing them opportunities to 

entrench themselves in various government instrumentalities and restricting the space for other 

actors that might pose challenge to the status quo (White, 2009). Against this backdrop, the 

state, whenever referring to the entire private sector, actually deals with the more influential 

LEs. As M. V. R. Raquiza (personal communication, July 2020) notes: 

By and large, private sector in the Philippines equals the LEs or the big businesses. So, 

when you see, for example, the president consulting the private sector, who is at the 

table? Who is around the room? Definitely not the 99.5%!   

While this dynamic has been the rule for much of the country’s history, critical 

junctures, such as the restoration of democracy in 1986, have led, to a certain extent, to the 

opening up of space for less powerful actors to exert influence in the policy-making arena. As 

a result of the country’s turn from the dictatorship, democratic practices such as participatory 

governance have been institutionalized, allowing civil society actors to participate in the affairs 

of the state. These principles, in fact, are enshrined in Article XIII (Social Justice and Human 

Rights), Sections 15 and 16 of the current 1987 Constitution, to wit: 

Section 15. The State shall respect the role of independent people’s organizations to 

enable the people to pursue and protect, within the democratic framework, their 

legitimate and collective interests and aspirations through peaceful and lawful means.  

People’s organizations are bona fide associations of citizens with demonstrated 

capacity to promote the public interest and with identifiable leadership, membership, 

and structure.   

Section 16. The right of the people and their organizations to effective and reasonable 

participation at all levels of social, political, and economic decision-making shall not 

be abridged. The State shall, by law, facilitate the establishment of adequate 

consultation mechanisms. 

The same applies in the context of the SME sector. While on the one hand, the SMEs 

were unable to take advantage of the party-list system, as evidenced by the lack of a dedicated 

representative for the sector (Canare, personal communication, August 2020), on the other, the 

sector, with the help of some business associations and legislative champions, was able to push 
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for policies that have been beneficial for the entire sector.104 Not even a half-decade has passed 

since the country’s democratization, the Magna Carta for Small Enterprises was enacted in 

light of the need to support the development of the SMEs. Consistent with the principle of 

‘embeddedness,’ as described above, the Law also mandates the creation of the Micro, Small 

and Medium Enterprise Development (MSMED) Council. 

The MSMED Council 

  Established in 1991, the MSMED Council is the country’s highest policy-making body 

for the SME sector and the main formal institutional mechanism of interaction between the 

national government and the SMEs. As such, the Council, which is constituted by officials and 

representatives from the government and business sector, takes charge of the formulation, 

coordination, and monitoring of SME policies, with the DTI’s Bureau of MSME Development 

(BSMED) serving as its secretariat. 105  This work’s interviews and correspondence with 

officials and experts confirm the high standing of the MSMED Council in the Philippine 

policy-making landscape. Even NEDA, the country’s premier socio-economic planning body, 

acknowledges the primacy of the Council in field of SMEs and enrolls its outputs into the 

Philippine Development Plan, the country’s socio-economic development blueprint for the 

medium-term (Ganapin, personal communication, October 2020). 

 As an inclusive, formal, and highly positioned body in the policy-making arena, the 

MSMED Council has an immense potential in solving the dilemmas of an ailing SME sector, 

as well contribute to the broader societal goal of cascading economic gains to the peripheries. 

Unfortunately, the Council, as will be discussed shortly, has been confronted by a gamut of 

issues and challenges that inhibit it from reaching its potential to contribute more for the sector. 

Issues and Challenges: Lack of Credibility and Transparency in State-SMEs’ Interaction 

 From the lens of business-government ties, this study has identified in the course of 

data-gathering two issues that are confronting the MSMED Council, as well as the general 

policy-making landscape in the country. Foremost of which is credibility. Credibility, in simple 

terms, is when actors believe that the government would do what the latter says. One example 

in which actors feel that the government does not substantiate its assurances (through policies) 

 
104 In an interview, Canare remarked that the “the best lobbying that SMEs can do is to establish a party-list. It is 

actually surprising that until now there is no SME party-list in the country.”  

 
105 For a complete list of the Council’s representatives, see Chapter 2. 
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is with regard to public consultation. A number of informants coming from industry and the 

academe shared their experiences dealing with consultations with the government, particularly 

the DTI and its instrumentalities. Dr. A. R. Raquiza (personal communication, October 2020), 

a professor of political economy and the convenor of the Political Economic Program of the 

University of the Philippines Center for Integrative and Development Studies, shares: 

Hay nako! (Oh my!) In all honesty, our center had a lot of round-table discussions with 

the government, but almost all ended up with a mere exchange of business cards. After 

that, we just say good byes to each other. No follow ups whatsoever. 

This pessimistic observation of participatory governance is likewise echoed by Dr. Canare 

(personal communication, August 2020), a former director of a prominent business thinktank 

in the country: 

It is one thing to hold regular meetings and also another to actually implement policies 

that the SMEs tell them that the sector actually needs. Ultimately, based on my 

experience, it is easy to hold meetings, but sometimes, the problem is with following 

up. The government has to follow it up with action. 

Worse, such consultations, according to Secretary-General Margate of FPI (personal 

communication, October 2020), are at times used by the government to legitimize their plans 

in the guise of democratic and participatory decision-making: 

What our organization, the Federation of Philippine Industries, has been advocating is 

for the government to conduct a meaningful consultation, because, sometimes, some 

agencies would conduct a supposed public hearing, but it would turn out to be an 

announcement of a decided policy already. 

The MSMED Council, as well as the other agencies of the DTI, also encounters similar 

issues pertaining to credibility. For example, the Magna Carta for Small Enterprises (and its 

subsequent iterations) requires the Council to convene at least every quarter of the year. 

However, in practice, the body only meets, on average, twice per annum (Salonga, personal 

communication, August 2020).  

As a result of infrequent meetings, Habito (2016) observes that the MSMED Council 

suffers from fragmentation and ineffectiveness. Concurring with the foregoing economist’s 
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assessment, M. V. R. Raquiza (2016) also notes that given the limited resources and frequency 

of meetings in the body, the Council has only been able to craft plans that are merely a 

hodgepodge of lists of different government agencies’ SME programs. Phrased more succinctly, 

it can be said that the consultative body does not ‘formulate’ plans but ‘enroll’ existing 

initiatives of other government agencies into one package, that is, the medium-term MSME 

Development Plan. Such practice, however, is in stark contrast to purposive planning practiced 

in different polities, wherein issues confronting the entire sector are appraised thoroughly and 

consulted from the business associations (or similarly placed organizations such as the PCE) 

or representatives of the SMEs. 

Additionally, the MSMED Council appears to face issues with regard to transparency, 

at least in Evan’s (1995 as cited in Sen, 2015) sense. To reemphasize, transparency is the 

“exchange of accurate and reliable information between, both ways, businesses and the 

government” (p. 3). Whereas its main agency, DTI, is considered by the elite business 

community as one of the most transparent agencies in the country due to its financial ‘good 

governance’ (de la Torre-Orong, 2019; Makati Business Club, 2019), the Council, despite also 

being transparent in the financial and administrative sense, falls short on this category on two 

grounds: (1) the intended beneficiaries’ limited knowledge and utilization of the Department’s 

programs and (2) the hodgepodge nature of planning for the SME sector. 

As mentioned previously, government programs on the SME sector have low utilization 

rate, garnering a miniscule 2.1% in one survey conducted in Metro Manila (Daño-Luna et al., 

2018). Official national figures from the DTI place the number around 16%, excluding the 

informal sector. From these statistics, one can make an inference that the Council, as the highest 

policy-making body and consultative interface for the state and SMEs, experiences difficulties 

in determining the programs or interventions that can appeal to their intended beneficiaries 

and/or communicating the programs effectively to the public. Using Peter Evans’ definition of 

transparency, the low utilization rate signals the lack of reliable and accurate exchange of 

information between the state and SMEs, which is formally conducted in the MSMED Council. 

Finally, the Council’s practice of enrolling different SME programs to the MSMED 

Development Plan, instead of crafting the plan from the ground up, signifies the compromised 

nature of information exchange between the government and the businesses in the policy-

making process, particularly program and policy formulation. While the recent inclusion of 

PCE (Go Negosyo), an NGO that is dedicated to SMEs, to the Council is a welcome 
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development vis-à-vis the objective of improving the flow of information, it remains to be seen 

as to how politics, given the organization’s precarious place in the SBR, would play out to 

facilitate or hinder its participation in the body.  

Nevertheless, it would be unfair to the hardworking and capable civil servants of the 

Department, as well as its attached agencies, to not relate their respective organizations’ plight 

to the broader political economic context in which they operate in. More particularly, in spite 

of the civil servants’ willingness to undertake reforms and credibly implement what is 

expressed in the law, their agencies are restricted by the lack of resources, particularly 

budgetary and political influence. As examined earlier, the pro-free-market orientation of the 

state sees market failure-reducing interventions as detrimental to the economy and society, 

which in turn deprives the DTI and its instrumentalities such as the Council and the SB 

Corporation of financial resources (see Figure 16) and influence in politics. All these go to 

underscore that SBR variables, such as credibility and transparency, do not come about in a 

vacuum; instead, they are part and parcel of the political economic system that has been shaped 

by contesting interests, institutions, and ideologies throughout the course of history. 

Summary of the Chapter 

 With a myriad of policies and programs formulated for the Philippine SMEs, there 

should be no reason for the sector to remain laggard. However, as our analysis herein has shown, 

the nature and state of the relationship between the government and the SMEs hinder the sector 

from becoming a potent economic and political force. 

On the former’s side, the country’s political economic configuration—a product of 

contestation of ideas, interests, and institutions in history—is largely neoliberal. As such, state 

instrumentalities, such as the DTI, MSMED Council, and SB Corporation, are constrained to 

maneuver and acquire the much-needed resources and influence to effectively intervene in the 

economy, in particular the SME sector. 

Unfortunately, while SBR scholars assert that the organization of the private sector 

could serve as a check-and-balance to the state, this argument does not apply well in the context 

of the Philippines, as the country is devoid of an all-encompassing peak organization that can 

champion the interest of the sector and monitor the implementation of SME policies. Among 

the explanations identified for this phenomenon include the economy’s commercial and 

service-based orientation, the small-scale businesses’ weak economic stature, and the state’s 
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hands-off approach in capitalist collective action—all of which were products of the country’s 

distinct history. Against this backdrop, the relationship between the two has been beset by 

challenges pertaining to transparency and credibility, two conditions that are necessary in order 

to have benign state-SMEs relations. 

Overall, it may be said that the country’s SMEs are comparable to that of an actor that 

has been left out during the negotiations as a result of him or her not being well-organized and 

represented at the decision-making table. Given the weakness of small-scale businesses as a 

political force, as well as the skewed nature of the country’s politics, it comes as no surprise 

that Philippine SMEs, in general, are performing poorly compared to the LEs which, for a long 

time, have dominated the country’s political economy. 
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Chapter 8 
Conclusion 

 The SME sector is the backbone of many economies, including that of the Philippines. 

However, Philippine SMEs, while accounting for more than 99.52% of the economy, perform 

poorly, contributing a mere 35.7% to the country’s GDP. Considering the subject’s significance 

to the agenda of promoting broad-based development—a goal that has eluded many developing 

countries’ governments—a myriad of scholars has tried to shed light on this conundrum, with 

much of the analyses underscoring economic and firm-based explanations. Although valuable 

in determining market failures and firm-specific limitations, both perspectives fail to take into 

consideration the broader political and governance context in which SMEs operate in. 

 In this regard, this thesis has attempted to fill this gap and build on previous works on 

the political economy of SMEs in the Philippines (e.g., Raquiza, 2016; Doner, 1991)—an area 

that is largely understudied—by looking at the nature and state of the relationship between the 

SMEs and the Philippine state, using a framework that was modified by the author to account 

for the impact of history in the contemporary state-SMEs relations. In light of this analytical 

focus, this work sought to address two queries by reviewing literature and corresponding with 

or interviewing key informants from the academe, government, and business sector. 

 The first part interrogated the ways by which the country’s history has shaped the 

contemporary industrial structure and organization of the SME sector. The search for answers 

to this query led the researcher to painstakingly trace back the roots of the Philippine state. 

Critical junctures, such as the institutionalization of the encomienda and hacienda systems 

during the Spanish colonial period and the bottom-up introduction of electoral democracy 

during the American occupation of the Philippines, have led to the spawning of powerful 

political economic actors, collectively referred to as the caciques or the oligarchy. Throughout 

history, these actors have taken advantage of the state’s instrumentalities, according their 

and/or their inner-circle’s enterprises with privileges that allowed them to further entrench their 

economic and political dominance in society. Unfortunately, the same cannot be availed by the 

SMEs given the unequal distribution of power and influence in the political system. 

More particularly, this work advanced the foregoing argument by examining themes 

that recurred throughout the country’s history. Among the themes identified in the course of 

analysis include elitist political landscape, insulation of capital from the general population and 
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small entrepreneurs, policy bias against small businesses, and confinement of entrepreneurship 

to the ‘few.’ While there were instances that could have triggered openings for the SMEs to 

improve their standing in the SBR, the path dependent structures, which are best represented 

by the persistence of the oligarchy in the political economy, have constrained the SMEs from 

flipping—or at the very least, making a dent on—the country’s lopsided industrial structure. 

The impact of history to the Philippine political economy, however, did not just end 

with the emergence of elite big businesses and politicians. Among others, episodes, such as 

Marcos’s overt crony capitalism, the insistence of multilaterals to implement SAP after the 

restoration of democracy, and the triumph of commercial interest (over industrial) at various 

junctures in history, have also resulted in the reconfiguration of the country’s governance 

paradigm from one that sees the state as an active player in the economy to a strategy that 

banners the primacy of the invisible hand in development. As a result of the country’s turn to 

neoliberalism, the industrial sector has declined and the state has begun to retreat from the 

market, impacting the way the government (i.e., DTI, MSMED Council, SB Corporation) and 

the SMEs organize to influence how policies are formulated, monitored, and implemented. 

The study’s historical analysis served as the backdrop to the second question that the 

current author has tried to shed light on: How do the organization of and interaction between 

the state and the SMEs, in the contemporary times, influence the way policies are formulated 

and implemented for the sector? To answer this query, the researcher, taking a cue from other 

SBR scholars, closely looked at the following foci of analysis: the capacity of the state, the 

organization of the SME sector, and the nature of interaction between the two. 

On the government side, the state’s neoliberal orientation served as a hindrance to the 

agencies tasked to develop the SMEs from becoming effective development partners. This is 

evident in the weak reach and impact of the programs of the DTI, MSMED Council, and SB 

Corporation that can largely be attributed to the woeful budgetary support that these agencies 

have received over the years, a practice that has been legitimized and reinforced by the 

prevailing zeitgeist of the time. 

On the other side of the equation, however, Philippine SMEs are to a great extent 

dispersed and unorganized, thereby limiting their potential to serve as a check-and-balance on 

the state’s ineffective implementation of policies. The lack of a peak SME-wide organization 

that can represent the sector’s interests and credibly monitor the implementation of policies 
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attests to this assertion. While there are currently two organizations perceived to be involved 

in furthering the causes of the entire SME sector, they are constrained by political factors and 

organizational limitations from acting effectively as such. 

Such finding begs the question as to why the SMEs in the country cannot organize 

despite the benefits that collective action can provide them. Applying the SBR lens and 

borrowing the contentions of some of this work’s informants, the researcher has argued that 

the state’s hands-off approach in development, the economy’s commercial and service-based 

orientation, and the SMEs’ weak economic stature, among others, served as institutional 

barriers to the capitalist collective action of the SMEs in the Philippines. 

Finally, given the state of the public and SME sectors’ organization, the nature of 

interaction between the two—which is formalized in the MSMED Council—is confronted by 

issues related to credibility and transparency, perversely impacting the way policies are 

formulated and implemented vis-à-vis the SMEs. 

All in all, the historical and contemporary place of SMEs in the country’s overall SBR 

may be best summed up in a popular cliché, “if you are not at the table, you are on the menu.” 

Lacking the capacity to organize and act as a counterbalance, Philippine SMEs are unable to 

assert its seat in the policy arena, especially in the areas of monitoring and implementation. By 

contrast, the oligarchs, given their established place in the SBR, have continued to secure and 

forward their interests, even with the retreat of the state as the country transitioned to a more 

neoliberal economy (i.e., from developmental to regulatory).106 Hence, in effect, despite the 

state’s rhetoric of empowering marginalized segments of society, the state has become crippled, 

and the SMEs have been left to the vagaries of the market, limiting their potential to become a 

more potent, productive force in the economy. 

Recommendations 

Theoretical Implications 

Although this work has just barely scratched the surface, there are lessons learned in 

the course of this study that have implications theoretically: 

 
106 Patrimonial oligarchs have successfully adjusted their investment patterns to the country’s shift to service-led 

economy since the 1980s (A. R. Raquiza, 2012, 2014). Today, most oligarchs have large stakes in real estate, 

finance, and retail – areas that have expanded greatly with the rise of overseas workers’ remittances and the IT-

BPO industry in the early 2010s. 
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 First, this thesis has achieved its theoretical aim of articulating a political economy (and 

to a certain extent, governance) explanation to the poor performance of SMEs in the Philippines 

– a perspective that is not widely used given the hegemony of economics as analytical tool in 

the country’s academic and policy-making circles. This was accomplished by using the theory 

of SBR in analyzing three foci of analysis, namely, the organization of state and SMEs, as well 

as the nature of interaction between the two. The findings of this work confirm previous studies 

on the said theory (e.g., Biddle & Milor, 1997; Evans, 1995; Kuo, 1995), more particularly the 

necessity of organized public and private sectors in creating benign state-SMEs ties (i.e., 

interaction mechanisms). In this study’s case, the lack of peak SME association and the 

disempowered government agencies have perversely affected how the state coordinates 

policies with the sector and how SMEs themselves articulate their needs and demands to the 

government. Echoing Evans (1995) and Kuo (1995), this work has also pointed out the 

significance of a state that has the capacity to credibly and objectively implement policies and 

welcome feedback from the society. In asserting these arguments, this work has likewise made 

apparent the significance of institutions, interests, and ideologies—all of which are tenets of 

the political economy approach—in governance and sectoral development. 

 However, whereas this thesis has built primarily on works on contemporary SBR, this 

work has departed from these by borrowing analytical tools from the historical institutionalists. 

More particularly, by reviewing the country’s history and identifying recurring themes that 

have served as hindrances for SMEs to become a potent political and economic force in the 

society, the researcher was able to ascertain open-ended explanations for the lack of state and 

SME organization, as well as the problematic nature of state-SMEs relations in the country. 

 Finally, taking into account all the above, this study has ultimately demonstrated that, 

contrary to the belief of the market fundamentalists, politics matters in development and the 

economy. Flowing logically from the foregoing is the need to empower SMEs politically. In 

other words, political empowerment of small-sized businesses, however difficult it is 

considering historical and institutional barriers, must be taken on as an agenda of scholars, 

policy-makers, and the SMEs themselves if we are to develop the sector economically. 

Limitations of the Current Study and Areas for Further Research 

 As with other studies, this work has several limitations that could be addressed in 

further research: Firstly, instead of a full-blown comparative institutional analysis as originally 

planned, the discussion on Taiwan (see Chapter 4) has only served as a guide as to how critical 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

DOI:10.6814/NCCU202100402

 

 
102 

junctures or events are examined in the disaggregated, historical analysis of this study. Having 

a comparison such that of in the works of Evans (1995), Fields (1995), Heo & Tan (2003), Kuo 

(1995), and A. R. Raquiza (2012), among others, can help bring out the differential variables 

and mechanisms that account for a certain phenomenon, making one’s analysis more 

comprehensive. For those with more resources and flexible timelines, this, in the context of 

SMEs, can be an area for further research. 

 Secondly, given the difficulty in identifying contacts as a result of the lack of a 

dedicated organization for the SMEs in the country, the author has settled with a limited pool 

of informants. In particular, the work could have benefited more from interviewing and/or 

having correspondence or focus group discussions with actual SME owners. Depending on 

one’s preferred epistemology, however, this work’s findings can still be considered as largely 

relevant, since the current resource persons are experts and/or well-positioned in the industry. 

Nevertheless, if the agenda is to empower and give voice to the marginalized, it is paramount 

for future investigations to explore methodologies that collaborate with the community (or in 

this case of this work, the SMEs), such as those in the action research tradition. 

 Thirdly, the qualitative nature of this study, despite attempts to control and minimize, 

makes it prone to researcher’s bias. Further research should therefore incorporate quantitative 

SBR methodologies to account for the foregoing limitation. Kunal Sen’s book (2013b), which 

contains chapters on how to conduct a quantitative SBR study, can serve as a springboard to 

those interested in developing the present investigation. 

 Fourthly, following the policy studies approach, a feasibility study on the provision of 

incentives for capitalist collective action of Philippine SMEs and/or the development of 

existing government-business interfaces can be conducted to determine how theoretical 

learnings from this study can be realistically forwarded and applied practically in the context 

of the Philippine political and public administration system. 

 Other areas for further research include conducting a social network analysis of SMEs 

and their connections with officials in policy-making bodies and business associations; 

examining the dynamics between international capital and domestic SMEs (i.e., local content, 

technology transfer); probing the alliances and contentious groups within the SME sector 

(Taguibao, personal communication, October 2020); looking at cultural, ethnic, and even 

religious variables that might have served as impediments for SMEs to perform effectively; 
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and concentrating on the informal economy as it forms a huge subset of the SME sector. 

Examining these would allow us to have a more comprehensive and nuanced understanding as 

to why Philippine SMEs perform poorly compared to that of LEs. 

Addendum: The COVID-19 Pandemic as a Crucial Turning Point for SME 
Collective Action? 

The COVID-19 pandemic has presented unprecedented challenges to the economies 

across the world, and the Philippines is no exception. With the axe falling disproportionately 

on the vulnerable and marginalized, such as the SMEs, many have responded resourcefully to 

alleviate the negative impacts of the pandemic. On the SMEs’ front, tiny entrepreneurs turned 

to the internet and communication technologies to continue their businesses amidst the need to 

limit physical interactions. The same tool has been used by the SME owners to create a support 

group (i.e., Bounce Back PH) where members can easily access information on government 

programs and suppliers, as well as tap each other’s help. Such a group is akin to a business 

organization, although at a limited capacity. For now, while the group presents an opportunity 

for the SMEs to interact with each other, it remains to be seen whether it could transcend the 

virtual space and cultivate a common identity among the members—a crucial prerequisite in 

furthering collective action (Taguibao, personal communication, October 2020). 

 On the other hand, the Philippine government, in a rather surprising move away from 

its usual non-interventionist position on the SME sector, has been up to the task, implementing 

the largest economic stimulus in the country to date (i.e., Bayanihan to Heal as One Acts I and 

II). More specifically, in the said stimulus, the government has allocated a substantial amount 

to the SMEs, which suggests, in part, that the policy elites have begun to acknowledge the 

sector’s strategic importance in jumpstarting a disgruntled economy. 

To sustain and follow through with these developments once the dust has settled and 

the world has returned to normalcy, however, is up for the stakeholders of the Philippine SME 

sector to decide. It is them, not time nor fortuna, that can only tell whether they would be able 

to collectively assert their rightful seat at the table.107  

 
107 In contrast to the favorite clichés of the fatalists, “bahala na (Filipino for ‘let it be’)” or “only time will tell” 
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Appendices 

A. Heo and Tan’s (2003) Institutional Theory of Financial Crisis Outcomes 
 

 

 
B. Legislations Relevant to SMEs in the Philippines (See Next Page) 

 
C. Department of Trade and Industry’s Organizational Structure and Attached 

Agencies 

  
Source: Makati Business Club (2016), Figure 5, based on Department of Trade and Industry (n.d.)
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Appendix B. Legislations Relevant to SMEs in the Philippines                      Source: Makati Business Club (2016) 

Laws Year 
legislated 

Ease of 
doing 

business 

Access 
to 

finance 
Market 

expansion 
Technology 

access Training Tax 
incentives 

Advisory 
service 

Entrepre-
neurship 
education 

Operations
- related 

Remarks / 
reorganized entities 

RA 10744 
Credit Surety Fund Act 2015   x       x **       

RA 10693 
Microfinance NGO Act 2015   x     x         

Microfinance 
NGO Regulatory 

Council 
RA 10679 
Youth Entrepreneurship Act 2015               x   

Entrepreneurship 
Education 
Committee 

RA 10644 
Go Negosyo Act 2014 x   x x x x x x   Negosyo Centers, 

MSMED Council 
RA 9501 
Magna Carta for Micro, Small, and 
Medium Enterprises 
 
 
(Amending RA 6977  
as amended by RA 8289) 

2008 x x x x x   x   x 
MSMED Council, 
Bureau of MSME 
Development, and 

SB Corporation RA 8289 
An Act Amending RA 6977 
“Magna Carta for SMEs” 

1997 x x x x x       x 

RA 6977 
Magna Carta for Small Enterprises 1991 x x x x x       Defined 

MSMEs 
RA 9178 
Barangay Micro Business Enterprises 
Act 2002 x x ** ** ** x         

RA 9281 
An act to strengthen agriculture and 
fisheries modernization in the 
Philippines by extending effectivity of 
tax Incentives and its mandated 
funding support 
 
(Amending RA 8435)  

2003   x       x         
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RA 8435 
Agriculture & Fisheries Modernization 
Act 

1997   x                 

RA 9520 
Philippine Cooperative Code 
 
(Amending RA 6938, 
“Cooperative Code of the 
Philippines”) 

2009   x       x     x 
Policies on 
creation of 

cooperatives 

RA 6938 
Cooperative Code of the Philippines 1990   x       x     x   

RA 6939 
An Act Creating the Cooperative 
Development Authority 

1990                 x 
Cooperative 
Development 

Authority 
Related Laws and Legislations 
Financing  
RA 8791 
General Banking Law 2000 

  
x                 

RA 8425 
Social Reform and Poverty Alleviation 
Act 

1997 
  

x     **         
National Anti-

Poverty 
Commission 

RA 7353 
Rural Bank Act 
 
(As amended by RA 10574, “An Act 
Allowing the Infusion of Foreign 
Equity in the Capital of Rural Banks”) 

1992 
(2013) 

  

x                 

Labor and Human Resources  
RA 7796 
Technical Education Skills 
Development Act 1995 

  

      X           

RA 7686 
Dual Training System Act 1994 

  
      x           
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RA 6727 
Wage Rationalization Act 1989 

  
              x 

Refers to statutory 
provision on 

minimum salaries 
of workers 

RA 6640 
An Act Providing for Statutory 
Minimum Wage and Rates of 
Employees in the Private Sector 

1987 

  

              x 

RA 602 
Minimum Wage Act 1951 

  
              x   

Labor Code, Articles 106-109 
 
(Presidential 
Decree No. 442, as amended) 

1974 

  

              x Treatment of 
workers 

Taxes and Incentives 
RA 7916 
Special Economic Zone 
 
(As amended by RA 8748, “An Act 
Amending RA 7916” in 1999) 

1995 
(1999) x   x     x       

Philippine 
Economic Zone 

Authority 

RA 7918 
An Act Amending Article 39 of EO 
226 

1995     x     x         

EO 226 
The Omnibus Investments Code 1987     x     x         

RA 8424 
National Internal Revenue Code of 
1997 

1997                 x 
Tax obligations of 
enterprises in the 

Philippines 
RA 7716 
Expanded Value Added Tax Law 
 
(As amended by RA 8241 in 1996) 

1994                 x VAT policies 

Other Related Laws 
RA 10667 
Philippine Competition Act 

2015                 x 

Philippine 
Competition 
Commission; 

Anti-competitive 
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acts, enforcement 
and penalties 

RA 8792 
Electronic Commerce Act 2000     x x         x 

Use of e-
commerce in 

operations 
RA 8293 
Intellectual Property Code of the 
Philippines 
 
(As amended by RA 10372, “An Act 
Amending certain provisions of the 
Intellectual Property Code of the 
Philippines”) 

1997 
(2012)                 x 

Intellectual 
Property Office; 
Laws on patent, 

trademarks, trade 
names, service 

marks and 
copyrights 

RA 7394 
Consumer Act of the Philippines 

1992                 x 

National 
Consumer Affairs 
Council; Policies 

on product 
quality, consumer 
protection, as well 
as prohibited acts 

and penalties/ 
violations 

BP 68 
Corporation Code of the Philippines 1980                 x 

Policies relating to 
establishment of 

corporations 
RA 386 
Civil Code of the Philippines 

1949                 x 

Ownership 
transfer and 

governance on 
trademarks; 
Provision on 

contracts 
RA 3815 
Revised Penal Code 1930                 x Penalties for 

business fraud 

x – MSME area of concern that is directly addressed by the law                        
** - MSME area of concern that is indirectly addressed by the law 
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D. Interview Questions / Questionnaire 
 

I. Questionnaire for Business Associations 
 

 
Questionnaire for Apex/Sectoral Business Association (Private Sector Organization) 

 
 

Interviewee :  
Date  :      Venue:  
Start Time :      End Time:  
 

 
Good morning/afternoon, Dr./Ms./Mr. ________________. Thank you for granting my request for an 
interview. 
 
My name is Lianne Angelico Depante. I am currently a graduate student at the National Chengchi University. 
 
My main objective is to understand the relationship between the state and the MSMEs in the country. 
Particularly, I would like to determine how SMEs collectively organize to influence the policymaking process. 
 
Your inputs will not only help me in my study but could also inform the development of policy regarding 
private sector development governance, as I hope to publish the findings of this study in the future. Rest 
assured that your insights will be handled with care and confidentiality. 
 
This interview will last approximately 1 to 1 and ½ hour. You may refuse to answer any question should you 
feel that the questions I am asking are too sensitive to be shared. Do you have any questions? 
 
Before we begin, will it be okay if I record the proceedings of this interview? [Show recorder] 
 
 

1. To start off, can you tell us your full name, current affiliation, and position? 
 

Name Current Affiliation Position 
   

 

Notes: 
_______________________________________________________________________________________ 
_______________________________________________________________________________________ 
 

About the Business Association 
 

2. [Basic Information about the Association] Kindly introduce your organization. When and why was it 
founded? What is its objective today? [Request for document, if possible] 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
_______________________________________________________________________________________ 
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3. [Organizational structure] What are the different committees in your business association? Is there 
a separate committee, say, for marketing or research and development? 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
 
 

4. [Composition of the Association] How many members does the organization currently have? What 
is the composition of the members? Are the members mostly small or medium-sized enterprises? 
[Probe for documents and ascertain whether the association is representative of the entire SME 
sector] 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
 
 

5. [Perks of Joining the Association] What do you think is the main reason for joining the business 
association? What are the perks of joining the association? 

 

Perks Presence Additional Information 
Research and development  ¨ Yes     ¨  No  
Financial (e.g., credit access, better 
relationship with banks) 

¨ Yes     ¨  No  

Shared facilities and/or services ¨ Yes     ¨  No  
Marketing (e.g., marketing expansion, 
sponsored roadshows, branding & ads) 

¨ Yes     ¨  No  

Compliance (e.g., quality standard and 
check, information) 

¨ Yes     ¨  No  

Network facilitation (e.g., social club) ¨ Yes     ¨  No  
Lobbying and policy advocacy ¨ Yes     ¨  No  
Informal benefits [?] ¨ Yes     ¨  No  
Others: _________________________ ¨ Yes     ¨  No  

 
6. [Membership] Can anyone be a part of the association? What are the requirements in joining the 

organization (e.g. membership fees, “connection”)? What do you think are the factors that impede 
SMEs from joining associations such as yours? [Probe for documents, if possible] 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
_______________________________________________________________________________________ 
 

7. [Professional Capacity of Business Association] Does the association have its own secretariat? How 
does the association sustain its operation financially? What is the association’s capacity in terms 
of negotiating and researching? [Probe for documents, if possible] 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
_______________________________________________________________________________________ 
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Relationship with other Organizations 
 

8. [Acknowledgement as Apex Body and Counterparts] Is the organization acknowledged as the apex 
or umbrella association in the MSME sector? Do you think it is representative of the entire sector? 
Does the association have “rival associations” (or counterparts)? If yes, what are the differences 
between your association and others? 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
 

Relationship with the Government 
 

9. [Relationship with the State] Does the association regularly meet with officials from the 
government (e.g. DTI, NEDA) to discuss policy and program formulation and implementation? If 
yes, on what forum or platform do these meetings usually take place? Are there informal channels 
of interaction? 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
 

10. [Proposed Policy and Resolution] Has the association ever proposed a policy (or programs) or 
expressed its needs and concerns to the government? If yes, how did the government respond? 
Has the proposal been considered? Why did the government not consider your proposal? If no, 
what limits the association from engaging the government? Ultimately, do you consider the 
consultation process with the government genuine or merely nominal? 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
 

11. [Consultation Process] Ultimately, do you consider the consultation process with the government 
genuine or merely nominal? 

_______________________________________________________________________________________ 
_______________________________________________________________________________________ 
_______________________________________________________________________________________ 
 
That’s all I would like to know. Would it be alright if I email or contact you again if I have any clarification or 
further questions? Again, thank you for sharing your time. Rest assured that we will treat your information 
with confidentiality  
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II. Questionnaire for Government Officials 

 
 

Questionnaire for Government Officials (Public Sector Organization) 
 
 

Interviewee :  
Date  :      Venue:  
Start Time :      End Time:  
 

 
Good morning/afternoon, Dr./Ms./Mr. ________________. Thank you for granting my request for an 
interview. 
 
My name is Lianne Angelico Depante. I am currently a graduate student at the National Chengchi University. 
 
My main objective is to understand the relationship between the government and the MSMEs in the 
country. More particularly, I would like to determine how the Department renders its service to the MSMEs, 
as well as how it interacts with the said sector. 
 
Your inputs will not only help me in my study but could also inform the development of policy regarding 
private sector development governance, as I hope to publish the findings of this study in the future. Rest 
assured that your insights will be handled with care and confidentiality.  
 
This interview will last approximately 1 hour. You may refuse to answer any question should you feel that 
the questions I am asking are too sensitive to be shared. Do you have any questions? 
 
Before we begin, will it be okay if I record the proceedings of this interview? [Show recorder] 
 
 

1. To start off, can you tell us your full name, current affiliation, and position? 
 

Name Current Affiliation Position 
   

 
2. [Basic Information about the Organization] Kindly introduce your organization and department 

briefly. What are the primary responsibilities of your department? When and why was it 
established? [Look for documents, if possible] 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
_______________________________________________________________________________________ 
 

3. [Programs of the Department] What are the agency’s main programs, policies, and projects 
pertaining to MSME sector development? What is the status (i.e. availment rate, budget from 
national government) of these initiatives? [Ask for documents, if possible] 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
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4. [Decision-making in the entire Department] How is the decision-making process in the Department? 
Does everything have to pass through the Secretary? How does coordination between the bureaus 
and divisions happen? [Ask for documents, if possible] 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 

 
Relationship with the SMEs 

 
5. [Inputs from the SME Sector] How does the agency incorporate inputs from the SMEs (e.g., business 

associations, advocacy groups, academe, think-tanks) for policy and program formulation? How 
often does consultation happen? On what platform does the department usually solicit inputs from 
the sector? 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
 

6. [Needs assessment] Apart from consultation, how does the department determine the needs of 
the SMEs? Does the department employ more recent modes of input solicitation such as online 
surveys? [Context is before the COVID-era]. 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
 

7. [Non-organized Nature of SMEs in the Country] Experts say that SMEs in the country are 
unorganized in the sense that there is no apex or umbrella association that represents the interest 
of the SMEs, unlike in other countries such as Thailand or Taiwan. Does DTI find the lack of 
organization of SMEs a constraint in program and policy design and implementation? If so, how 
does your organization find a way around this challenge? 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
 

Relationship with the other Agencies 
 

8. [Coordination of intervention with other governmental agencies] Does your agency regularly 
interact with other government bodies (e.g., DOF, DBM, LGUs)? Have you encountered any issues 
and problems regarding the coordination of these initiatives? [Look for documents, if possible] 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
 
 

Bureaucratic Capacity of the Department 
 

9. [Nature of Technical Capacity] What is the usual background of the technical staff of your division 
and department (e.g. engineers, economists, or political scientists)? [Look for documents] 

_______________________________________________________________________________________
_______________________________________________________________________________________
______________________________________________________________________________________ 
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10. [Technical Capacity - Challenges] What are the challenges and issues faced by your division or 
department in terms of human resources (e.g., “contractualism,” high turn-over rates) and 
technical capacity to implement policies and programs of the department (e.g., financial, support 
from politicians)? 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
_______________________________________________________________________________________ 
 
That’s all I would like to know. Would it be alright if I email or contact you again if I have any clarification or 
further questions? 
 
Thank you for sharing your time with us. Again, rest assured that we will treat your information with 
confidentiality and care.  

 

 

 

 

 

  



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

DOI:10.6814/NCCU202100402

 

 
136 

III. Questionnaire for Government Officials (State-SMEs Interaction Mechanism) 

 
 

 

Questionnaire for Government Officials (Nature of Public-Private Interaction) 
 
 

Interviewee :  
Date  :      Venue:  
Start Time :      End Time:  
 
 

Good morning/afternoon, Dr./Ms./Mr. ________________. Thank you for granting my request for an 
interview. 
 
My name is Lianne Angelico Depante. I am currently a graduate student at the National Chengchi University. 
 
My main objective is to understand the relationship between the government and the MSMEs in the 
country. More particularly, I would like to determine how the MSMED Council functions and interacts with 
the MSMEs. 
 
Your inputs will not only help me in my study but could also inform the development of policy regarding 
private sector development governance, as I hope to publish the findings of this study in the future. Rest 
assured that your insights will be handled with care and confidentiality.  
 
This interview will last approximately 1 hour. You may refuse to answer any question should you feel that 
the questions I am asking are too sensitive to be shared. Do you have any questions? 
 
Before we begin, will it be okay if I record the proceedings of this interview? [Show recorder] 
 
 

1. To start off, can you tell us your full name, current affiliation, and position? 
 

Name Current Affiliation Position 
   

 

 
2. [Basic Information about the Interviewee] Kindly introduce your organization and the MSMED 

Council. When and why was it established? What are its current priorities and objectives? [Ideally, 
look for documents] 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 

 
3. [Membership of the Council] Who are the members of the MSMED Council? Are there 

representatives from the SME sector? How does the Council select these representatives 
(politically-backed or is there  a clear, objective guideline of selection)? Does the Council include 
representatives of trade unions, workers, or academics? [Ideally look for documents] 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
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4. [Frequency and Attendance in Meetings] How often does the Council meet? Who usually attends 
the meeting (secretary or their alter egos)? Are the members always present? 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
_______________________________________________________________________________________ 

5. [Meeting Agenda/Power Distribution] Who calls the meeting? Can MSME representatives call the 
meeting? Who sets the agenda in the meeting? 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
_______________________________________________________________________________________ 

6. [Interest between the Council and the Sector] How does the Council balance the interests of the 
MSME sector and the Department or the Council? Were there instances before that led to 
misunderstanding between the SMEs and the government? How did the Council resolve this issue? 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 

7. [Informal channel of communication] Apart from the MSMED Council, are you aware of other 
channels (e.g., informal means, “administrative guidance”) where the SMEs can interact with the 
Department? 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 

8. [Issues Re: Council] What do you think are the most important issues pressing the MSMED Council? 
How does the Secretariat resolve them? Could you recommend some solutions? 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
_______________________________________________________________________________________ 

9. [Challenges that confront the Secretariat in terms of technical, political, and financial capacity] What 
are the challenges and issues faced by the secretariat in terms of human resources (e.g., 
“contractualism,” high turn-over rates) and technical/professional capacity to carry out its 
mandate (e.g., financial, support from politicians)? 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
 
That’s all I would like to know. Would it be alright if I email or contact you again if I have any clarification or 
further questions? Thank you for sharing your time with us. 
 
Again, rest assured that we will treat your information with confidentiality and care.   
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IV. Questionnaire for Experts and Academics 

 
 

Questionnaire for Experts and Academics 
 
 

Interviewee :  
Date  :      Venue:  
Start Time :      End Time:  
 

 
Good morning/afternoon, Dr./Ms./Mr. ________________. Thank you for granting my request for an 
interview. 
 
My name is Lianne Angelico Depante. I am currently a graduate student at the National Chengchi University. 
 
My main objective is to understand the relationship between the government and the MSMEs in the 
country.  
More particularly, I would like to know your insights on how SMEs in the country engage in collective action 
and how the state incorporates inputs and acknowledges the concerns and needs of the sector. 
 
Your inputs will not only help me in my study but could also inform the development of policy regarding 
private sector development governance, as I hope to publish the findings of this study in the future. Rest 
assured that your insights will be handled with care and confidentiality.  
 
This interview will last approximately 45 minutes to one hour. You may refuse to answer any question should 
you feel that the questions I am asking are too sensitive to be shared. Do you have any questions? 
 
Before we begin, will it be okay if I record the proceedings of this interview? [Show recorder] 
 
 

1. To start off, can you tell us your full name, current affiliation, and position? 
 

Name Current Affiliation Position 
   

 

 
2. [Basic information on the interviewee] Kindly introduce yourself briefly. Please describe your 

expertise in relation to MSMEs, state-business relations, industrial policy, collective action, and/or 
corporatism.  

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
 

3. [SMEs in the Philippines] How would you assess the performance of MSMEs in the country? What 
do you think are the factors that positively and/or negatively affect the sector’s performance? 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
_______________________________________________________________________________________  
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MSME Sector Level of Organization 
 

4. [SME sector’s level of organization] How do you assess the level of organization of SMEs in the 
country? Are Philippine MSMEs too atomistic or consolidated such as their counterparts in 
Thailand or Taiwan (e.g., presence of apex and umbrella association)? Ultimately, how do you 
assess MSMEs’ place in Philippine politics and society? 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
_______________________________________________________________________________________ 
 

5. [Business associations] Are there MSME-oriented business associations in the country? Could you 
enumerate them? If there is no business association focusing on or representing the SMEs in the 
Philippines, what do you think explains the absence of such organization in the country?  

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
_______________________________________________________________________________________ 
_______________________________________________________________________________________ 
 

6. [Impact of Organization of SMEs] How does the current organization of Philippine MSMEs—positive 
or negative—impact the way the sector influences policymaking (including implementation, 
formulation, and monitoring)? [Probe for examples] 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
_______________________________________________________________________________________ 
 

7. [OPTIONAL - Chamber of Commerce vis-à-vis SMEs] How do you think mainstream business 
associations (e.g., Federation of Filipino-Chinese Chambers of Commerce & Industry, Makati 
Business Club, Federation of Philippine Industries, Philippine Chamber of Commerce and Industry) 
see and regard the SMEs? Do they represent the [demands] of the SME sector? 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
_______________________________________________________________________________________ 
 

State-MSME Relationship 
 

8. [MSMED Council and other interface] How do you assess the formal interfaces of interaction (i.e., 
consultation) between the MSME sector and the government (e.g., MSMED Council)? How about 
the informal ones? [Ask if necessary: Do you consider the consultation process with the 
government genuine or merely nominal, and why? Also, to what extent have been these 
interactions transparent, regular, and reciprocal?] 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
_______________________________________________________________________________________ 
_______________________________________________________________________________________ 
_______________________________________________________________________________________ 
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Recommendation 
 

8. [Recommendations] What would you suggest to improve the consultation mechanisms of the 
government in relation to the MSME sector? How can we improve the level of organization and 
capitalist collective action of MSMEs in the country? Finally, do you have suggestions in terms of 
improving the Philippine SME sector as a whole? 

_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________
_______________________________________________________________________________________ 
 
That’s all I would like to know. Would it be alright if I email or contact you again if I have any clarification or 
further questions? Thank you for sharing your time with us. Again, rest assured that we will treat your 
information with confidentiality and care. 
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