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OVERVIEW 
 
Illicit trade (IT) involves goods and services that are illegal as they threaten communities 
and society as a whole.  Illicit trade has a negative impact on economic stability, social 
welfare, public health, public safety and our environment. 
 
Global revenues from all illicit trade combined have been estimated at US$ 870 billion (B) 
per year, or 1.5 percent of global Gross Domestic Product (GDP). Counterfeiting, a subset 
of illicit trade, produces revenues of several hundred billion euros per year.1 
 
Goods smuggling is rampant in most developing countries. It deprives the government of 
revenues from uncollected taxes and customs duties. It also affects local industries by 
distorting prices of commodities.  Smuggling causes production slowdown, which leads 
to mass lay-offs, reduced consumer spending, bankruptcies, and lower tax collection.2 
 
Illicit trade reduces government revenues needed for economic development and poverty 
reduction, damages legitimate businesses and entrepreneurship, and lead to loss of 
legitimate employment.  
 
On a specific industry like oil, two methods have been constantly cited: outright smuggling 
and technical smuggling.3  
 
Outright smuggling is done by bringing petroleum into the country without duly reporting 
the shipments to customs officials. They are: 

(a) High Seas Smuggling. Smuggling occurs mostly in the high seas where officials 
have no jurisdiction. Fuel products usually come from nearby countries, where 
petroleum prices are much lower due to government subsidies. Smaller ships 
withdraw fuel from the mother ship for delivery to customers. These will then be 
resold in the country. 

(b) Direct smuggling. Some oil importers bring in vessels, dock in small ports, and 
discharge the fuel directly to waiting tank trucks who then deliver to service stations.  

                                                           
1 http://oecdinsights.org/2016/04/01 
2 https://www.ukessays.com/.../impact-of-smuggling-in-the-philippines 
3 https://business.inquirer.net/115289/methods-of-oil-smuggling,  April 04, 2013 
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(c)  Special Economic Zones (SEZs).  SEZs grant exporters tax-free importation of 
petroleum products as long as the products are used within the zone or are re-
exported. Some companies, however, use this privilege to import tax-free petroleum 
products and then smuggle these out of SEZs. 

 
Technical smuggling, according to reports, is done through a number of ways, but all 
generally entails the use of tampered or counterfeit cargo documents. 

(a) Lower declared value.  Importers declare value of their shipments thus paying lower 
VAT and excise taxes.  This is done through fake or tampered invoices. 

(b) Lower declared volume. Importers declare lower shipment volumes for petroleum 
products which result in nonpayment of taxes for undeclared volumes. 

(c) Misdeclaration.  Importers misdeclare their shipments to avoid paying taxes. For 
instance, gasoline is misdeclared as diesel to avoid paying the specific tax. 

 
On another industry example, �W�K�H�� �:�R�U�O�G�� �+�H�D�O�W�K�� �2�U�J�D�Q�L�]�D�W�L�R�Q�¶�V�� �������������� �)�U�D�P�H�Z�R�U�N��
Convention on Tobacco Control (FCTC) �G�H�I�L�Q�H�V�� �W�K�H�� �L�O�O�L�F�L�W�� �W�U�D�G�H�� �L�Q�� �F�L�J�D�U�H�W�W�H�V�� �D�V���� �³�D�Q�\��
practice or conduct prohibited by law and which relates to production, shipment, receipt, 
possession, distribution, sale or purchase including any practice or conduct intended to 
�I�D�F�L�O�L�W�D�W�H�� �V�X�F�K�� �D�F�W�L�Y�L�W�\�´���� �,�W�� �H�[�L�V�W�V�� �L�Q�� �W�K�U�H�H�� �E�U�R�D�G�� �I�R�U�P�V���� ���D���� �F�R�X�Q�W�H�U�I�H�L�W�� �S�U�R�G�X�F�W�L�R�Q, (b) 
undeclared local production, and (c) smuggling. 
 
Counterfeit production is the manufacturing of imitation, trademarked cigarettes without 
permission from the holder of the relevant intellectual property rights. Counterfeit products 
may be sold locally or abroad. Excise duty is rarely, if ever, paid on counterfeit products.  
 
Undeclared local production refers to cigarettes manufactured for consumption in the 
same jurisdiction, which are not declared to the local excise authorities. These cigarettes 
are sold without excise duty. The cigarettes may be manufactured in approved factories 
or illegal covert operations. 
  
Smuggling involves the transportation of cigarettes from one jurisdiction for their 
distribution and resale in another where it is unlawful to do so because it is done without 
payment of the applicable taxes or duties, or in breach of laws prohibiting its import or 
export.4 
 
In the Philippines, the most widespread form of illicit trade is smuggling.  In 2015, the 
Philippines imported some US$70.2 B, up 20 percent from US$58.5 B in 2010.  Five 
countries accounted for 52 percent of official imports. These countries exported to the 
Philippines US$59.2 B in 2015, up 37 percent from 2010.  The gap was US$22.9 B, or 63 
percent in 2015, an increase from US$15.3 B in 2010. The actual gap should be higher 
when freight and insurance are factored in.  Note:  Imports in CIF basis; and exports in 
FOB.    
 

                                                           
4 http://www.iticnet.org/file/document/watch/2632 
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The largest gap comes from China at US$15.2 B in 2015 or two-thirds of total gap for five 
countries. In reality, China is now the biggest trade partner of the Philippines, not the 
USA. 
 
Table 1.1 Philippine imports (US US$ billion)  
 2010 2015 
Total All Countries (Official data)  58.5 70.2 

Top 5:    
China 5.0 11.5 
USA 6.3 7.6 
Japan 7.3 6.8 
Taiwan 3.9 5.5 
Singapore 5.4 4.9 

Total 5  27.9 36.3 
Export by partner -countries    

China 11.5 26.7 
USA 7.4 8.3 
Japan 11.1 10.4 
Taiwan 6.0 7.4 
Singapore 7.2 6.4 

Total Top 5  43.2 59.2 
Total Difference (Smuggling ) 15.3 22.9 

China 6.5 15.2 
USA 1.1 0.7 
Japan 3.8 3.6 
Taiwan 0.6 1.9 
Singapore 1.8 1.5 

Source:  UN Trademap 
 
 
STUDY BACKGROUND AND OBJECTIVES  
 
The Federation of Philippine Industries (FPI) is one of the champions of Philippine 
industries responsive to the challenges of the global economy. FPI has committed itself 
to protect Philippine businesses, ensure industry competitiveness, provide steady 
�H�P�S�O�R�\�P�H�Q�W���� �D�Q�G�� �E�H�� �D�� �P�D�M�R�U�� �F�D�W�D�O�\�V�W�� �W�R�� �W�K�H�� �F�R�X�Q�W�U�\�¶�V�� �H�F�R�Q�R�P�L�F�� �J�U�R�Z�W�K����Since its 
establishment in 1991, FPI has grown to 146 member-companies representing a broad 
spectrum of Philippine industries. 
 

In June 2015, FPI expanded its anti-smuggling advocacy with the formation of the Fight 
Illicit Trade (Fight IT) Movement. Fight IT forged partnerships with various public and 
private entities to share and exchange information, and to convey illegal and counterfeit 
presence in local areas. The movement is committed to protect consumers, safeguard 
government revenues, preserve jobs and ensure a level playing field among legitimate 
Philippine industries 
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In this light, FPI has commissioned the Center for Research and Communication 
Foundation, Inc. (CRCFI) of the University of Asia and the Pacific (UA&P) to undertake 
an in-depth study of the extent of illicit trade in the Philippines.  
 
The research was based on official data from government and multilateral agencies, 
publicly-available information and records from and interviews with industry players and 
other stakeholders. 
 
This particular Fight IT Study covers eight (8) industries with so-called frequently 
smuggled products: 
 

1. Petroleum 

2. Steel 

3. Resins 

4. Wood 

5. Cigarettes 

6. Sugar 

7. Palm Oil 

8. Automotive batteries 
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GENERAL FINDINGS 
 
The general findings of the study shows: 

1. Rampant evasion of taxes on imports due to various forms of smuggling and tax 
evasion.  

2. Massive illicit trade are observed in petroleum, steel, cigarettes, resins, and wood. 

3. Counterfeit tax stamps and unregistered volumes are rampant in cigarettes.  
Smuggling comprises only about 11 percent in 2015. 

4. Economic impact and multiplier effects on gross domestic product, household income 
and employment are significant. To measure these, the Input-Output analysis of the 
Philippine Economy was used. 

5. Smuggling weaves a vicious network of negative economic repercussions. Its 
devastating effects on government revenues and industries spawn vicious circles of 
economic problems. Smuggling stirs up negative multiplier effects on gross domestic 
product, household income, and employment.  

Smuggling in the selected industries, lowered gross domestic product by an average 
of 0.9 percent from 2011 to 2015. On average, household income decreased by 0.31 
percent and employment went down by 2.38 percent from 2011 to 2015. Clearly, 
smuggling in the selected industries negatively affected employment more than gross 
domestic product and household income from 2011 to 2015. This suggests that 
smuggling most severely affects the ability of the economy to create more productive 
jobs. The negative economic impact and average multiplier effects of smuggling in 
selected industries from 2011 to 20155 are discussed in the following specific findings. 

 
 
  

                                                           
5 2013-2015 for cigarettes 
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Computing for the Economic Impact and Multiplier Effects of Smuggling  

Input-output analysis is an analysis based on the interdependencies between economic 
sectors. This method is commonly used for estimating the impacts of positive or negative 
economic shocks and analyzing the ripple effects throughout an economy. This was 
originally developed by Wassily Leontief (1905�±1999), who later won the Nobel Prize in 
Economics. (See Annex next section) 

 

ECONOMIC IMPACT AND MULTIPLIER EFFECTS  
OF SMUGGLING ON EIGHT INDUSTRIES 2011-2015* 

PhP 495.5 B 
decrease in GDP 

PhP 1.1 T 
decrease in gross output 

PhP 77.2 B 
decrease in household income 

PhP 276.1 B 

PhP 10.0 B 

PhP 65.8 B 

PhP 34.4 B 

PhP 45.8 B 

PhP 46.8 B 

PhP 15.4 B 

PhP 1.2 B 

PhP 789.1 B 

PhP 15.0 B 

PhP 154.8 B 

PhP 44.2 B 

PhP 51.6 B 

PhP 67.7 B 

PhP 17.3 B 

PhP 1.5 B 

PhP 23.7 B 

PhP 1.8 B 

PhP 13.9 B 

PhP 8.4 B 

PhP 11.6 B 

PhP 11.5 B 

PhP 5.9 B 

PhP 356 M 

89,314 

6,381 

50,048 

30,775 

45,612 

43,989 

23,577 

1,374 

291,070 
total number of displaced workers 

* 2013-2015 only for cigarettes 

PhP 680 B 

PhP 9.8 B 

PhP 106.1 B 

PhP 24.8 B 

PhP 30.9 B 

PhP 42.9 B 

PhP 9.3 B 

PhP 0.75 B 

PhP904.6 B 
total value of smuggled goods 
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Specific Findings  

Petroleum oils 6.  The major products include diesel oil, motor gasoline, jet fuel, kerosene, 
fuel oil and liquefied petroleum gas.   
 
In 2015, refined petroleum products consisted of 37 percent diesel fuel oil (61 thousand 
barrels per day or Mbbl/d), 19 percent each for fuel oil (31 Mbbl/d) and gasoline (30 
Mbbl/d), nine percent jet fuel (16 Mbbl/d), six percent LPG (9 Mbbl/d) and two percent 
kerosene (3 Mbbl/d). 
 
Its total value surged by 21 percent annually from US$395.7 M (1.5 M tons) in 2001 to 
US$3.3 B (6.8 M tons) in 2015.  Average imports was almost US$3 B (4.6 M tons) per 
year. 
 
The Philippines consumed 392 Mbbl/day of oil in 2015, of which 50 percent were imported 
as finished products while the rest were refined in the country by Petron and Pilipinas 
Shell.  The estimated smuggled petroleum has been increasing for the past 15 years.  
From 2001 to 2005, the average value of smuggled products has been PhP 8.4 B 
annually.  This increased to an average of PhP 24.3 B annually from 2006 to 2010. The 
value had drastically increased to PhP 136 B annually on the average for the last five 
years (2011-2015).  There was massive illicit trade from Taiwan, at least 80 percent in 
the total smuggled value.  
 
The estimated revenue losses to the government caused by the non-payment of the 12 
percent VAT reached PhP 81.6 B from estimated smuggled value of PhP 680 B from 
2011 to 2015. 
  
The smuggling of petroleum into the country from 2011 to 2015 cut domestic output of all 
industries by about PhP 789 B. As a result, gross domestic product fell by about PhP 276 
B or 0.48 percent from 2011 to 2015.   Smuggling also lowered total household income 
by about PhP 23.7 B or 0.68 percent and displaced about 12,892 workers in 2011. The 
number of unemployed persons increased dramatically to about 21,000 from 2012 to 
2014 but declined to around 12,989 in 2015.   
 
Steel bars. 7 Smuggling of steel bars in its different forms is affecting the steel industry 
and the users of the products. Most of the steel products come from China.  
 
An analysis of the total difference estimated at five-year intervals between 2001 and 2015 
revealed that the total difference was getting bigger moving from the initial study years to 
the more recent years. Note that from 2001-2005, the total difference was PhP 3.6 B, 
then PhP 26.4 B during 2006-2010, and finally PhP 106.1 B from 2011-2015, a significant 
increase over the years. This brings the total difference to PhP 136.1 B over the 15-year 
period with HS 7228 accounting for 70 percent. 

                                                           
6 HS 2710 
7 HS 7216, 7228 
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A review of the value of difference over the 15-year period revealed that the biggest 
country difference in most of the years was with China. This difference reached US$910 
M in 2014 and US$795 M in 2015.  
 
The estimated revenue losses to the government caused by the non-payment of the 12 
percent VAT over the five-year period will total PhP 12.7 B.  
 
Smuggling stirs up negative multiplier effects on gross domestic product, household 
income, and employment. Steel bars smuggling from 2011 to 2015 slashed gross 
domestic product by 0.11 percent (PhP 65.8 B), depressed household income by 0.05 
percent (PhP 13.9 B), and sunk employment by 0.38 percent (50,048 persons). 
 
Resins 8. The Philippines is a net importer of resins. In 2015, imports reached US$637.5 
M as against exports of US$188.2 M.  Smuggling is a perennial problem in the industry.  
 
The total amount of illicit trade ranged from PhP 347 M in 2001 to PhP 13.2 B in 2013.  In 
2015, smuggling amounted to PhP 2.5 B. The annual average was PhP 6.4 B.   
 
The amount smuggled increased over the years from PhP 15.6B during 2001-2005, PhP 
38.2 B during 2006-2010, and PhP 42.9 B during 2011-2015.  
 
By type of product, the amount smuggled was highest for polyethylene (PE), with annual 
average of PhP 2.7 B from 2001-2015.  Polypropylene (PP) was next at PhP 1.9 B yearly, 
then polystyrene (PS) at PhP 1.3 B annually.  Polyvinyl chloride (PVC) posted the lowest 
value at PhP 400 M per year.   
 
The main sources of illicit trade are mostly Asian countries like Japan, Singapore, South 
Korea, Thailand, Malaysia, China and Taiwan.   
 
From 2011-2015, the amount of smuggled resins reached PhP 42.9 B. With VAT at 12 
percent for imports, the estimated VAT losses due to smuggling amounted to PhP 5.1 B 
or PhP 1 B per year.  
 
Smuggling has negative repercussions on the economy.  It impacts on GDP, household 
income, and employment. From 2011-2015, resin smuggling clipped GDP by 0.08 percent 
(PhP 46.8 B), slashed household income by 0.04 percent (PhP 11.5 B), and pared 
employment by 0.34 percent (43,989 lost job opportunities).   
 
Wood products 9 covered include plywood, veneer panel and similar laminated wood. 
The country is a net importer of wood products and depends on imports to satisfy its 
domestic wood requirements. China has been a major supplier of the country since 2013 
when it replaced Malaysia. 

                                                           
8 HS 3901-3904 
9 HS 4412 
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The country has 43 plywood plants with a daily rated capacity of 2,540 cubic meters (cu 
m) and an annual log requirement of 1.30 M cu m while veneer plants numbered 69 with 
3,095 cu m daily rated capacity and yearly requirement of log of 1.32 M cu m. For 
plywood, some of the plants listed in the PFS are not operating. According to the 
Philippine Wood Producers Association (PWPA), only 31 of these plywood plants are 
operational. 
 
The estimated smuggled value exhibited an upward trend from 2001 to 2014. Over the 
period, smuggled wood products valued at PhP 167 M in 2001 to PhP 9.0 B in 2014. After 
a steady increase since 2010, the smuggled value of wood products dropped by 40 
percent or at US$5.3 B in 2015. China generally recorded the highest share to total value 
of wood products smuggled over the 15-year period. Meanwhile, the foregone value 
added tax is estimated at about PhP 3.0 B. 
 
In mid-2015, the Department of Trade and Industry delisted plywood in the list of products 
under mandatory certification and transferred to products under mandatory labelling. 
Under the product certification mark scheme of the Bureau of Product Standards, import 
commodity clearance (ICC) is issued to products that are quality and safety compliant or 
comply with the Philippine National Standard requirements. Moreover, the ICC is required 
to products that pose a threat to life and safety and shall undergo mandatory certification.  
 
Albeit there is no exact trend yet in the value of smuggled plywood within the country 
following exclusion of plywood in the list of products under mandatory certification. The 
measure to facilitate the issuance of the ICC, however, may have enticed more 
importations of unsafe and untested wood products. This is a concern that cannot be 
discounted as it can cause more injury in the local market with the threats in the health 
and safety of consumers, local construction industry, boat-making industry as well as in 
the domestic plywood industry.  
  
The study estimated that smuggling of plywood, veneer panel and similar laminated wood 
(HS 4412) reached PhP 24.8 B from 2011 to 2015. The effect of smuggling is substantial 
as this resulted to PhP 3.0 B value-added tax revenue loss during the same period. In 
terms of economic impact and multiplier effects, smuggling of plywood, veneer panel and 
similar laminated wood, resulted to a cut domestic output of all industries by PhP 44.2 B 
and reduced gross domestic product by about PhP 34.4 B. The multiplier effects on 
household income and employment were estimated at PhP 8.4 B earnings loss and 
30,775 jobs lost. 
 
Cigarettes 10.  The cigarette industry has extensive backward linkages and economic 
multipliers. The tobacco farming community benefits from farm sales and cigarette taxes.  
 
The cigarette market is principally supplied by local production. A small amount is 
exported but a greater volume is imported.  In 2015, of the total consumption of 96.7 

                                                           
10 HS 240022 
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billion cigarettes, some 98.2 percent were supplied from domestic sources. Only 1.8 
percent from overseas sources. 
 
How does illicit trade enter the picture?  Illicit trade comprises Domestic Illicit plus Non-
Domestic Illicit.   Illicit trade comprises 13.5 percent of total cigarette supply:  12.0 percent 
from domestic illicit and only 1.5 percent from non-domestic illicit. In effect, domestic illicit 
accounts for almost 90 percent of illicit trade. Thus the tax leakages occur within 
Philippine borders, and only 10 percent from non-domestic illicit. 
 
The analytics of this study is based on sound and reliable publicly-available data sources. 
Domestic illicit data is based on the Oxford Economics Reports of 2014 and 2015. The 
formula applied is AC Nielsen Audit report less BIR withdrawals (tax paid volume) equals 
domestic illicit (non-tax paid).  Meanwhile, Non-domestic illicit is broken down into finished 
goods (UN Trademap data) and raw material imports (Senate STSRO Report).   
 
Since domestic illicit trade is the main source of tax leakage, the Government needs to 
plug the loopholes and strengthen enforcement.    A key instrument is the introduction of 
tax stamps. However, the proliferation of fake tax stamps is widespread and in large 
magnitudes. This is exemplified by the recent discovery of more than PhP 2B fake tax 
stamps in various raids nationwide bearing Mighty and Marvel brands. 

 
Of utmost concern is the PhP 18 B tax loss from domestic illicit products in 2015.  The 
loss comprises 13 percent of potential tax revenues. Altogether, the total tax losses during 
2013-2015 reached PhP 56 B. 
 
Of strategic importance is the almost PhP 100 B a year generated from cigarette excise 
taxes. These can fund 10,000 kilometers of concrete farm-to-market roads or some 
100,000 school buildings. It can help support the conditional cash transfer (4P) program 
that will help reduce inter-generational poverty. 
 
Illicit trade for cigarettes goes beyond smuggling and VAT evasion.  Another injury to the 
Philippine economy is the extensive sale of counterfeit cigarettes. This is further 
exacerbated by the undervaluation of raw material imports, principally tobacco and 
acetate tow for filters. 
 
The value of smuggled cigarettes was PhP 3.30 B in 2013, PhP 3.43 B in 2014, and PhP 
3.08 B   in 2015. Total value for three years was PhP 9.80 B. 
 
The smuggling of cigarettes into the country from 2013 to 2015 cut domestic output of all 
industries by about PhP 15.0 B. 
 
As a result, gross domestic product (value added) fell by about PhP 10.0 B or 0.082 
percent from 2013 to 2015.  This implies that gross domestic product from 2013 to 2015 
would have increased by an additional 0.027 percent a year without cigarette smuggling. 
 



11 

 

The negative household income multiplier effect of smuggling from 2013 to 2015 reduced 
total household income by about PhP 1.81 B or 0.033 percent during the period.     
 
The approximate total number of displaced workers due to cigarette smuggling from 2013 
to 2015 was about 6,381.  This represented a 0.25 percent increase in the total number 
of unemployed persons from 2013 to 2015.  
 
Sugar .11 The Philippines produces sugar from cane. The country imports basically white 
refined sugar. It is a net exporter of refined sugar. 
 
The processing facilities comprise of 27 sugar mills with an average of 60 percent capacity 
utilization and 12 refineries with 73 percent, on average, capacity utilization.  Sugar 
produced in the country has been mostly for the domestic market and the US quota. In 
the local scene, industrial demand continues to dominate the market followed by the 
household demand. 
 
The trend of the total value smuggled was downward from PhP 1.4 B in 2001 to PhP 956 
M in 2005, followed by an upward trend from PhP 1.2 B in 2006 to PhP 5.4 B in 2010 and 
descending from PhP 5.1 B in 2011 to PhP 210 M in 2015.  
 
From 2006 to 2010, smuggling was rampant growing at about 57 percent yearly, reaching 
its peak in 2010. It was during this time that domestic refined sugar prices averaged 
PhP2,600 per Lkg (L/kg). The high sugar price in the domestic market attracted 
smugglers to bring in sugar as world prices averaged only about PhP1,400 L/kg.  
 
By trading partner countries, Thailand recorded the highest incidence of discrepancies 
contributing to total value smuggled from at least 50 percent in 2007 to about 97 percent 
in 2015.  
 
The impact of smuggling on fiscal revenues is significant. From 2011 to 2015, refined 
sugar smuggling amounted to PhP 9.3 B. The estimated government loss from value 
added tax totaled to PhP 1.1 B while tariff revenue forgone valued at PhP 3.4 B.  
 
In terms of economic impact, the smuggling of refined sugar over the five-year period 
slashed domestic output of all industries by about PhP 17.3 B and decreased gross 
domestic product by about PhP 15.4 B. Household income and employment were also 
affected substantially wherein about PhP 5.9 B was forgone and 23,577 workers were 
displaced, respectively.  
 
Palm oil 12 is mostly imported from Malaysia and Indonesia. Palm olein (HS 1511) is the 
�W�Z�R���F�R�X�Q�W�U�L�H�V�¶���H�[�S�R�U�W�V���D�Q�G���D�O�P�R�V�W���Q�R�Q�H���I�R�U���W�K�H���L�Q�H�G�L�E�O�H���R�L�O�����+�6�������������� 
 

                                                           
11 HS 17019911 
12 HS 1511, 1518 
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It is further noted that the total export of palm oil products (HS 1511 and 1518) from 
Malaysia and Indonesia was about 800,000 tons while Philippine official imports from 
these countries were about 530,000 tons in 2015. It appears that an estimated 400,000 
tons was reclassified as HS 1518 to avoid the 12 percent VAT. Palm oil is used as a 
substitute for coconut oil as a feed ingredient. Palm oil for animal feeds is VAT-free but it 
is unlikely according to industry sources that such excessive volume was used for animal 
feeds.   
 
Smuggling of palm oil in its different forms is affecting the local producers �± both the palm 
oil and vegetable oils industry in general.   
 
An analysis of the total difference estimated at five-year intervals between 2001 and 2015 
revealed that the total difference was accelerating from the initial study years to the more 
recent years. Note that from 2001-2005, the total difference was PhP 923 M, then PhP 
9.3 B during 2006-2010, and finally PhP 30.9 B from 2011-2015, a significant increase 
over the years. This would be a total difference of PhP 41.1 B over the 15-year period.   
 
A review of the value of difference over the 15-year period revealed that the biggest 
country difference in most of the years was with Malaysia. This difference reached 
US$538 M in 2011, USUS$356 M in 2014 and US$334 M in 2015.  
 
The estimated VAT losses to the government over the last five years (2011-2015) will 
total PhP 3.7B. 
 
Smuggling stirs up negative multiplier effects on gross domestic product, household 
income, and employment. Palm oil smuggling from 2011 to 2015 slashed gross domestic 
product by 0.08 percent (PhP 45.8 B), cut household income by 0.04 percent (PhP 11.6 
B), and lowered employment by 0.35 percent (45,612 persons). 
 
Automotive batter ies 13.  The Philippines is more of an automotive battery exporter than 
importer. This may be attributed to the strong presence of highly capable local players 
such as Motolite and Outlast.  In 2015, exports were at US$137.2 M as against imports 
of US$25.1 M. 
 
The key suppliers of batteries into the country in 2015 were Indonesia, Thailand, Vietnam, 
China, South Korea, Singapore and India.   
 
Relative to illicit trade, the value was volatile from 2001-2015.  From PhP 50.4 M in 2001, 
the amount peaked to PhP 293.2 M in 2009 and PhP 261.5 in 2013. In 2015, smuggling 
was back to just about PhP 50.5 M, similar to the level in 2001. On average, some PhP 
153 M worth of battery was smuggled per year over the past 15 years.    
 

                                                           
13 HS 850710 
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From 2011-2015, some PhP 753.8 M worth of batteries were smuggled into the country.  
The total VAT losses due to battery smuggling during the same period were estimated at 
PhP 90.5 M, or PhP 18.1 M yearly. 
 
Battery smuggling clipped domestic output of all industries by about PhP 1.5 B from 2011 
to 2015.  Consequently, GDP fell by about PhP 1.2 B or 0.002 percent during the same 
period.  This suggests that GDP from 2011 to 2015 would have increased by an additional 
0.002 percent without battery smuggling. 
 
Total household income also dropped by about PhP 356 M or 0.001 percent from 2011-
2015. Smuggling also resulted to lost job opportunities estimated at 1,374. This 
represents a 0.01 percent increase in lost job opportunities during the period. 
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RECOMMENDATIONS 
 
General  
 
There are existing policies, plans and programs for industry development and measures 
to address smuggling. There are also existing roadmaps for some of the industries, which 
contain the necessary steps towards industry expansion and development.  
 
The provisions of Republic Act (R.A.) 10863 also known as the Customs Modernization 
and Tariff Act (CMTA) enacted last May 2016 should be implemented in full with strict 
compliance to curb smuggling and illicit trade. The CMTA has provisions on offenses and 
penalties for misdeclaration, misclassification, undervaluation, unlawful importation or 
exportation, discrepancy between actual and declared weight of manifested goods, failure 
to pay duties, taxes and other charges, and other offenses with corresponding penalties. 
It also includes a chapter on penalties imposed upon the Bureau of Customs employees.  
 
Another law, R.A. No. 10845, or the Anti-Agricultural Smuggling Act of 2016, signed by 
former President Benigno S. C. Aquino III in May 2016 will also help address smuggling. 
It primarily aims to boost the productivity of the agricultural sector and protect Filipino 
farmers and agricultural enterprises from illegal traders and importers. 
 
The strict implementation of the new CMTA, Anti-Agricultural Smuggling Act and other 
government issuances will be an important deterrent to illicit trade. This should be coupled 
with the presence of dynamic, progressive and vigilant industry associations. 
 
Industry Specific  
 
Petroleum.  The government continues to find ways to address the problems of 
smuggling. The Bureau of Internal Revenues (BIR) has issued Revenue Regulations 2-
2012 on the tax administration treatment of all petroleum and petroleum products 
imported into the Philippines, the refund of VAT and excise taxes paid, and the 
administrative guidelines on the operation and maintenance of storage tanks, facilities, 
depots or terminals.  The Regulation was issued to combat the proliferation of petroleum 
smuggling and prevent further revenue losses for government. 
 
It was also proposed to bring back a fuel marking and monitoring scheme.  A provision 
for fuel marking was added to the Comprehensive Tax Reform Program through House 
Bill 4774. The fuel-marking scheme would not only help curb smuggling, but also ensure 
that oil products sold in the market are of high quality, safe, regulated and compliant with 
environmental standards. 
 
Steel. The Philippine Iron and Steel Institute (PISI) cited the need for strict monitoring of 
imports to avoid smuggled products that threatens the local industry. One way for 
government to do this is by engaging the private sector through more intensive 
participation and collaboration with the industry particularly its industry technical experts 
in the anti-smuggling efforts. The industry must be consulted most of the time and not 
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only 20 percent of the time. While the CMTA and existing government issuances are 
enough, the industry association wants it to be fully implemented. The accreditation of 
importers and customs brokers is an important process together with the participation of 
industry technical experts. 
 
Resins. The Association of Petrochemicals Manufacturers of the Philippines (APMP) will 
continue with its assigned industry technical expert at the Port of Manila and at the Manila 
International Container Terminal to assist the BOC in proper valuation of shipments. It 
also calls for the full implementation of the Customs modernization program to fight 
smuggling. 
 
Wood  Products.  The local plywood industry can remain competitive by differentiating 
from the cheap imported plywood in terms of performance, appearance, fitness/ suitability 
for use, safety in use, product consistency and traceability and adherence to standards 
(PWPA, 2012). 
 
The Philippine Wood Producers Association (PWPA) has strongly contested the entry of 
inferior plywood products by endorsing the following: 1) Bring back plywood to the list of 
products under mandatory certification; and 2) Do product conformity assessment (PCA) 
of the wood products to be exported at the country of origin. By enlisting back plywood in 
the list of products under mandatory certification, the entry of unsafe and non-compliant 
plywood is reduced. Most importantly, it will protect consumers against hazards of health 
and safety and safeguard the local plywood industry from loss of jobs in the mills and 
allied industries. The PCA, on the other hand, will ensure compliance to product 
standards of the exporting country and thereby removing the need for ICC application in 
the country. 
 
Cigarettes. Plugging the loop holes in the collection of cigarette taxes can notably 
contribute to the revenue targets. The government needs funding for infrastructure, social 
services (especially education), and agriculture and rural development. 

Some strategic recommendations include among others 1) The strict implementation and 
enforcement of the Sin Tax Law or RA 10351; 2) Strict monitoring of tax stamps 
compliance; 3) Employment of BIR-authorized watchdogs; 4) Regular enforcement 
actions and prosecution of offenses; and 5) transparent public disclosure of tax stamp 
�S�X�U�F�K�D�V�H�V���D�Q�G���P�D�Q�X�I�D�F�W�X�U�H�U�¶�V���Z�L�W�K�G�U�D�Z�D�O�V�� 
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Sugar . The industry has put a lot of effort to curb smuggling by collaborating with the 
Sugar Regulatory Administration (SRA) in regulating the supply in the local market; 
establishing the Sugar Anti-Smuggling Organization to support the Bureau of Customs 
(BOC)-Intelligence Group in apprehending smuggled sugar; and supporting the recent 
RA No. 10845 or Anti-Agricultural Smuggling Act of 2016 which  �³aims to boost the 
productivity of the agricultural sector and protect Filipino farmers and agricultural 
�H�Q�W�H�U�S�U�L�V�H�V���I�U�R�P���L�O�O�H�J�D�O���W�U�D�G�H�U�V���D�Q�G���L�P�S�R�U�W�H�U�V�´�����3�D�U�F�R�Q������������������ 
 
The efforts of the industry against smuggling have paid off with the downward trend of the 
value of smuggled sugar. As the industry deems and promotes, the real solution must 
therefore be to control. In this way, the stability of sugar prices and incomes of producers 
are ensured. 
 
Palm oil.  The industry association Philippine Palm Oil Development Council Inc. (PPDCI) 
and other oil producers need the support and collaboration of the Bureau of Customs and 
the Department of Agriculture in its fight against the rampant technical smuggling of 
vegetable palm oil.  
 
PPDCI also suggests that shipping companies give their inward foreign manifests (IFM) 
to the Bureau of Customs before palm oil shipments arrive in the country. The IFM lists 
all goods loaded on a ship destined for a particular port.  
 
 
Automotive b atteries .  While local players have strong control of the local market, there 
is no room for complacency.  The smuggling problem must be addressed before it gets 
any worse.  The industry will continue to monitor, coordinate and cooperate especially 
with the BOC in its fight against smuggling.   
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Annex 
 

ECONOMIC IMPACT AND MULTIPLIER EFFECTS OF SMUGGLING  
 

 
This section explains the methodology used to measure the economic impact and 
multiplier effects of smuggling on domestic production, household income, and 
employment.  
 
1. METHODOLOGY 
 
The quantitative method used to measure the economic impact and multiplier effects of 
smuggling on domestic output, household income, and employment is input-output 
analysis. The input-output models derived from the 2006 input-output table of the 
Philippines are discussed in the succeeding sub-sections.    
 
 
2.1   Multiplier Ef fect on Domestic Output  
 
To quantify the multiplier effects of smuggling, this study assumes that smuggling 
displaces domestic production. Hence, the value of smuggled goods is treated as a 
decrease in domestic production.  To measure the multiplier effects of smuggling on 
domestic output, the inter-industry open domestic output-to-output model is used.14 The 
model is expressed as follows: 
 

�û�;D = [(I - <u>A)-1]Q   �û�;S          (1) 
 
�Z�K�H�U�H�� �û�;D is the change in domestic output, [(I -<u>A )-1]Q is the open domestic final 
demand-to-output inverse matrix transformed into an open domestic output-to-output 
inverse matrix, <u> is the diagonalized matrix of rates of self-sufficiency, A is the technical 
�F�R�H�I�I�L�F�L�H�Q�W���P�D�W�U�L�[�����D�Q�G�����û�;S is the value of smuggled goods.15 In the application of this 
�P�R�G�H�O�����û�;S is treated as a negative variable to reflect the decrease in domestic production 
due to smuggling. The domestic output multiplier of an industry is the sum of the column 
elements of [(I-<u>A)-1]Q corresponding to that industry. To quantify the domestic output 
multiplier effect of smuggling in a particular industry, the value of smuggled goods in that 
industry is multiplied by its domestic output multiplier.     
 
 
2.2   Multiplier Effect on Gross Domestic Pr oduct  
                                                           
14The inter-industry open domestic output-to-output models can also be called the input-output open 
domestic output-to-output model. 
15 The domestic output-to-output inverse matrix is derived from the domestic final demand-to-output 
inverse matrix. The column elements of the domestic final demand-to-output inverse matrix are divided by 
their corresponding on-diagonal or principal diagonal elements to get the domestic output-to-output 
inverse matrix.  
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The multiplier effect on gross domestic product is measured by using the value-added 
multiplier matrix. The following model is used to construct the value-added multiplier 
matrix: 
 

�û�9��� �������Y���!���>���,��- <u>A)-1]Q   �û�;S          (2) 
 
�Z�K�H�U�H�� �û�9�� �L�V�� �F�K�D�Q�J�H�� �L�Q value-added, <v> is the diagonalized matrix of value-added 
coefficients, [(I -<u>A )-1]Q is the open domestic final demand-to-output inverse matrix 
transformed into an open domestic output-to-output inverse matrix, <u> is the 
diagonalized matrix of rates of self-sufficiency, A is the technical coefficient matrix, and  
�û�;S is the value of smuggled goods. The value-added multiplier matrix is the product of 
pre-multiplying the diagonalized matrix of value-added coefficients (<v>) to [(I -<u>A )-1]Q. 
 
The value-added multiplier of an industry is the sum of the column elements of the value-
added multiplier matrix corresponding to that industry. To calculate the value-added 
multiplier effect of smuggling in a particular industry, the domestic output multiplier effect 
of smuggling in that industry is multiplied by its value-added multiplier.16  
 
 
2.3   Multiplier Effect on Household Income  
 
The multiplier effect of smuggling on domestic production will affect household income. 
To quantify the multiplier effects of smuggling on household income, the following model 
is used:  
 

�û�+��� �����K�!���>���,��- <u>A)-1]Q �û�;S          (3) 
 
�Z�K�H�U�H���û�+���L�V���W�K�H���F�K�D�Q�J�H���L�Q���K�R�X�V�H�K�R�O�G���L�Q�F�R�P�H�������K�!���L�V���W�K�H���G�L�D�J�R�Q�D�O�L�]�H�G���P�D�W�U�L�[���R�I���K�R�X�V�H�K�R�O�G��
income coefficients,17 [(I -<u>A )-1]Q is the open domestic final demand-to-output inverse 
matrix transformed into an open domestic output-to-output inverse matrix, <u> is the 
diagonalized matrix of rates of self-sufficiency, A is the technical coefficient matrix, and  
�û�;S is the value of smuggled goods.18  
 
The matrix <h> [(I - <u>A)-1]Q is called the household income multiplier matrix. The 
household income multiplier of an industry is the sum of the column elements of the 
household income multiplier matrix corresponding to that industry. To measure the 
household income multiplier effect of smuggling in a particular industry, the domestic 

                                                           
16 The multiplier effect on value-added is equal to the multiplier effect on gross domestic product. 
17 The household income coefficient of an industry is derived by dividing the compensation of employees 
of the industry by its total input. 
18 The domestic output-to-output inverse matrix is derived from the domestic final demand-to-output inverse 
matrix. The column elements of the domestic final demand-to-output inverse matrix are divided by their 
corresponding on-diagonal or principal diagonal elements to get the domestic output-to-output inverse 
matrix.  
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output multiplier effect of smuggling in that industry is multiplied by its household income 
multiplier.  
  
 
2.4   Multiplier Effect on Employment  

 
The multiplier effect of smuggling on domestic production will affect employment as well. 
Unlike the multiplier effects on domestic output, gross domestic product, and household 
income, the employment multiplier effect of smuggling is not measured using an 
employment multiplier matrix.19 To compute for the employment multiplier effect of 
smuggling in an industry, the following equation is used:   
 
                                     �û�(i � ���û�+i / C                                        (4) 
 
�Z�K�H�U�H���û�(i is the total incremental change in employment due to smuggling in industry i, 
�û�+i is the household income multiplier effect of smuggling in industry i, and C is the annual 
average compensation of employees.20  
 
 
 
 
 
 
 
 
 
 

 

                                                           
19 In this study, the employment multiplier effect is not measured using an employment multiplier matrix 
because of the lack of detailed employment data.   
20 Data for the annual average compensation of employees were taken from the Annual Survey of Philippine 
Business and Industry. 
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Executive Summary 
 

Coverage . The major products include diesel oil, motor gasoline, jet fuel, kerosene, fuel 
oil and liquefied petroleum gas.1 
 
Production .  Production of refined petroleum products declined by two percent per year 
from 300 thousand barrels per day (Mbbl/d) in 2001 to 208 Mbbl/d in 2015. 
 
In 2015, refined petroleum products consisted of diesel fuel oil-61 Mbbl/d (37%), fuel oil- 
31 Mbbl/d (19%), and gasoline-30 Mbbl/d (19%).  The rest were:  jet fuel-16 Mbbl/d (9%), 
LPG-9 Mbbl/d (6%) and kerosene-3 Mbbl/d (2%). 
 
Imports .  Petroleum oils and related imports value surged by 21 percent annually during 
2001-2015 to US$3.3 B (6.8 M tons) in 2015 from US$396 M (1.5 M tons) in 2001.  
Average import was almost US$3 B (4.6 M tons) per year. In 2015, major sources were 
South Korea-1.8 M tons (28%), Taiwan-1.5 M tons (22%) and Singapore-1.3 tons (17%). 
 
Exports .  Exports of petroleum oils and other oils rose by 15 percent annually   to 
US$312.8 M (664,200 tons) from US$242.1 in 2015 (1.2 M tons) in 2001.  The average 
annual export was US$581.8 M (1.1 M tons) per annum.  In 2015, major markets were 
Malaysia-282,700 tons (35%) and Singapore-207,800 tons (30%). 
 
Demand .  Petroleum demand is influenced by several factors such as rising motor 
vehicles population, increase in air travels, and economic growth, among others. Based 
on the International Energy Statistics (IES) of the US Energy Information Agency and 
DOE, total demand of refined petroleum products from 2001 to 2015 remained almost the 
same at 327 Mbbl/d. 
 
Estimated Value of Smuggling  
 
To estimate the smuggled value of petroleum products into the country, Philippine imports 
by country were compared to the exports of partner countries. The top five sources 
namely: South Korea, Taiwan, Singapore, China and India represents more than 80 
percent of the value traded.  From 2001 to 2005, the average value has been PhP 8.4 B 
annually.  This increased to an average of PhP 24.3 B annually from 2006 to 2010.  The 
value had drastically increased to PhP 136 B annually on the average for the last five 
years (2011-2015). 
 
  

                                                           
1 HS 2710 
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Differences in Value of Petroleum  Trade between Philippines and Partner 
Countries, 2001 -2015 

Year US$ �¶������ PhP M Forex PhP/US$ 
2001 101,422 5,172 50.99 
2002 3,892 201 51.60 
2003 97,878 5,305 54.20 
2004 301,916 16,919 56.04 
2005 261,636 14,414 55.09 
2006 283,939 14,569 51.31 
2007 136,815 6,314 46.15 
2008 151,013 6,716 44.47 
2009 516,219 24,593 47.64 
2010 1,535,302 69,257 45.11 
2011 2,126,118 92,082 43.31 
2012 3,287,541 138,833 42.23 
2013 3,996,595 169,655 42.45 
2014 3,860,572 171,409 44.40 
2015 2,378,783 108,235 45.50 

Source of basic data: UN Trademap 
  
For the past 15 years, trade data showed that there was massive illicit trade from Taiwan.  
It registered the highest share of at least 80 percent in the total smuggled value.   
 
There were also differences in quantity and value in South Korea, Singapore and China.  
The data supports the reports that smuggled products are coming from Taiwan and 
Singapore as transshipment points.  The original sources, however, will still need to be 
investigated to prove whether the original sources are from Malaysia and Indonesia.   
 
Philippine Imports as Against Exports to the Philippines of Petroleum , 2015 
 
 
Country  

PHIL IMPORTS, CIF PARTNER EXPORTS, FOB DIFFERENCE 
Value Qty Price  Value Qty Price  Value Qty Price  

(US$ M) ('000 tons)  ($/kg)  (US$ M) ('000 tons)  ($/kg)  (US$ M) ('000 tons)  ($/kg)  
South 
Korea 933 1,762 0.53 1,167 2,212 0.53 (234) (450) 0.00 
Taiwan 753 1,495 0.50 2,744 5,565 0.49 (1,991) (4,070) 0.01 
Singapore 565 1,325 0.43 777 1,592 0.49 (212) (267) (0.06) 
China 275 611 0.45 399 786 0.51 (124) (174) (0.06) 
India 253 390 0.65 71 149 0.48 183 241 0.17 
Total  2,779 5,584 0.50 5,158 10,303 0.50 (2,379) (4,720) (0.00) 

 
There were no significant differences in prices ($/Kg).  So it cannot be said that cheaper 
automatically means smuggled.   Meanwhile, economic zones locators are entitled to duty 
free as defined by law so they can be competitive in their exports. But control must be 
stricter to avoid smuggling.  
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For the past five years, the estimated revenue losses to the government caused by the 
non-payment of the 12 percent VAT reached PhP81.6 B.  
 
Estimated VAT Losses from Petroleum Oils  �6�P�X�J�J�O�L�Q�J�����3�K�3�¶�0�� 

Year 2011 2012 2013 2014 2015 Total  
Estimated Value 
Smuggled 92,082 138,833 169,655 171,409 108,234 680,215 

Estimated VAT 
Losses 11,050 16,660 20,359 20,569 12,988 81,626 

 
Economic Impact and Multiplier Effects of Petroleum Smuggling  
 
The domestic output multiplier of the petroleum industry is 1.16. This means that one 
peso worth of smuggled petroleum trims total domestic output by PhP1.16.  The value-
added multiplier of the petroleum industry is 0.35. Hence, one peso worth of smuggled 
petroleum decreases total value-added by about 0.35 centavos.   
 
The smuggling of petroleum cut domestic output of all industries by about PhP 789 B. As 
a result, GDP fell by about PhP 276 B or 0.48 percent from 2011 to 2015. This suggests 
that GDP during the period would have increased by an additional 0.48 percent without 
petroleum smuggling.  Moreover, the total household income was lowered by about PhP 
23.7 B or 0.09 percent.  This implies that total household income from 2011 to 2015 would 
have increased by an additional 0.09 percent without petroleum smuggling. The 
estimated total number of displaced workers due to petroleum smuggling is about 89,314.  
This represents a 0.68 percent increase in the total number of unemployed persons from 
2011 to 2015. 
 
  ECONOMIC IMPACT OF PETROLEUM OIL SMUGGLING 2011-2015 

PhP 276.1 B 
decrease in GDP 

PhP 23.7 B 
decrease in 

household income 

89,314 
total number of 
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0.48% 
lower in GDP  

0.09% 
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income  

0.68% 
increase in total 

number of 
unemployed persons  

PhP 136 B 
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smuggled petroleum oil 

PhP 789 B 
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Conclusion  

Based on the above findings, the Philippines continue to lose billions in tax revenue each 
year from petroleum smuggling.  The foregone revenues are increasing as prices of oil 
continue to rise.  At the current average price of PhP 50/liter, the foregone revenue is 
PhP6/liter of gasoline from the 12 percent VAT.  The estimated government losses on 
petroleum oils from 2011 to 2015 reached PhP 81.6 B from the total estimated smuggled 
value of PhP 680 B.  
 
Petroleum smuggling cut gross domestic product by 0.48 percent, lowered household 
income by 0.68 percent, and trimmed employment by 0.68 percent. 
 
Moving Forward  
 
The government continues to find ways to address the problems of smuggling. The 
Bureau of Internal Revenue (BIR) has issued Revenue Regulations 2-2012 on the tax 
administration treatment of all petroleum and petroleum products imported into the 
Philippines, the refund of VAT and excise taxes paid, and the administrative guidelines 
on the operation and maintenance of storage tanks, facilities, depots or terminals.   
 
A provision for fuel marking was added by House Bill 4774 to the Comprehensive Tax 
Reform Program. Fuel marking involves the use of low concentrations of markers or dyes 
to be blended with the fuel, to help determine whether shipments have gone through the 
legal supply chain. �$�Q���$�'�%���U�H�S�R�U�W���F�L�W�H�G���W�K�D�W���³�D��robust fuel-marking program provides a 
government with a comprehensive approach that analyzes each stage of the supply 
�F�K�D�L�Q�����E�H�J�L�Q�Q�L�Q�J���Z�L�W�K���W�K�H���F�R�X�Q�W�U�\�¶�V���U�H�I�L�Q�H�U�L�H�V���R�U���I�X�H�O���G�H�S�R�W�V�����D�Q�G extending to the eventual 
sale of fuel products at the retail level. The ultimate effectiveness of a fuel-marking 
program is realized when it mitigates fuel fraud.  
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Multi -Industry Illicit Trade Research Study  
THE CASE OF REFINED PETROLEUM OIL 

 
The major products include diesel oil, motor gasoline, jet fuel, kerosene, fuel oil and 
liquefied petroleum gas.  These are classified under Harmonized System (HS) Code 
2710. 
 
I. INDUSTRY SITUATIONER (2001-2015) 
 
Industry Performance  
 
Production  
 
Total production of refined petroleum products declined by two percent per year from 300 
thousand barrels per day (Mbbl/d) in 2001 to 208 Mbbl/d in 2015. Output was lowest at 
152 Mbbl/d in 2009 because of the maintenance shutdowns of Petron and Pilipinas Shell 
refineries.  
 
Meanwhile, petroleum output rose by 28 percent from 162.5 Mbbl/d in 2014 to 207.5 
Mbbl/d in 2015.  The increase was brought about by the lower refinery utilization in 2014 
due to extended emergency/maintenance shutdown of refineries.   
 
Figure 1. Production of Refined Petroleum Products, 2001 -2015 

 
Sources: International Energy Statistics, US Energy Information Agency (2001-2013); 

Department of Energy (DOE) (2014-2015) 
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Diesel oil dominated production for the past 15 years, which accounted for 33 percent of 
total per year or averaging 69 thousand Mbbl/d.  Output growth was minimal at one 
percent per year from 93 Mbbl/d in 2001 to 79 Mbbl/d in 2015.   
 
Fuel oil covered the 24 percent or 50 Mbbl/d average of the annual total refined products.  
Among the petroleum products, fuel oil posted significant decline of 10 percent per year 
from 93 Mbbl/d in 2001 to 79 Mbbl/d in 2015. 
 
Gasoline comprised the 18 percent share or 37 Mbbl/d.  Annual growth was two percent 
per year from 49 Mbbl/d in 2001 to 47 Mbbl/d in 2015.   
 
Jet fuel, liquefied petroleum gas (LPG) and kerosene account for the annual share of 
seven percent (15 Mbbl/d), five percent (11 Mbbl/d) and two percent (four Mbbl/d), 
respectively, of the total production. 
 
Year 2015 exhibited large increases from 2014 specifically on diesel oil (31 percent), 
gasoline (54 percent), LPG (54 percent), kerosene (27 percent) and jet fuel (14 percent).  
Only fuel oil production fell at 44 percent as one of the local refiners stopped production. 
 
Table 1. Production of Refined Petroleum Products, 2001 -2015 

In Mbbl/d  

 
Diesel 

Fuel Oil  
Motor 

Gasoline  
Residual 
Fuel Oil  Jet Fuel  Kerosene  LPG Other 

Products  TOTAL 

2001 93 49 92 13 9 13 31 300 
2002 82 46 75 14 9 14 25 265 
2003 79 43 74 14 8 13 27 258 
2004 59 35 67 13 5 9 29 217 
2005 68 49 67 15 6 11 31 247 
2006 74 37 61 16 4 11 64 267 
2007 74 34 58 16 3 8 17 210 
2008 67 36 44 16 3 10 5 180 
2009 51 27 31 15 3 9 16 152 
2010 63 31 37 17 3 12 18 181 
2011 69 35 38 17 2 12 18 191 
2012 62 33 33 15 2 11 16 172 
2013 58 29 31 14 2 10 16 160 
2014 61 30 31 15 3 9 13 162.5 
2015 79 47 17 17 4 15 28 207.5 

Sources: International Energy Statistics, US Energy Information Agency (2001-2013); DOE 
(2014-2015) 
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In 2015, refined petroleum products consisted of 37 percent diesel fuel oil (61 Mbbl/d), 19 
percent each for fuel oil (31 Mbbl/d) and gasoline (30 Mbbl/d), nine percent jet fuel (16 
Mbbl/d), six percent LPG (9 Mbbl/d) and two percent kerosene (3 Mbbl/d). 
 
Figure 2. Production of Refined Petroleum Products, 2015  

 Total: 207.5 Mbbl/d  

 
Sources: DOE  
 
Trade 

 
Imports .  Petroleum oils and other oils imports include diesel, kerosene, gasoline, fuel oil 
and others.  Its total value surged by 21 percent annually from US$395.7 million (M) (1.5 
M tons) in 2001 to US$3.3 billion (B) 6.8 M tons in 2015.  Average imports was almost 
US$3 B (4.6 M tons) per year. 
 
Import value declined by 43 percent in 2015 from US$5.6 B in 2014 due to a 45 percent 
decrease in average price from US$889.46/ton in 2014 to US$492.82/ton.  Meanwhile, 
volume grew by three percent from 6.6 M tons in 2014.  The increase was due to low 
production of local fuel during this year.     
 
For the first half of 2016, imports reached US$1.7 B (4.7 M tons). 
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Figure 3. IMPORTS: Volume and Value of Petroleum Oils and Oils from Bituminous 
Minerals (excluding crude), 2001 -2016* 

 
*January to June only 
Source: UN Trade Map 
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From 2001 to 2015, Singapore, Taiwan and South Korea were the major sources of 
petroleum oils which accounted for 33 percent (1.5 M tons) per year, 24 percent (1.1 M 
tons) per year and 22 percent (1 M tons) per year, respectively.   
 
Minor sources were China (seven percent or 314,400 tons per year) and India (one 
percent or 38,400 tons per year). 
 
Figure 4. IMPORTS: Volume of Petroleum Oils and Oils from Bituminous Minerals 

(excluding crude) by Major Sources, 2001 -2016* 

 
*January to June only 
Source: UN Trade Map 
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For the past 15 years, Singapore was the major value source of petroleum oils which 
accounted for 31 percent or US$916.3 M annually of the total imports.  Other major 
sources were Taiwan with 25 percent or US$738.7 M per year and South Korea with 24 
percent or US$709.2 M per year.  
 
Other importers were China (seven percent or US$202.5 M per year) and India (one 
percent or US$26 M per year). 
 
Figure 5.  IMPORTS: Value of Petro leum Oils and Oils from Bituminous Minerals 

(excluding crude) by Major Sources, 2001 -2016* 

 
*January to June only 
Source: UN Trade Map 
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In 2015, South Korea was the major source with 28 percent or US$933.1 M (1.8 M tons), 
followed by Taiwan with 22 percent or US$753.2 M (1.5 M tons) and Singapore with 17 
percent or US$564.8 M (1.3 M tons).   
 
Other sources were China and India with eight percent each or US$274.5 M (611,500 
tons) and US$253.3 M (390,000 tons). 
 
Figure 6. IMPORTS: Petroleum Oils and Oils from Bituminous Minerals (excluding 

crude) by Major Sources, 2015  
 

TOTAL: 6.8 M tons  

 

 
TOTAL: US$ 3.3 B  

 
 

Source: UN Trade Map 
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Exports .  Exports of petroleum oils and other oils from bituminous mineral products rose 
by 15 percent yearly from US$242.1 M (1.2 M tons) in 2001 to US$312.8 M (664,200 
tons) in 2015.  Average imports stood at US$581.8 M (1.1 M tons) per annum. 

 
Import value fell by 30 percent in 2015 from US$448 M in 2014 due to a 34 percent drop 
in average price from US$448/ton in 2014 to US$312.8/ton.  On the other hand, volume 
improved by six percent from 625,800 tons in 2014, particularly from fuel oil exports. 
 
During the first semester of 2016, exports registered US$80.3 M (242,200 M tons). 
 
Figure 7. EXPORTS: Volume and Value of Petroleum Oils and Oils from Bituminous 

Minerals (excluding crude), 2001 -2016* 

 
*January to June only 
Source: UN Trade Map 
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Singapore, the major market of petroleum oils, accounted for 38 percent or 419,300 tons 
annually of the total imports from 2001-2015.  Other major destinations were China with 
10 percent (115,900 tons per annum), Malaysia with six percent (69,800 tons per annum), 
South Korea with five percent (52,400 tons per annum) and Taiwan with four percent 
(45,400 tons per annum). 
 
Figure  8.  EXPORTS: Volume of Petroleum Oils and Oils from Bituminous minerals 

(excluding crude) by Major Sources, 2001 -2016* 

 
*January to June only 
Source: UN Trade Map 
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Major earnings of petroleum exports came from Singapore which was 42 percent or 
US$243.2 M for the past 15 years.  Other major markets were China (nine percent or 
US$50.4 M per year), Malaysia (eight percent or US$43.8 M per year), Taiwan (six 
percent or US$32 M per year) and South Korea (four percent or US$25.2 M per year). 
 
Figure 9.  EXPORTS: Value of Petroleum Oils and Oils from Bituminous minerals 

(excluding crude) by Major Sources, 2001 -2016* 

 
*January to June only 
Source: UN Trade Map 
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In 2015, Malaysia and Singapore were the major importers which accounted for 35 or 
US$108.2 M (282,700 tons) and 30 percent or US$94.5 M (207,800 tons), respectively.  
Other markets included South Korea, 14 percent or US$45.2 M (89,100 tons), and Taiwan 
and China with five percent each or US$15.2 M (33,700 tons) and US$14.6 M (22,800 
tons), correspondingly. 
 
Figure 10.  EXPORTS: Petroleum Oils and Oils from Bituminous minerals (excluding 

crude) by Major Sources, 2015  
 

TOTAL: 664,200 tons  

 

 
TOTAL: US$312.8 M  

 
 

Source: UN Trade Map 
 

Tariffs  
 

The government, reduced the crude oil tariff from outside the Association of Southeast 
Asian Nations (ASEAN) from three percent to zero. The reduction in tariffs was an 
�R�I�I�V�K�R�R�W���R�I���O�R�F�D�O���R�L�O���U�H�I�L�Q�H�U�V�¶���F�O�D�P�R�U���I�R�U���W�D�[���S�D�U�L�W�\���D�I�W�H�U���J�R�Y�H�U�Q�P�H�Q�W���D�S�S�U�R�Y�H�G���D���V�L�P�L�O�D�U���F�X�W��
on the duties imposed on finished petroleum product imports. The earlier tariff cut was in 
line with the implementation of the Asean Trade in Goods Agreement (ATIGA), for zero 
tariff on finished pump products.  
 
The Bureau of Internal Revenue (BIR) has issued Revenue Regulations 2-2012 on the 
tax administration treatment of all petroleum and petroleum products imported into the 
Philippines, the refund of VAT and excise taxes paid, and the administrative guidelines 
on the operation and maintenance of storage tanks, facilities, depots or terminals.   
 
Under RR 2-2012, the Value-Added Tax (VAT) of 12 percent and excise taxes which are 
due on all petroleum and petroleum products imported directly from abroad to the 
Philippines, including Freeport and Economic Zones, shall be paid by the importer to the 
Bureau of Customs. For the VAT and excise taxes paid on imported petroleum or 
petroleum products which are subsequently sold as zero-rated or exempt, the importer 
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may file a claim for credit or refund.  (http://www.bir.gov.ph/index.php/archive/2012-
revenue-regulations.html) 
 
Market Demand  
 
Demand Drivers .  Petroleum demand is influenced by several factors such as rising 
number of vehicles, increase in air travels, economic growth, among others. 
 
Price rollbacks encourage users to buy more petroleum.  Rollbacks are mainly caused by 
reduction in costs especially on world prices of crude oil. 
 
The rising vehicle population equates to the escalation of petroleum demand.  The 
corresponding growth in petroleum oils, however, is said to be much lower as compared 
to the growth in the number of vehicles. 
 
Economic growth drives oil demand.  More investments mean more concrete 
developments such as buildings and manufacturing facilities.  Increases on government 
revenues lead to constructions of various public infrastructures such as offices, roads and 
bridges.  These drives transport demand with more goods and services bought. 
 
Increase in air travels also influenced oil consumption.  For instance, air travels in the 
Philippines from the four terminals of Ninoy Aquino International Airport rose from 34.1 M 
passengers in 2015 to 36.7 M passengers in 2016.   The ASEAN Open Skies policy, 
which aims to increase both regional and domestic connections as well as trade, will also 
influence air travels.  It allows airlines from member nations to fly freely throughout the 
area will result to reliance and demand for local petroleum products. 
 
Market Structure and Performance .  The industry chain is divided into three sectors: 
the upstream, midstream and downstream.  The Philippines is involved in all three 
sectors.  Its upstream, which includes the exploration and production of oil, is minimal 
compared to other countries. Companies involved in the upstream are PNOC Exploration 
Corporation, Exxon Mobil, Shell Philippines Exploration, Nido Petroleum, BHP Billiton and 
Galoc Production Co. 
 
The midstream focuses on the transportation, refining and processing.  This also includes 
the importation and exportation of petroleum oil and its products.  There are three 
petroleum refineries in the country namely, Petron Corporation, Royal Dutch Shell and 
Caltex (Chevron Philippines).  These three have total processing capacity of 376 Mbbl/d. 
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Table 2. Petroleum Refineries in the Philippines  

Refinery  Location  Daily Processing Capacity 
(Mbbl/d)  

Petron Corporation Bataan 180  
Royal Dutch Shell Batangas 110  
Caltex (Chevron Philippines) Batangas City 86 

Source: Wikipedia.org 
 
The downstream segment delivers the petroleum requirements of the end-users.  This 
involves marketing particularly distribution and retail sale.   
 
Based on the International Energy Statistics (IES) of the US Energy Information Agency 
and DOE, total demand of refined petroleum products from 2001 to 2015 remained almost 
the same at 327 Mbbl/d. 
 
The new players are mostly direct importers and end-users, total demand accelerated by 
15 percent from 341 Mbbl/d in 2014 to 392 Mbbl/d in 2015.  In addition, registered end-
users such as naphtha of JG Summit and condensate products of First Gas Power 
increased their petroleum utilization.  
 
By product type, diesel fuel oil was the most consumed which accounted for 41 percent 
or 161 Mbbl/d of the total.  Other products registered the following demand shares: 
gasoline, 23 percent (90 Mbbl/d); fuel oil, 10 percent (41 Mbbl/d); LPG, 10 percent (36 
Mbbl/d); jet fuel, nine percent (36 Mbbl/d); and kerosene, six percent (2 Mbbl/d). 
 
Table 3. Consumption of Refined Petroleum P roducts  

In Mbbl/d  

 
Diesel 

Fuel Oil  
Motor 

Gasoline  
Residual 
Fuel Oil  LPG Jet Fuel  Kerosene  Other 

Products  TOTAL 

2001 118 63 87 33 18 11 16 346 
2002 119 64 75 34 17 10 19 338 
2003 121 66 69 30 18 8 20 332 
2004 122 66 74 32 20 8 15 337 
2005 104 102 61 31 20 6 16 340 
2006 103 64 51 31 22 4 58 333 
2007 115 60 52 32 28 10 17 314 
2008 121 66 44 32 25 6 6 300 
2009 113 60 42 35 25 3 17 295 
2010 123 65 46 35 27 4 10 309 
2011 122 65 34 36 30 3 10 300 
2012 127 68 34 35 31 3 12 310 
2013 133 71 34 34 35 2 12 321 
2014 144 78 36 34 36 2 10 341 
2015 161 90 41 36 40 2 23 392 

Sources: IES, US Energy Information Agency; DOE 
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Market Prospects .  While oil prices continue to fluctuate over the past years, but demand 
in the future remains positive albeit at a slow pace.  This is reflected by factors such as 
economic development, improved standard of living and increased number of vehicle 
purchases. 
 
In addition, air travels are expected to expand over the next 20 years.  Boeing forecasts 
that there will be a global demand for more than 38,000 airplanes valuing US$5.6 trillion.  
About 40 percent of these will be sold to airlines in the Asia-Pacific region, which is 
predicted to become the largest global market for air travel.   
 
Key Players .  Majority (60 percent) of the total market share is held by  three players: 
Petron, 30 percent; Shell, 23 percent and Chevron, seven percent in 2015 (Department 
of Energy -DOE).  The remaining 40 percent was shared by PTT, Total, Seaoil 
Corporation, TWA, Phoenix, Liquigaz, Petronas, Prycegas, Micro Dragon, Unioil, Isla 
LPG Corp., Jetti, Eastern Corp., Perdido, SL Harbour, Filoil Energy Co., PetrotradePhils. 
Inc., Marubeni, JS Union, JS Phils Corporation, South Pacific and other direct importers 
or end-users who import most of their requirements for production. 
 
Figure 11.  Total Petroleum Products Market Share, 2015  

 
Source: DOE 
 
The major oil companies has an association in the country called the Philippine Institute 
of Petroleum.  Its members include Chevron Philippines Inc., Isla LPG Corporation, 
Petron Corporation, Pilipinas Shell Petroleum Corporation, PTT, and Total.  
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II. DIMENSIONS OF SMUGGLING (2001-2015) 
 
All petroleum imports must pay appropriate taxes regardless of origin or point of entry. 
Those who export are eligible for VAT (value added tax) refund.   Industry players claimed 
that petroleum is smuggled into the country through the high seas, economic zones and 
regular ports.  Cabacungan (2013) cited various ways of smuggling petroleum into the 
country.  One is outright smuggling. It takes place when petroleum is brought into the 
country without duly reporting the shipments to customs officials.  The following are the 
major forms of outright smuggling: 
 

�x High Seas Smuggling . This occurs mostly offshore where officials have no 
jurisdiction or have very little presence, if any. Fuel products usually come from 
nearby countries, where petroleum prices are much lower due to lower taxes and 
subsidies.  Indonesia and Malaysia are said to be possible sources of smuggled 
petroleum because of their close proximity to Philippines and both countries offer 
substantial fuel subsidies. Smuggling at sea occurs when a foreign mother vessel 
unloads petroleum products to local feeder vessels in order to escape detection as 
imported goods by customs officers.  These will then be resold in the country. There 
has been reports that smuggling at sea was rampant in the waters of the Visayas, 
particularly in Samar and Leyte.     
 

�x Direct smuggling.  There have been reports that some oil players actually bring in 
vessels, dock in small ports, and discharge the fuel directly to waiting tank trucks 
who then deliver to service stations.  Not only is this illegal but is likewise a 
dangerous form of discharging fuel products. 

 
Smuggling happens when a local distributor sells the fuel intended for international 
vessels back to the domestic market. In extreme cases, the international vessel is 
just used in the bunkering permit without any volumes being supplied to the vessel.  
Under existing trade agreements, international vessels can refuel tax free to travel 
in and out of the country. 
 

�x Exclusive Economic Zones (EEZs).   EEZs grant exporters tax-free importation of 
petroleum products as long as the products are used within the zone or are re-
exported. There have been reports that some firms use this privilege to import tax-
free petroleum products and then smuggle these out of EEZs. 

 
Another way is technical smuggling.  This generally entails the use of tampered or 
counterfeit cargo documents.  Below are some ways reportedly undertaken to bring in 
smuggled petroleum in the country: 

�x Lower d eclared value . Some importers declare value for their shipments thus 
paying lower VAT and excise taxes (for gasoline P4.35/li and Jet A-1 3.67/li).  This 
is done through fake or tampered invoices. 

�x Lower declared volume . Some importers declare lower shipment volumes for 
petroleum products which result in nonpayment of taxes for undeclared volumes. 
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�x Misdeclaration of imports . Some importers misdeclare their shipments to avoid 
paying taxes. For instance, gasoline is misdeclared as diesel to avoid paying the 
specific tax of P4.35 per liter. (https://business.inquirer.net/115289/methods-of-oil-
smuggling, April 04, 2013) 

 
Estimated Value of Smuggling  
 
To estimate the smuggled value of petroleum into the country, Philippine imports by 
country were compared to the exports of partner countries. The top five sources namely: 
South Korea, Taiwan, Singapore, China and India represents more than 80 percent of the 
value traded.  These exporters and their exports to the Philippines over the last 15 years 
were analyzed for discrepancies with Philippine imports from these countries.   The 
estimated smuggled petroleum has been increasing for the past 15 years.  From 2001 to 
2005, the average value has been PhP 8.4 B annually.  This increased to an average of 
PhP 24.3 B annually from 2006 to 2010.  The value had drastically increased to PhP 136 
B annually on the average for the last five years (2011-2015). 
  
Table 4. Differences in Value of Petroleum Trade between Philippines and Partner 

Countries, 2001 -2015 

Year �8�6���¶������ �3�K�3�¶�0 Foreign Exchange  
PhP/US$ 

2001 101,422 5,172 50.99 
2002 3,892 201 51.60 
2003 97,878 5,305 54.20 
2004 301,916 16,919 56.04 
2005 261,636 14,414 55.09 
2006 283,939 14,569 51.31 
2007 136,815 6,314 46.15 
2008 151,013 6,716 44.47 
2009 516,219 24,593 47.64 
2010 1,535,302 69,257 45.11 
2011 2,126,118 92,082 43.31 
2012 3,287,541 138,833 42.23 
2013 3,996,595 169,655 42.45 
2014 3,860,572 171,409 44.40 
2015 2,378,783 108,235 45.50 

Source of basic data: UN Trademap 
  
For the past 15 years, trade data showed that there was massive illicit trade from Taiwan.  
It registered the highest share of at least 80 percent in the total smuggled value.   
 
In 2015, Taiwan registered an 84 percent share in the total smuggled value.  There were 
also differences in quantity and value in South Korea, Singapore and China.  This will 
back up the reports that smuggled products are coming from Taiwan and Singapore as 
transshipment points.  The original sources, however, will still need to be investigated to 
prove whether the original sources are from Malaysia and Indonesia.   
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Table 5.  Philippine Imports as Against Exports to the Philippines of Petroleum, 2015  

 
 
Country  

PHIL IMPORTS, CIF PARTNER EXPORTS, FOB DIFFERENCE 
Value Qty Price  Value Qty Price  Value Qty Price  

���8�6���¶�0�� 
('000 
tons)  

($/kg)  ���8�6���¶�0�� 
('000 
tons)  

($/kg)  ���8�6���¶�0�� 
('000 
tons)  

($/kg)  

South Korea 933 1,762 0.53 1,167 2,212 0.53 (234) (450) 0.00 
Taiwan 753 1,495 0.50 2,744 5,565 0.49 (1,991) (4,070) 0.01 
Singapore 565 1,325 0.43 777 1,592 0.49 (212) (267) (0.06) 
China 275 611 0.45 399 786 0.51 (124) (174) (0.06) 
India 253 390 0.65 71 149 0.48 183 241 0.17 
Total  2,779 5,584 0.50 5,158 10,303 0.50 (2,379) (4,720) (0.00) 

 
There were no drastic differences in prices ($/Kg).  So it cannot be said that cheaper 
automatically means smuggled.  Economic zones locators, however, are entitled to duty 
free as defined by law so they can be competitive in exports. But control must be stricter 
to avoid smuggling. 
 
For the past five years, the estimated revenue losses to the government caused by the 
non-payment of the 12 percent VAT reached PhP81.6 B.  
 
Table 6. Estimated VAT Losses fro m Petroleum Oils Smuggling (PhP M) 

Year 2011 2012 2013 2014 2015 Total  
Estimated Value 
Smuggled 92,082  138,833  169,655  171,409  108,234  680,215 

Estimated VAT 
Losses 11,050  16,660  20,359  20,569  12,988  81,626 
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Economic Impact and Multiplier Effects of Petroleum Smuggling  
 
Multiplier Effect on Domestic Output and Gross Domestic Product  
 
The domestic output multiplier of the petroleum industry is 1.16. This means that one 
peso worth of smuggled petroleum trims total domestic output by 1.16 pesos.   The value-
added multiplier of the petroleum industry is 0.35. Hence, one peso worth of smuggled 
petroleum decreases total value-added by about 0.35 centavos.   
 
The multiplier effects of petroleum smuggling on domestic output and gross domestic 
product from 2011 to 2015 are shown in Table 7.1 The value of smuggled petroleum 
increased from 2011 to 2014, but dropped in 2015.  The negative domestic output 
multiplier effect of petroleum smuggling followed similar trends. The decline in total 
domestic output of all industries in the economy due to petroleum smuggling increased 
from about PhP 106.8 B in 2011 to around PhP 198.8 B in 2014. The negative domestic 
output multiplier effect of petroleum smuggling, however, decreased to about PhP 125.6 
B in 2015.     
 
The harmful effect of petroleum smuggling on value-added rose from PhP 37.4 B in 2011 
to around PhP 69.6 B in 2014. Consequently, petroleum smuggling cut gross domestic 
product by 0.38 percent in 2011 and by 0.55 percent in 2014.2 As shown in Table 7, the 
negative value-added multiplier effect of petroleum smuggling went down to about PhP 
43.9 B in 2015.  Accordingly, the negative effect of smuggling petroleum into the country 
slashed gross domestic product by 0.33 percent in 2015.   
 
The smuggling of petroleum into the country from 2011 to 2015 cut domestic output of all 
industries by about PhP 789 B. As a result, gross domestic product fell by about PhP 276 
B or 0.48 percent from 2011 to 2015. This suggests that gross domestic product from 
2011 to 2015 would have increased by an additional 0.48 percent without petroleum 
smuggling. 
 
The negative average domestic output multiplier effect of petroleum smuggling from 2011 
to 2015 is about PhP 157.8 B. Meanwhile, the negative average value-added multiplier 
effect of petroleum smuggling for the same period is approximately PhP 55.2 B. Hence, 
petroleum smuggling reduced gross domestic product by an average of 0.48 percent from 
2011 to 2015. Conversely, gross domestic product from 2011 to 2015 would have grown 
on average by an additional 0.48 percent without the smuggling of petroleum into the 
country. 
 
  

                                                           
1Domestic output refers to the total output of industries for intermediate and final consumption, while 
gross domestic product refers to the total value-added of industries. 
2The decline in gross domestic product is based on the value-added effect. 
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Table 7. Multiplier Effects of Petroleum Smuggling on Domestic Ou tput and Gross 
Domestic Product: 2011 -2015 

Year 
Value of Smuggled 

Petroleum  
(PhP M) 

Domestic Output 
Multiplier Effect  

(PhP M) 

Value-added 
Multiplier Effect  

(PhP M) 

Decrease 
in GDP 

(%) 
2011 92,082 -106,815 -37,375 -0.38 
2012 138,833 -161,046 -56,350 -0.53 
2013 169,655 -196,800 -68,860 -0.60 
2014 171,409 -198,835 -69,572 -0.55 
2015 108,235 -125,552 -43,931 -0.33 
Total 680,215 -789,049 -276,088 -0.48 

Average 136,043 -157,810 -55,218 -0.48 
Notes: To measure the domestic output multiplier effect, the value of smuggled petroleum was multiplied 
by the domestic output multiplier of the petroleum industry (1.16). To get the value-added multiplier effect, 
the domestic output multiplier effect was multiplied by the value-added multiplier of the petroleum industry 
(0.3499).  Both domestic output and value-added multiplier effects were rounded off. The decrease in gross 
domestic product was calculated by dividing the value-added multiplier effect by the actual value of gross 
domestic product for the year. Data for gross domestic product were taken from the National Accounts of 
the Philippines published by the Philippine Statistics Authority. 
 
Multiplier Effects on Household Income and Employment  
 
The household income multiplier of the petroleum industry is 0.03. This means that one 
peso worth of smuggled petroleum lowers total household income by 0.03 centavos. The 
household income multiplier effects of smuggling petroleum into the country from 2011 to 
2015 are shown in Table 8.  
 
Since the value of smuggled petroleum rose from 2011 to 2014 and decreased in 2015, 
the household income multiplier effect of smuggling petroleum into the county followed 
the same trends.  Total household income multiplier effect of smuggling petroleum went 
up from about PhP 3.2 B in 2011 to around PhP 6 B in 2014.  The negative effect of 
petroleum smuggling on total household income, however, decreased to about PhP 3.8 
B in 2015.   
 
The smuggling of petroleum into the country from 2011 to 2015 lowered total household 
income by about PhP 23.7 B or 0.09 percent.  This implies that total household income 
from 2011 to 2015 would have increased by an additional 0.09 percent without petroleum 
smuggling. 
 
The negative average household income multiplier effect of petroleum smuggling from 
2011 to 2015 is about PhP 4.7 B. Petroleum smuggling cut total household income by an 
average of 0.09 percent from 2011 to 2015. Hence, total household income from 2011 to 
2015 would have grown on average by an additional 0.09 percent without the smuggling 
of petroleum into the country. 
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Table 8.  Multiplier Effect of Petroleum Smuggling on Household Income: 2011 -2015 

Year 
Value of Smuggled 

Petroleum  
(PhP M) 

Domestic Output 
Multiplier Effect  

(PhP M) 

Household 
Income Multiplier 

Effect  
(PhP M) 

Decrease  in Total 
Household 

Income  
(%) 

2011 92,082 -106,815 -3,204 -0.06 
2012 138,833 -161,046 -4,831 -0.10 
2013 169,655 -196,800 -5,904 -0.12 
2014 171,409 -198,835 -5,965 -0.10 
2015 108,235 -125,552 3,767 -0.06 
Total 680,215 -789,049 -23,671 -0.09 

Average 136,043 -157,810 -4,734.29 -0.09 
Notes: To measure the domestic output multiplier effect, the value of smuggled petroleum was multiplied 
by the domestic output multiplier of the petroleum industry (1.16). To quantify the household multiplier 
effect, the domestic output multiplier effect was multiplied by the household income multiplier of the 
petroleum industry (0.03). Both domestic output and household income multiplier effects were rounded off. 
The decrease in total household (family) income was calculated by dividing the household income multiplier 
effect by the actual value of total household (family) income for the year. Data for total household (family) 
income were taken from the 2012 and 2015 Family Income and Expenditure Survey published by the 
Philippine Statistics Authority. Total household (family) income for 2011 and 2013 were based on the official 
total household (family) income for 2012, while total household (family) income for 2014 was based on the 
official total household (family) income for 2015. 
 
The employment multiplier effects of petroleum smuggling from 2011 to 2015 are shown 
in Table 9.3 The smuggling of petroleum into the country displaced about 12,892 workers 
in 2011. The number of unemployed persons increased dramatically to about 21,000 from 
2012 to 2014 but declined to around 12,989 in 2015.   
 
The estimated total number of displaced workers due to petroleum smuggling from 2011 
to 2015 is about 89,314.  This represents a 0.68 percent increase in the total number of 
unemployed persons from 2011 to 2015. Meanwhile, the average number of displaced 
workers due to petroleum smuggling from 2011 to 2015 is approximately 17,863.  Hence, 
petroleum smuggling raised unemployment by an average of 0.68 percent from 2011 to 
2015. Conversely, the total number of jobs would have increased on average by about 
0.68 percent from 2011 to 2015 without smuggling of petroleum.  
 
 
 
 
  

                                                           
3 The employment multiplier effect can either be interpreted as the increase in the number of unemployed 
persons as shown in Table 9 or the additional jobs that could have been created without smuggling 
(increase in the number of employed persons). 
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Table 9.  Multiplier Effect of Petroleum Smuggling on Employment: 2011 -2015 

Year 

Household 
Income Multiplier 

Effect  
(PhP M) 

Annual Average 
Compensation of 

Employees  
(PhP) 

Employment 
Multiplier Effect 
(No. of persons)  

Increase in 
Total 

Unemployment  
(%) 

2011 -3,204 248,571 -12,892 0.49 
2012 -4,831 228,156 -21,175 0.77 
2013 -5,904 277,795 -21,254 0.81 
2014 -5,965 283,977 -21,006 0.85 
2015 -3,767 287,953 -12,989 0.50 
Total -23,671 1,326,452 -89,314 0.68 

Average -4,734 265,290 -17,863 0.68 
Notes: The household multiplier effect was taken from Table 8. To get the employment multiplier effect, the 
household income multiplier effect was divided by the annual average compensation of employees. Data 
for the annual average compensation of employees were taken from the Annual Survey of Philippine 
Business and Industry. The employment multiplier effect was rounded off. The increase in total 
unemployment was calculated by dividing the employment multiplier effect by the total number of 
unemployed persons for every year.  Data for the total number of unemployed persons were taken from the 
Labor Force Survey published by the Philippine Statistics Authority. Instead of interpreting the employment 
multiplier effect as the increase in total number of unemployed persons the employment multiplier effect 
can also be interpreted as the additional jobs that could have been created without smuggling. 
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  Figure 12. ECONOMIC IMPACT  
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III. CONCLUSION 
 
Based on the above findings, the Philippines continue to lose billions of pesos in revenue 
each year from petroleum smuggling.  The foregone revenues are increasing as prices of 
oil continue to rise.  At the current average price of PhP 50/liter, the foregone revenue is 
PhP 6/liter of gasoline from the 12 percent VAT.  The estimated government losses on 
petroleum oils from 2011 to 2015 reached PhP 81.6 B from the total estimated smuggled 
value of PhP 680 B.  
 
Petroleum smuggling cut gross domestic product by 0.48 percent, lowered household 
income by 0.09 percent, and trimmed employment by 0.68 percent. 
 
Moving Forward  
 
The government continues to find ways to address the problems of smuggling. The 
Bureau of Internal Revenue (BIR) has issued Revenue Regulations 2-2012 on the tax 
administration treatment of all petroleum and petroleum products imported into the 
Philippines, the refund of VAT and excise taxes paid, and the administrative guidelines 
on the operation and maintenance of storage tanks, facilities, depots or terminals.  The 
Regulation was issued to combat the proliferation of petroleum smuggling and prevent 
further revenue losses for government. The order made it mandatory to immediately 
implement corrective measures to curb this type of contraband and ensure the collection 
of taxes from petroleum products.  It also clarified that VAT and excise taxes to be 
collected from each imported oil product will be paid by the importer to the Bureau of 
Customs.  Regarding special economic zones like Subic or Cagayan de Oro, the order 
stated that selling petroleum products to registered companies enjoying tax privileges 
within these areas -- as well as to individuals engaged in international shipping or air 
cargo transport operations -- is exempt from VAT 
(http://www.bir.gov.ph/index.php/archive/2012-revenue-regulations.html). 
 
A provision for fuel marking was added by House Bill 4774 to the Comprehensive Tax 
Reform Program. Fuel marking involves the use of low concentrations of markers or dyes 
to be blended with the fuel, to help determine whether shipments have gone through the 
legal supply chain. (Source: Petroleum Excise Tax to Encourage Fuel Smuggling, 
Business World, Feb 6, 2017).  While there are some reservations among Petroleum 
Institute of the Philippines (PIP), various companies have expressed support for a 
proposal to bring back a fuel marking and monitoring scheme.  The fuel marking scheme 
would not only help curb smuggling, but also ensure that oil products sold in the market 
are of high quality, safe, regulated and compliant with environmental standards. 
(www.philstar.com:8080/business/2017/02/18/1673327/firms-back-fuel-marking-
scheme).  This scheme was further supported by Customs Commissioner Nicanor 
Faeldon who recommended the implementation of the fuel marking system to track local 
oil produce and imports to eliminate illicit trade of petroleum products.  
(http://www.petrolworld.com/asia/item/26158-philippines-fuel-marking-system-by-govt).   
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�$�Q���$�'�%���U�H�S�R�U�W���F�L�W�H�G���W�K�D�W���³�D���U�R�E�X�V�W���I�X�H�O-marking program provides a government with a 
comprehensive approach that analyzes each stage of the supply chain, beginning with 
�W�K�H���F�R�X�Q�W�U�\�¶�V���U�H�I�L�Q�H�U�L�H�V���R�U���I�X�H�O���G�H�S�R�W�V�����D�Q�G���H�[�W�H�Q�G�L�Q�J���W�R���W�K�H���H�Y�H�Q�W�X�D�O���V�D�O�H���R�I���I�X�H�O���S�U�R�G�X�F�W�V��
at the retail level. The ultimate effectiveness of a fuel marking program is realized when 
�L�W���P�L�W�L�J�D�W�H�V���I�X�H�O���I�U�D�X�G�����U�H�V�X�O�W�L�Q�J���L�Q���W�K�H���U�H�W�X�U�Q���R�I���V�W�R�O�H�Q���U�H�Y�H�Q�X�H�V���W�R���V�W�D�W�H���F�R�I�I�H�U�V���´�������6�R�X�U�F�H����
Fuel-Marking Programs: Helping Governments Raise Revenue, Combat Smuggling, and 
Improve the Environment.  The Governance Brief. Issue 24, 2015.  Asian Development 
Bank) 
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Annex 1. HS Code 2710: Petroleum oils and oils obtained from bituminous minerals (excluding crude); preparations 
containing > = 70% by weight of petroleum oils or of oils obtained from bituminous minerals, these oils being the 
basic constituents of the preparations, n.e.s.; waste oils containing mainly petroleum or bituminous minerals   

 
Philippine Imports vs. Country Exports to t he Philippines by Major Countries, 2001 -2016  
Value US$ Million  

 
Note: Ranking was based on top 5 country importers in 2015 (83% of total Philippine import value) 
*2016 includes January to June only 
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Annex 2. HS Code 2710: Petroleum oils and oils obtained from bituminous minerals (excluding crude); preparations 
containing >= 70% by weight of petroleum oils or of oils obtained from bituminous minerals, these oils being the 
basic constituents of the preparations, n.e.s. ; waste oils containing mainly petroleum or bituminous minerals   

 
Philippine Imports vs. Country Exports to the Philippines by Major Countries, 2001 -2016  
Value PhP Million  

 
Note: Ranking was based on top 5 country importers in 2015 (83% of total Philippine import value) 
*2016 includes January to June only 
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Executive Summary 
 

Smuggling of steel bars in its different forms is affecting the steel industry and the users 
of the products. Most of the steel products come from China.  
 
An analysis of the total difference estimated at five-year intervals between 2001 and 2015 
revealed that the total difference was accelerating from the initial study years to the more 
recent years. Note that from 2001-2005, the total difference was PhP 3.6B, then PhP 
26.4B during 2006-2010, and finally PhP 106.1B from 2011-2015, a significant increase 
over the years. This brings the total difference to PhP 136.1B over the 15-year period with 
HS 7228 accounting for 70 percent. 
 
A review of the value of difference over the 15-year period revealed that the biggest 
country difference in most of the years was with China. This difference reached US$910 
M in 2014 and US$795 M in 2015.  
 
The estimated revenue losses to the government caused by the non-payment of the 12 
percent VAT over the five-year period (2011-2015) will total PhP 12.7 B.  
 
Smuggling stirs up negative multiplier effects on gross domestic product, household 
income, and employment. Steel bars smuggling from 2011 to 2015 slashed gross 
domestic product by 0.11 percent (PhP 65.8 B), depressed household income by 0.05 
percent (PhP 13.9 B), and sunk employment by 0.38 percent (50,048 persons). Clearly, 
smuggling of steel bars negatively affected employment more than gross domestic 
product and household income from 2011 to 2015. This suggests that smuggling most 
severely affects the ability of the economy to create more productive jobs. 
 
The products covered are steel angle bars and steel reinforcing bars (rebars) falling under 
HS Codes 7216 and 7228, respectively. HS 7216 includes angles, shapes, and sections 
of iron or non-alloy steel, n.e.s. On the other hand, HS 7228 includes other bars and rods 
of alloy steel other than stainless, angles, shapes and sections of alloy steel other than 
stainless, n.e.s.; hollow drill bars and rods, of alloy or non-alloy steel.  
 
The products covered are steel angle bars and steel reinforcing bars (rebars) falling under 
HS Codes 7216 and 7228, respectively. HS 7216 includes angles, shapes, and sections 
of iron or non-alloy steel, n.e.s. On the other hand, HS 7228 includes other bars and rods 
of alloy steel other than stainless, angles, shapes and sections of alloy steel other than 
stainless, n.e.s.; hollow drill bars and rods, of alloy or non-alloy steel.  
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Multi -Industry Illicit Trade Research  Study  
THE CASE OF STEEL BARS  

 
I. INDUSTRY SITUATIONER (2001-2015) 
 
Industry Performance  
 
Production. Production of crude and other steel products in the country grew from 2006 
to 2015 based on available data from the South East Asia Iron and Steel Institute 
(SEAISI), the Board of Investments (BOI) and the World Steel Association (WSA). 
However, crude steel production decreased after 2013. On the other hand, long products, 
which include rebars and angle bars, posted annual increases over the 10-year period. It 
was also noted that no figures were recorded for hot rolled flat products starting in 2010.  
 
Table 1. Steel Production, Philippines (tons)  

 
Source: SEAISI, BOI, WSA �± Steel Statistical Yearbook, 2016 

 
Trade 

 
Imports.  The officially reported volume and value of angle bar imports (HS 7216) have 
been erratic from 2001-2010 with highs in 2002-2004 from 106,000 �± 127,000 tons and 
lows in 2009-2010 from 22,000 �± 25,000 tons. However, significant increases in volume 
and value were posted from 2011-2015 with the volume in 2015 climbing back close to 
the previous highs at 123,000 tons with the highest value at US$89 million (M). China 
was the leading supplier accounting for over a third of volume (39 percent) and value (35 
percent) of imports followed by Korea and Thailand.  
 
On the other hand, imports of reinforcing bars (HS 7228) was relatively flat from 2001-
2009 but started to increase after 2010 and posted sharp increases in 2014 and 2015 by 
�������� �W�L�P�H�V�� �D�Q�G�� ���� �W�L�P�H�V�� �W�K�H�� �S�U�H�Y�L�R�X�V�� �\�H�D�U�¶�V�� �Y�R�O�X�P�H���� �U�H�V�S�H�F�W�L�Y�H�O�\�� China was again the 
dominant supplier accounting for over 90 percent of volume (639,000 tons) and value 
(US$254M) in 2015.  
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Figure 1. IMPORTS: HS 7216 Angles, shapes, and sections of iron or non -alloy 

steel, n.e.s., Philippines, 2001 -2015 

 
Source of basic data: UN Trademap 
 
Figure 2. IMPORTS: HS 7216 Angles, shapes, and sections of iron or non -alloy 

steel, n.e.s., by Major Source, Philippines, 2015  
 

TOTAL: 123,318 tons  

 
 

 
TOTAL: US$ 88.8M  

 

Source of basic data: UN Trademap 
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Value 22.2 30.6 29.6 47.7 31.2 27.6 36.2 36.7 15.2 15.0 30.0 30.9 53.0 75.2 88.8
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Figure 3. IMPORTS: HS 7228 Other bars and rods of alloy steel other than stainless, 
angles, shapes and sections of alloy steel other than stainless, n.e.s.; 
hollow drill bars and rods, of alloy or non -alloy steel , Philippines, 2001 -
2015 

 
Source of basic data: UN Trademap 
 
Figure 4. IMPORTS: HS 7228 Other bars and rods of alloy steel other than stainless, 

angles, shapes and sections of alloy steel other than stainless, n.e.s.; 
hollow drill bars and rods, of alloy or non -alloy steel , by Major Source, 
Philippines, 2015  

 
TOTAL: 638,535 tons  

 
 

 
TOTAL: US$ 253.5M  

 

Source of basic data: UN Trademap 
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Exports. The Philippines is a very small player in the export market for steel bars having 
only exported a high of 5,600 tons of angles, shapes and sections in 2014 valued at US$ 
2.7M. The main markets were Korea and Japan.  

A much smaller volume of Other Bars and Rods was exported with the highest volume at 
1,700 tons in 2005 valued at US$ 2.5M with Australia as the major market. Singapore has 
been the main market in most of the years after 2005.  

 
Figure 5. EXPORTS: HS 7216 Angles, shapes, and sections of iron or non -alloy 

steel, n.e.s., Philippines, 2001 -2015 

 
Source of basic data: UN Trademap 

 
 

Figure 6. EXPORTS: HS 7216 Angles, shapes, and sections of iron or non -alloy 
steel, n.e.s., by Major Destination, Philippines, 2015  

 
TOTAL: 5,401 tons  

 
 

 
TOTAL: US$ 2.3M  

 

Source of basic data: UN Trademap 
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Figure 7. EXPORTS: HS 7228 Other bars and rods of alloy steel other than stainless, 
angles, shapes and sections of alloy steel other than stainless, n.e.s.; 
hollow drill bars and rods, of alloy or non -alloy steel , Philippines, 2001 -
2015 

 
Source of basic data: UN Trademap 

 
Figure 8. EXPORTS: HS 7228 Other bars and rods of alloy steel other than stainless, 

angles, shapes and sections of alloy steel other than stainless, n.e.s.; 
hollow drill bars and rods, of alloy or  non -alloy steel , by Major 
Destination, Philippines, 2015  

 
TOTAL: 16 tons  

 
 

 
TOTAL: US$ 374,000  

 

Source of basic data: UN Trademap 
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Tariffs and Taxes. Under the Asean Trade in Goods Agreement (ATIGA), Asean 
member states enjoy a zero rate of duty or tariff on all steel products. This is also true 
under the Asean �± China Free Trade Agreement (ACFTA), the Asean �± Korea Free Trade 
Agreement (AKFTA) and the Philippine �± Japan Economic Partnership Agreement 
(PJEPA). The PJEPA still provides a one percent tariff on a few products under HS 7216 
in 2017 and zero duty in 2018. 
 
However, as provided for under Customs Memorandum Order (CMO) No. 26-2015, dated 
August 10, 2015 and the DTI order dated July 16, 2015, all imports of steel angle bars 
with HS code 7216.2100 and 7216.5010 from all countries will be imposed additional 
safeguard duty until March 23, 2019. The schedule will be as follows: PhP 3,345 per 
metric ton (MT) for the first year; PhP 3,178/MT for the second year; PhP 3,019/MT for 
the third year; and PhP2,868/MT for the fourth year. 

 
As provided for under the Bureau of Internal Revenue (BIR) guidelines, a Value-Added 
Tax (VAT) of twelve percent (12%) shall be paid on the importation of goods. This is 
based on the total value used by the Bureau of Customs in determining tariff and customs 
duties, plus customs duties, excise taxes, if any, and other charges. Other charges 
include tax to be paid by the importer prior to the release of such goods from customs 
custody; provided, that where the customs duties are determined based on quantity or 
volume of the goods, the VAT shall be based on the landed cost plus excise taxes, if any. 

 
Market Demand  

 
Demand Drivers. Overall, the apparent steel consumption of total steel products has 
been increasing over the past nine years especially from 2011-2015. The volume in 2010 
of almost four million tons increased to over five million tons the following year and more 
than doubled by 2015. The growth was led by long steel products, which include steel 
reinforcing bars (rebars) and steel angle bars. Consumption of billets, which are semi-
finished products, has also been increasing. 

 
Apparent steel use per capita has also been increasing year on year from 36 kilos (kg) 
finished steel products in 2006 to 87 kg in 2015.   

 
The increase in demand has been driven by developments and construction in the 
following sectors: housing/condominiums, township and malls, business process 
outsourcing (BPO) office space, hotels and tourism facilities, power generation, and 
transport infrastructure.  
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Table 2. Apparent Steel Consumption (ASC, tons), Philippines, 2007 -2015 

 
Source: BOI-DTI, PISI, SEAISI, BOC, Steel Statistical Yearbook 2016 and industry sources 
 
Figure 9. Apparent Steel Use per Capita (kg), 2006 -2015 

 
Source of basic data: WSA Steel Statistical Yearbook as supplied by SEAISI 
 
Market Structure and Performance. Construction is the major steel consuming sector 
in the country accounting for almost 85 percent of total steel usage. A far second and 
third are the shipbuilding sector and machinery and industry sector with almost nine 
percent and four percent, respectively.  

 
In terms of product, long steel products dominated total steel usage in the Philippines, 
accounting for 72 percent of total demand.  
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Figure 10. Share to Total Steel Demand by Sector, Philippines, 2014  

 
Source of basic data: SEAISI 
 
Figure 11. Share to Total Steel Demand by Product, Philippines, 2014  

 
Source of basic data: SEAISI 
 
Market Prospects.  Steel sales volume has been growing steadily since 2010. According 
to industry figures, industry sales reached 8.8 million tons in 2015, which was a 20 percent 
increase from the previous year. It was estimated that sales in 2016 will likely increase by 
7-8 percent.   

 
There is a considerable growth potential for the local steel industry. This is backed by the 
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with a strong steel industry as one of the anchors. Additionally, there is still a lot of room 
for growth compared to Asean, Asian neighbors and the world average. The Philippine 
per capita steel use at 87 kg has the potential to grow more than twice as much to reach 
the world average of 208 kg.    
 
Figure 12. Apparent Steel Use per Capita (kg finished steel products), 2015  

 
Source of basic data: WSA Steel Statistical Yearbook, 2016 
 
Key Players. Key players include members of the Philippine Iron and Steel Institute (PISI) 
and the Steel Angles, Shapes, and Sections Manufacturers Association of the Philippines 
Inc. (SASSMAPI). Member industry associations of the PISI are the Philippine Steel 
Rolling Mills Association (PSRMA), Association of the Philippine Steel Mills (APSMI), 
Philippine Galvanizers and Coaters Association (PGCA), and Philippine Iron and Steel 
Traders Association (PISTA). These associations have several member-corporations.   
 
SteelAsia appears to be the largest steel manufacturing corporation with a couple of other 
steel mills in the works.  
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Table 3. Steel Products: Selected Key Players  
Company  Product/s  Capacity (tons/year)  

SteelAsia Manufacturing 
Corporation 

Rebar, Cut and bend products, 
Mechanical couplers 

100,000 (Meycauayan) 
450,000 (Meycauayan) 
500,000 (Calaca) 
300,000 (Carcar) 
500,000 (Davao) 
250,000 (CDO) 

Capitol Steel Corporation Rebar 500,000 
Cathay Pacific Steel 
Corporation 

Long steel products N.A. 

Jacinto Color Steel Inc. G.I. Roofing materials N.A. 
Maxima Steel Mills 
Corporation 

Deformed steel bars and steel 
angles 

N.A. 

Pag-asa Steel Works Inc. Rebar N.A. 
Puyat Steel Corporation Galvanized iron sheet  150,000 (Batangas) 

 
TKC Metals Corporation Nickel pig iron, Billets, Steel 

pipes 
300,000 (Billets - Treasure 
Steelworks) 

TKL Steel Corporation Bar, Plate, Sheet, Pipe, 
Tubing, Purlin, Stainless Steel, 
Shafting, Wire, Welding rod, 
Nails 

N.A. 

Source: Company websites 
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II. DIMENSIONS OF SMUGGLING (2001-2015) 

The robust growth of the Philippine economy over the past few years has made the 
�F�R�X�Q�W�U�\���D���Y�H�U�\���D�W�W�U�D�F�W�L�Y�H���P�D�U�N�H�W�����7�K�L�V���K�D�V���E�H�H�Q���E�R�R�V�W�H�G���E�\���W�K�H���F�X�U�U�H�Q�W���D�G�P�L�Q�L�V�W�U�D�W�L�R�Q�¶�V��
pronouncement of a golden age of infrastructure with the government allocating PhP8.2 
trillion for development works over the next six years. Consequently, the Philippine 
President has indicated his full support for the development of a strong steel industry for 
�W�K�H���F�R�X�Q�W�U�\�¶�V���L�Q�G�X�V�W�U�L�D�O�L�]�D�W�L�R�Q�����2�Q���W�K�H���R�W�K�H�U���K�D�Q�G�����W�K�H�V�H���G�H�Y�H�O�R�S�P�H�Q�W�V���K�D�Y�H���D�O�V�R attracted 
an increase in imports of steel products some of which have entered the country through 
illicit trade.   
 
While trade liberalization has generally been a good thing, it has opened up certain 
industries to illicit trade and unfair competition. There have been a number of instances 
where the steel industry has faced injury with the entry of imports with questionable 
quantity, quality and price. These cases include 5,000 tons and 20,000 tons of rebars 
which entered through Subic; 1,500 tons of angle bars; and 10,000 tons of steel billets 
from Russia. Industry estimates that 40,000-50,000 tons of rebars and the same quantity 
of angle bars are smuggled annually. However, the impact is greater for angle bars with 
local capacity of 400,000 tons against 3.5 million tons for rebars. These cases of 
misdeclaration or misclassification, under or overvaluation have been brought to the 
attention of government regulators, local officials, legislators and even mainstream and 
social media.   
 
These illicit trade activities are done to avoid or reduce the payment of the VAT and the 
additional safeguard duty in the case of steel angle bars.  
 
Estimated Value of Smuggling  

 
The study team used HS 7216 and HS 7228 to track steel bar trade, defined as export of 
top partner countries (accounting for at least 80 percent of total value) and imports of the 
Philippines from these countries over a 15-year period. The difference between Philippine 
imports and partner country exports is considered as illicit trade or smuggled.  

 
An analysis of the total difference estimated at five-year intervals between 2001 and 2015 
revealed that the total difference was getting bigger moving from the initial study years to 
the more recent years. Note that from 2001-2005, the total difference was PhP 3.6B, then 
PhP 26.4B during 2006-2010, and finally PhP 106.1B from 2011-2015, a dramatic 
increase over the years. This would be a total difference of PhP 136.1B over the 15-year 
period with HS 7228 accounting for 70 percent.   
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Table 4. Value of  Difference of Top Country Exports vs. Philippine Imports, 2001 -
2015 (in relevant currency)  

 
Source of basic data: UN Trademap 

 
A review of the value of difference over the 15-year period revealed that the biggest 
country difference in most of the years was with China. This difference reached US$910 
M in 2014 and US$795 M in 2015. In terms of volume in 2015, the difference of 2.4 million 
�W�R�Q�V���L�V���������S�H�U�F�H�Q�W���R�I���W�K�H���F�R�X�Q�W�U�\�¶�V���D�S�S�D�U�H�Q�W���V�W�H�H�O���F�R�Q�V�X�P�S�W�L�R�Q������ 
 
Table 5. Philippine Imports vs. Exports to Philippines of Other Bars and Rods (HS 

7228), 2015 

 
Source of basic data: UN Trademap 
 
The estimated revenue losses to the government caused by the non-payment of the 12 
percent VAT over the five-year period will total PhP 12.7B.  
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Table 6. Estimated VAT Losses from Steel Bars Smuggling  ���3�K�3�¶�0�� 
Year 2011 2012 2013 2014 2015 Total  

Estimated Value 
Smuggled 5,581 7,517 11,383 43,748 37,831 106,060 

Estimated VAT 
Losses 670 902 1,366 5,250 4,540 12,727 

 
 
Economic Impact and Multiplier Effects of Steel Bars Smuggling  
 
Multiplier Effect on Domestic Output and Gross Domestic Product  
 
The domestic output multiplier of the steel bars industry is 1.46. This means that one peso 
worth of smuggled steel bars cuts total domestic output by PhP 1.46.   The value-added 
multiplier of the steel bars industry is 0.43. Hence, one peso worth of smuggled steel bar 
decreases total value-added by about 0.43 centavos.   
 
The multiplier effects of steel bars smuggling on domestic output and gross domestic 
product (GDP) from 2011 to 2015 are shown in Table 7.1 The value of smuggled steel 
bars followed an increasing trend from 2011 to 2014, but fell in 2015.  The negative 
domestic output multiplier effect of steel bars smuggling followed similar trends. The 
decrease in total domestic output of all industries in the economy due to steel bars 
smuggling rose from about PhP 8.1 B in 2011 to around PhP 63.9 B in 2014. The negative 
domestic output multiplier effect of steel bars smuggling, however, declined to about PhP 
55.2 B in 2015.     
 
The devastating effect of steel bars smuggling on value-added rose from PhP 3.5 B in 
2011 to around PhP 27.15 B in 2014. Consequently, steel bars smuggling cut gross 
domestic product by 0.04 percent in 2011 and by 0.21 percent in 2014.2 As shown in 
Table 7, the negative value-added multiplier effect of steel bars decreased to about 23.5 
billion pesos in 2015.  Accordingly, the negative effect of smuggling steel bars into the 
country cut gross domestic product by 0.17 percent in 2015.   
 
The smuggling of steel bars into the country from 2011 to 2015 cut domestic output of all 
industries by about PhP 154.8 B. As a result, gross domestic product fell by about PhP 
65.8 B or 0.11 percent from 2011 to 2015.  This suggests that gross domestic product 
from 2011 to 2015 would have increased by an additional 0.11 percent without steel bars 
smuggling. 
 
The negative average domestic output multiplier effect of steel bars smuggling from 2011 
to 2015 is about PhP 31 B. Meanwhile, the average negative value-added multiplier effect 
of steel bars smuggling for the same period is approximately PhP 13.2 B. Hence, steel 
bars smuggling cut gross domestic product by an average of 0.11 percent from 2011 to 

                                                           
1Domestic output refers to the total output of industries for intermediate and final consumption, while 
gross domestic product refers to the total value-added of industries. 
2The decline in gross domestic product is based on the value-added effect. 
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2015. Conversely, gross domestic product from 2011 to 2015 would have grown on 
average by an additional 0.11 percent without the smuggling of steel bars into the country. 
 
Table 7. Multiplier Effects of Steel Bars S muggling on Domestic Output and Gross 

Domestic Product: 2011 -2015 

Year 
Value of 

Smuggled Steel 
Bars (PhP M) 

Domestic Output 
Multiplier Effect  

(PhP M) 

Value-added 
Multiplier Effect  

(PhP M) 

Decrease in 
GDP 
(%) 

2011 5,581 -8,148 -3,464 -0.04 
2012 7,517 -10,975 -4,665 -0.04 
2013 11,383 -16,619 -7,065 -0.06 
2014 43,748 -63,872 -27,152 -0.21 
2015 37,831 -55,233 -23,480 -0.17 
Total  106,060 -154,848 -65,826 -0.11 

Average  21,212 -30,970 -13,165 -0.11 
Notes: To measure the domestic output multiplier effect, the value of smuggled steel bars was multiplied 
by the domestic output multiplier of the steel bars industry (1.46). To get the value-added multiplier effect, 
the domestic output multiplier effect was multiplied by the value-added multiplier of the steel bars industry 
(0.4251).  Both domestic output and value-added multiplier effects were rounded off. The decrease in gross 
domestic product was calculated by dividing the value-added multiplier effect by the actual value of gross 
domestic product for the year. Data for gross domestic product were taken from the National Accounts of 
the Philippines published by the Philippine Statistics Authority. 
 
Multiplier Effects on Household Income and Employment  
 
The household income multiplier of the steel bars industry is 0.09. This means that one 
peso worth of smuggled steel bars lowers total household income by 0.09 centavos. The 
household income multiplier effects of smuggling steel bars into the country from 2011 to 
2015 are shown in Table 8.  
 
Since the value of smuggled steel bars rose from 2011 to 2014 and decreased in 2015, 
the negative household income multiplier effect of smuggling steel bars into the county 
followed the same trends.  Total household income multiplier effect of smuggling steel 
bars increased from about PhP 733.3 M in 2011 to around PhP 5.7 B in 2014.  The 
negative effect of steel bars smuggling on total household income, however, decreased 
to about PhP 5 B in 2015.   
 
The smuggling of steel bars into the country from 2011 to 2015 lowered total household 
income by about PhP 13.9 B or 0.05 percent.  Hence, total household income from 2011 
to 2015 would have increased by an additional 0.05 percent without the smuggling of 
steel bars into the country. 
 
The negative average household income multiplier effect of steel bars smuggling from 
2011 to 2015 is about PhP 2.8 B. Steel bars smuggling cut total household income by an 
average of 0.05 percent from 2011 to 2015. Hence, total household income from 2011 to 
2015 would have grown on average by an additional 0.05 percent without the smuggling 
of steel bars into the country. 
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Table 8. Multiplier Effect of Steel Bars Smuggling on Household Income: 2011 -
2015 

Year 
Value of 

Smuggled St eel 
Bars (PhP M) 

Domestic Output 
Multiplier Effect  

(PhP M) 

Househol d 
Income Multiplier 

Effect (PhP M) 

Decrease in 
Total 

Household 
Income (%)  

2011 5,581 -8,148 -733 -0.015 
2012 7,517 -10,975 -988 -0.02 
2013 11,383 -16,619 -1,496 -0.03 
2014 43,748 -63,872 -5,748 -0.09 
2015 37,831 -55,233 -4,971 -0.08 
Total  106,060 -154,848 -13,936 -0.05 

Average  21,212 -30,970 -2,787 -0.05 
Notes: To get the domestic output multiplier effect, the value of smuggled steel bars was multiplied by the 
domestic output multiplier of the steel bars industry (1.46). To quantify the household multiplier effect, the 
domestic output multiplier effect was multiplied by the household income multiplier of the steel bars industry 
(0.09). Both domestic output and household income multiplier effects were rounded off. The decrease in 
total household (family) income was calculated by dividing the household income multiplier effect by the 
actual value of total household (family) income for the year. Data for total household (family) income were 
taken from the 2012 and 2015 Family Income and Expenditure Survey published by the Philippine Statistics 
Authority. Total household (family) income for 2011 and 2013 were based on the official total household 
(family) income for 2012, while total household (family) income for 2014 was based on the official total 
household (family) income for 2015. 
 
The employment multiplier effects of steel bars smuggling from 2011 to 2015 are shown 
in Table 9.3 The smuggling of steel bars into the country displaced about 2,951 workers 
in 2011. The negative employment multiplier effect of steel bars smuggling continued to 
increase after 2011 and reached its peak in 2014 when about 20,243 workers were 
displaced. In 2015, however, the negative employment multiplier effect of steel bars 
smuggling dropped to about 17,142 workers.     
 
The estimated total number of displaced workers due to steel bars smuggling from 2011 
to 2015 is about 50,048.  This represents a 0.38 percent increase in the total number of 
unemployed persons from 2011 to 2015. Meanwhile, the average number of displaced 
workers due to steel bars smuggling from 2011 to 2015 is approximately 10,010.  Hence, 
steel bars smuggling raised unemployment by an average of 0.38 percent from 2011 to 
2015. Conversely, the total number of jobs would have increased on average by about 
0.38 percent from 2011 to 2015 without smuggling of steel bars.  
 
 
  

                                                           
3The employment multiplier effect can either be interpreted as the increase in the number of unemployed 
persons as shown in Table 9 or the additional jobs that could have been created without smuggling 
(increase in the number of employed persons). 
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Table 9. Multiplier Effect of Steel Bars Smuggling on Employment : 2011-2015 

Year 
Household 

Income Multiplier 
Effect (PhP  M) 

Annual Average 
Compensation of 
Employees (PhP)  

Employment 
Multiplier Effect 

(number of 
persons)  

Increase in 
Total 

Unemployment  
(%) 

2011 -733 248,571 -2,951 0.11 
2012 -988 228,156 -4,330 0.16 
2013 -1,496 277,795 -5,385 0.20 
2014 -5,748 283,977 -20,243 0.82 
2015 -4,971 287,953 -17,142 0.66 
Total  -13,936  -50,048 0.38 

Average  -2,787  -10,010 0.38 
Notes: The household multiplier effect was taken from Table 8.To get the employment multiplier effect, the 
household income multiplier effect was divided by the annual average compensation of employees. Data 
for the annual average compensation of employees were taken from the Annual Survey of Philippine 
Business and Industry. The employment multiplier effect was rounded off. The increase in total 
unemployment was calculated by dividing the employment multiplier effect by the total number of 
unemployed persons for every year.  Data for the total number of unemployed persons were taken from the 
Labor Force Survey published by the Philippine Statistics Authority. Instead of interpreting the employment 
multiplier effect as the increase in total number of unemployed persons the employment multiplier effect 
can also be interpreted as the additional jobs that could have been created without smuggling. 
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Figure 13. ECONOMIC IMPACT & MULTIPLIER EFFECTS  
OF STEEL BARS SMUGGLING  
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III. CONCLUSION 
 
Smuggling of steel bars in its different forms is affecting the steel industry and the users 
of the products.   
 
An analysis of the total difference estimated at five-year intervals between 2001 and 2015 
revealed that the total difference was getting bigger moving from the initial study years to 
the more recent years. Note that from 2001-2005, the total difference was PhP 3.6 B, 
then PhP 26.4 B during 2006-2010, and finally PhP 106.1 B from 2011-2015, a significant 
increase over the years. This brings the total difference to PhP 136.1 B over the 15-year 
period with HS 7228 accounting for 70 percent. 
 
A review of the value of difference over the 15-year period revealed that the biggest 
country difference in most of the years was with China. This difference reached US$910 
M in 2014 and US$795 M in 2015.  
 
The estimated revenue losses to the government caused by the non-payment of the 12 
percent VAT over the five-year period will total PhP 12.7 B.  
 
Smuggling stirs up negative multiplier effects on gross domestic product, household 
income, and employment. Steel bars smuggling from 2011 to 2015 slashed gross 
domestic product by 0.11 percent, depressed household income by 0.05 percent, and 
sunk employment by 0.38 percent. 
 
The Way Forward  
 
The steel industry is a key element in the infrastructure development program of the 
current administration. No less than the President of the Republic has expressed his 
desire and support towards a strong steel industry. This expression plus pronouncement 
against smuggling and corruption has given high hopes to industry stakeholders. This is 
also coupled with the presence of dynamic, progressive and vigilant industries 
associations like the Federation of Philippine Industries (FPI), Philippine Iron and Steel 
Institute (PISI) and SASSMAPI.   
 
There is much to be done to address the entry of cheap illegal imports while at the same 
time expanding the capacity of the local steel manufacturing industry to capture the 
demand in the construction sector. According to the PISI, the local steel industry 
manufactures only about 30 percent of the rebars requirement while the cold and hot 
rolled steel products are all imported. The local steel industry is generally in steel rebar 
manufacturing with a capacity of around four million tons a year.  
 
The country still imports 90 percent of its steel requirement in crude steel equivalent with 
������ �S�H�U�F�H�Q�W�� �F�R�P�L�Q�J�� �I�U�R�P�� �&�K�L�Q�D���� �Z�K�L�F�K�� �L�V�� �W�K�H�� �Z�R�U�O�G�¶�V�� �O�D�U�J�H�V�W�� �D�Q�G�� �G�R�P�L�Q�D�Q�W�� �F�U�X�G�H�� �V�W�H�H�O��
producer with 804 million tons equivalent to 50 percent of world production in 2015.  
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There are existing policies, plans and programs for industry development and measures 
to address smuggling. There is an existing Philippine Steel Industry Roadmap whose 
demand forecast from 2015 to 2022 is close to actual, give or take a few thousand tons. 
The roadmap contains the necessary steps towards a progressive industry development 
�W�R���V�X�S�S�R�U�W���W�K�H���S�U�L�Y�D�W�H���F�R�Q�V�W�U�X�F�W�L�R�Q���V�H�F�W�R�U���D�Q�G���W�K�H���J�R�Y�H�U�Q�P�H�Q�W�¶�V���L�Q�I�U�D�V�W�U�X�F�W�X�U�H���S�U�R�J�U�D�P����
However, a few expansion plans of industry players have been facing resistance.   
 
There is also R.A. 10863 known as the Customs Modernization and Tariff Act (CMTA) 
approved last May 2016 with provisions on offenses and penalties for misdeclaration, 
misclassification, undervaluation, unlawful importation or exportation, discrepancy 
between actual and declared weight of manifested goods, failure to pay duties, taxes and 
other charges, and other offenses with corresponding penalties. The CMTA also includes 
a chapter on penalties imposed upon the Bureau of Customs employees.  
 
The PISI cited the need for strict monitoring of imports to avoid smuggled products that 
threatens the local industry. One way for government to do this is by engaging the private 
sector through more intensive participation and collaboration with the industry particularly 
its industry technical experts in the anti-smuggling efforts. The CMTA and other 
government issuances are enough according to the industry association but the important 
thing is the implementation. The accreditation of importers and customs brokers is an 
important process together with the participation of industry technical experts. Sadly, the 
industry is only consulted 20 percent of the time.  
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Annex 1a. HS Code 7228: Other bars and rods of alloy steel other than stainless, angles, shapes and sections of alloy  
 
Philippine Imports vs. Country Exports to the Philippines by Major Countries, 2001 -2015 
(in PhP M) 

 

Note: Ranking was based on top 5 country importers in 2015 (98.4% of total Philippine import value) 
Source: UN Trade Map 
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Annex 1b. HS Code 7228: Other bars and rods of alloy steel other than stainless, angles, shapes and sections of alloy  
 
Philippine Imports vs. Country Exports to the Philippines by Major Countries, 2001 -2015 
(in US$ '000) 

 

Note: Ranking was based on top 5 country importers in 2015 (98.4% of total Philippine import value) 
Source: UN Trade Map 
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Annex 2a. HS Code 7216: Angles, shapes and sections of iron or non -alloy steel, n.e.s.  

 
Philippine Imports vs. Country Exports to the Philippines by Major Countries, 2001 -2016* 
(in PhP M) 

 

Note: Ranking was based on top 5 country importers in 2015 (98.4% of total Philippine import value) 
*2016 includes January to June only 
Source: UN Trade Map 
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Annex 2b. HS Code 7216: Angles, shapes and sections of iron or non -alloy steel, n.e.s.  

 
Philippine Imports vs. Country Exports to the Philippines by Major Countries, 2001 -2016* 
(in US$ '000) 

 

Note: Ranking was based on top 5 country importers in 2015 (98.4% of total Philippine import value) 
*2016 includes January to June only 
Source: UN Trade Map 
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Executive Summary 
 

 
The Philippines is a net importer of resins. In 2015, imports reached US$637.5 M as 
against exports of US$188.2 M.  Smuggling is a perennial problem in the industry.  
 
The value of smuggled resins (HS 3901-3904) was estimated by tracking Philippine 
imports from key country sources (comprising at least 80 percent of value) as against 
�H�[�S�R�U�W�V���R�I���W�K�H���V�D�L�G���F�R�X�Q�W�U�L�H�V���W�R���W�K�H���3�K�L�O�L�S�S�L�Q�H�V�����7�K�H���G�L�I�I�H�U�H�Q�F�H���L�V���U�H�J�D�U�G�H�G���D�V���³�V�P�X�J�J�O�H�G�´��
or illicit.  The impact of smuggling on the economy (GDP), household income and 
employment were also measured using input-output analysis. 
 
The total amount of illicit trade varied from 2001-2015, from a low of PhP 347 M in 2001 
to a high of PhP 13.2 B in 2013.  In 2015, smuggling amounted to PhP 2.5 B. The annual 
average is PhP 6.4 B.   
 
Considering five-year intervals, the amount smuggled were at PhP 15.6 B during 2001-
2005, PhP 38.2 B during 2006-2010, and PhP 42.9 B during 2011-2015. The values 
increased over the years.   
 
By type of product, the amount smuggled was highest for polyethylene (PE), with annual 
average of PhP 2.7 B from 2001-2015.  Polypropylene (PP) was next at PhP 1.9 B yearly, 
then polystyrene (PS) at PhP 1.3 B annually.  Polyvinyl chloride (PVC) posted the lowest 
value at PhP 400 M per year.   
 
The main sources of illicit trade are mostly Asian countries like Japan, Singapore, South 
Korea, Thailand, Malaysia, China and Taiwan.   
 
From 2011-2015, the amount of smuggled resins reached PhP 42.9 B. With VAT at 12 
percent for imports, the estimated VAT losses due to smuggling amounted to PhP 5.1 B 
or PhP 1 B per year.  
 
Smuggling has negative repercussions on the economy.  It impacts on GDP, household 
income, and employment. From 2011-2015, resin smuggling clipped GDP by 0.08 percent 
(PhP 46.8 B), slashed household income by 0.04 percent (PhP 11.5 B), and pared 
employment by 0.34 percent (43,989 lost job opportunities).   
 
To help address the smuggling problem, the industry association (APMP) has assigned 
an industry technical expert (ITE) at the Port of Manila and at the Manila International 
Container Terminal to assist the BOC in proper valuation. The APMP cited that the efforts 
to modernize the BOC are a step in the right direction but results are yet to be seen. It 
noted that there are already enough laws and policies to combat smuggling. What is 
needed is a combination of policy and enforcement. The full implementation of the 
Customs modernization program will be crucial in the fight against smuggling. 
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Multi -Industry Illicit Trade Research  Study  
THE CASE OF RESINS 

 
RESINS  
 
The key products covered are polyethylene (PE), polypropylene (PP), polystyrene (PS) 
and polyvinyl chloride (PVC).  They fall under HS Codes 3901, 3902, 3903 and 3904, 
respectively.  The said categories were identified per consultation with the Association of 
Petrochemicals Manufacturers of the Philippines (APMP). 
 
I.  INDUSTRY SITUATIONER  
 
Industry Performance  
 
Production.  Production reached an all-time high of 502,500 tons in 2015.  It grew by 
25.2 percent per annum from only 157,200 tons in 2006.  Growth was pulled up by the 
sharp rise in output in 2015, with the opening of the naphtha cracker plant of JG Summit 
in late 2014.   
 
Table 1.  Resins (HS 3901 -3904):  Local Production, 2006 -2015 

Year Production (tons)  
2006 157,234 
2007 191,189 
2008 228,735 
2009 204,714 
2010 172,805 
2011 224,494 
2012 267,778 
2013 164,175 
2014 168,350 
2015 502,543 

Source:  APMP 

Trade 

The Philippines is a net importer of resins. In 2015, imports reached US$637.5 M as 
against exports of US$188.2 M. 

Imports.   Imports amounted to 412,900 tons valued at US$637.5 M in 2015.  While 
shipments fluctuated over the past 15 years, growth averaged 3.7 percent on volume and 
12.1 percent on value from 360,200 tons worth US$254 M in 2006.  Imports peaked in 
2014 at 620,700 tons valued at US$1,046.3 M.     
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Figure 1.  Resins (HS 3901-3904): Volume and Value of  Imports , 2001-2015  

 
Source of basic data:  UN Trade Map 
 
By product type,  PE dominated with 204,000 tons worth US$321.5 M, equivalent to 
about half of the total volume and value of resin imports in 2015.  It was followed by PP 
with 114,300 tons valued at USUS$176.8 M, about 28 percent share on both volume and 
value. Other resin imports are PS with 49,300 tons (US$92.4 M) and PVC with 39,300 
tons (US$46.8 M).      
 
Figure 2.  Resins (HS 3901-3904):  Imports by Product Type, 2015  
 

Volume: 412,900 tons  

 
 

 
Value: US$637.5M 

 

Source of basic data:  UN Trade Map 
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In terms of origin of imports, Thailand led across the four product types.   
 
PE.  The major origins are Thailand, Singapore and Malaysia, each having at least 20 
percent share on volume and value in 2015.  Other sources are Saudi Arabia, Qatar, 
Japan and Korea.   
 
Figure 3.  PE (HS 3901):  Key Sources of  Imports , 2015  
 

Volume: 204,000 tons  

 
 

 
Value: US$321.5M 

 
 

Source of basic data:  UN Trade Map 
 
PP.  Thailand and Singapore dominated.  Altogether, they accounted for 63 percent of 
volume and 61 percent of value in 2015.  Other suppliers are South Korea and Malaysia.  
 
Figure 4.  PP (HS 3902):  Key Sources of  Imports , 2015  
 

Volume: 114,300 tons  

 
 

 
Value: US$176.8M 

 
 

Source of basic data:  UN Trade Map 
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PS. Thailand was the biggest source in 2015, with close to 37 percent and 38 percent 
shares on volume and value.  Other leading sources are Singapore, Malaysia and Saudi 
Arabia. 
 
Figure 5.  PS (HS 3903): Key Sources of  Imports , 2015  

 
Volume: 49,300 tons  

 
 

 
Value: US$92.4M 

 
 

Source of basic data:  UN Trade Map 
 
PVC. Thailand was also the dominant supplier, cornering 54 percent and 46 percent of 
volume and value, respectively, during the same year.  In far second and third are 
Indonesia and Japan.  
 
Figure 6.  PVC (HS 3904):  Key Sources of  Imports , 2015  

 
Volume: 39. 3M tons  

 
 

 
Value: US$46.8M 

 
 

Source of basic data:  UN Trade Map 
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Exports .  Exports reached 169,100 tons worth US$188.2 M in 2015.  The year saw the 
highest export level registered in the past 15 years.  A contributory factor could likely be 
�W�K�H���R�S�H�Q�L�Q�J���R�I���-�*���6�X�P�P�L�W�¶�V��naphtha cracker plant during the year. Exports grew by 45.1 
percent per year and 39 percent per annum on volume and value from just 19,300 tons 
valued at US$16.9 M in 2006. 
 
Figure 7.  Resins (HS 3901 -3904):  Volume and Value of  Exports , 2001-2015  

 
Source of basic data:  UN Trade Map 
 
By product type,  PE was the biggest resin export with 100,900 tons valued at US$109.1 
M in 2015.  PE exports accounted for 60 percent of the total volume and 58 percent of 
the total value of resin exports during the year.   PP came in second with 58,700 tons 
worth US$68.1 M, representing 35 percent and 36 percent shares on volume and value.  
PS and PVC shared in the remaining five to six percent of exports.  PVC exports stood at 
only 8,800 tons (US$10.3 M) and PS at 0.6M tons (US$0.7 M) during the same year.     
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Figure 8.  Resins (HS 3901 -3904): Exports by Product Type  of , 2015 
 

Volume: 169,100 tons  

 
 

 
Value: US$188.2M 

 

Source of basic data:  UN Trade Map 
 
The main export markets varied across product types although they are mostly within 
Asia.    
 
PE. China was the major export destination with 41 percent share on volume and 38 
percent share on value in 2015.  Other markets are Belgium, Vietnam, Indonesia and 
Malaysia.  
 
Figure 9.  PE (HS 3901): Key Export Markets, 2015  
 

Volume: 100,900 tons  

 
 

 
Value: US$109.1M 

 
 

Source of basic data:  UN Trade Map 
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PP. Indonesia and China absorbed the bulk of exports.  Their aggregate shares amounted 
to 69 percent of volume and 56 percent of value in 2015.  Other markets are Vietnam, 
Myanmar and Belgium. 
 
Figure 10.  PP (HS 3902):  Key Exports  Markets , 2015  
 

Volume: 58 ,700 tons  

 
 

 
Value: US$68.1M 

 
 

Source of basic data:  UN Trade Map 
 
PS.  Malaysia was the biggest market in 2015, with 48 percent and 40 percent shares on 
volume and value, respectively.  China was next with 34 percent share on both volume 
and value.  Other markets are Hong Kong and the US.   
 
Figure 11.  PS (HS 3903):  Key Exports  Markets, 2015  
 

Volume: 600 tons  

 
 

 
Value: US$0.7M 

 
 

Source of basic data:  UN Trade Map 
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PVC. Thailand was the leading market with 74 percent share on volume and 41 percent 
share on value also in 2015.  Other leading markets are Indonesia, Japan, China and 
Germany.   
 
Figure 12.  PVC (HS 3904):  Key Exports  Markets, 2015  
 

Volume: 8,800 tons  

 
 

 
Value: US$10.3M 

 
 

Source of basic data:  UN Trade Map 
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Tariffs  
 
The tariff rates on resins range from three to 10 percent under the Most-favored nation 
(MFN) status.  The rates are already zero under the ASEAN Trade in Goods Agreement 
(ATIGA).  
 
Table 2.  Tariff Rates on Resins, 2012 -2015 

HS Code Description  
MFN Tariff Rate (percent)   

ATIGA 2012-2013 2014-2015 
3901 Polymers of ethylene, in primary 

forms 
   

3901.10  - Polyethylene having a specific 
gravity of less than 0.94 :  

10 10 0 

3901.20  - Polyethylene having a specific 
gravity of 0.94 or more  

10 10 0 

3901.30  - Ethylene-vinyl acetate copolymers  3 3 0 
3901.90  - Other   3 3 0 
     
3902 Polymers of propylene or of other 

olefins, in primary forms 
   

3902.10  - Polypropylene :  10 10 0 
3902.10.90     
3902.20  - Polyisobutylene  3 3 0 
3902.30  - Propylene copolymers :  10 10 0 
3902.90 - Other : 3 3 0 
     
3903 Polymers of styrene, in primary forms    
3903.11  Expansible : 10 10 0 
3903.19  Other : 10 10 0 
3903.20  
 

Styrene-acrylonitrile (SAN) 
copolymers 

3 3 0 

3903.30  
 

Acrylonitrile-butadiene-styrene (ABS) 
copolymers 

3 3 0 

3903.90  Other  3 3 0 
3904 Polymers of vinyl chloride or of other 

halogenated olefins, in primary forms 
   

3904.10  
 

Poly(vinyl chloride), not mixed with 
any other substances 

10 10 0 

3904.21 Non-plasticised 10 10 0 
3904.22 Plasticised 10 10 0 
3904.30 Vinyl chloride-vinyl acetate 

copolymers 
3 3 0 

3904.40 Other vinyl chloride copolymers 3 3 0 
3904.50 Vinylidene chloride polymers 3 3 0 
3904.61 Polytetrafluoroethylene 3 3 0 
3904.69 Other 3 3 0 
3904.90 Other 3 3 0 

Source:  Philippine Tariff Commission 
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Market Demand  
 
Demand Drivers.   Demand is estimated at 746,300 tons in 2015.  Some 55 percent 
came from imports while local production accounted for the remaining 45 percent.  
 
Figure 13.  Demand estimate for resins, 2015  
 
+ 
 
 
 
 

 
Source of basic data:  APMP (Production); UN Trademap (Trade) 
 
Resins are midstream products of the processing of naphtha and LPG, which are the 
primary feedstocks for petrochemicals.  The main users of resins (downstream) are 
plastic processors, which, in turn, supply finished products as an input to other industries.  
 
Figure 14.  Industry Structure of Resins  
 

 
 
 

  
 
 
 

 
 
 
 

 
 
 
 

 

 

 

 

 
The main demand driver is the plastic industry.  Plastic processors transform the resins 
into various products for use by different industries.   
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Figure 15.  Industry Linkages  
 
Resins 

  
Plastic 
processors 
 

  
Industry linkages 

     
�x Construction (e.g., flooring, tiles, pipes and fittings, 

etc.) 
�x Electronics (e.g., plastic parts of computers) 
�x Medical services (e.g., capsule casings) 
�x Transportation (e.g., plastic parts of motor vehicle 

assemblers) 
�x Packaging (e.g., plastic bottles, styro) 
�x Education (e.g., plastic chairs) 
�x Telecommunication (e.g., plastic parts of cellphones) 
�x Electric and water distribution (e.g. PVC pipes) 
�x Agriculture and fisheries (e.g., sacks for rice and sugar, 

plastic films for greenhouses, fishing nets) 
�x Meat and food products (e.g., plastic packaging) 
�x Furniture (e.g., frames) 
�x Textile (e.g., polyester). 

 
 

Market Structure and Performance .  The local resin market grew by 9.5 percent per 
year over the past ten years. It reached 746,300 tons in 2015 from only 410,400 tons in 
2006.  The share of imports ranged from 63 percent to 82 percent from 2006 to 2014 but 
has gone down to 55 percent in 2015.  This was because production posted a marked 
improvement during the year as the JG Summit naphtha cracker plant became 
operational in late 2014.   
 
Table 3.  Resins (HS 3901 -3904):  Production, Trade and Demand, 2006 -2015 (tons)  

Year Production  
(P) 

Imports  
(I) 

Total 
Supply 

(TS=P+I) 

Exports 
(E) 

Demand  
(TS-E) 

2006 157,234 280,847 438,081 27,684 410,397 
2007 191,189 278,256 469,445 32,208 437,237 
2008 228,735 270,539 499,274 67,560 431,714 
2009 204,714 212,159 416,873 125,931 290,942 
2010 172,805 338,812 511,617 127,319 384,298 
2011 224,494 392,528 617,022 70,851 546,171 
2012 267,778 502,633 770,411 42,994 727,417 
2013 164,175 488,837 653,012 28,794 624,218 
2014 168,350 620,699 789,049 31,631 757,418 
2015 502,543 412,869 915,412 169,080 746,332 

Source of basic data:  APMP; UN Trademap 
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Market Prospects .  Prospects remain bright for the resin industry.   
 
On the supply side, local capacity remains underutilized due to competition from imported 
resins and inadequate raw material supply, i.e., monomers.   
 
Local production is competitive with imports price and quality-wise, according to local 
plastic manufacturers.  While there are efforts to increase production, expansion activities 
�D�U�H���F�D�O�L�E�U�D�W�H�G���E�H�F�D�X�V�H���R�I���W�K�H���K�L�J�K���L�Q�Y�H�V�W�P�H�Q�W���F�R�V�W�������$�V���D�Q���H�[�D�P�S�O�H�����-�*���6�X�P�P�L�W�¶�V��naphtha 
cracker plant cost US$800 M.   
 
On the other hand, the demand is there and growing.  The bulk remains to be supplied 
by imports, which also presents an opportunity for local manufacturers to expand 
production. 
 
Philippine resin consumption is estimated at only 11 kg per capita, way below Asian 
neighbors like Malaysia at 60 kg per capita, Thailand at 32 kg, and Vietnam at 30 kg and 
China at 28.9 kg (APMP).  There is a lot of room to grow. 
 
Key Players .  There are six major players operating seven plants.  Total capacity for 
various products (including resins) is placed at 2.8 million (M) tons in 2015.  For resins, 
total capacity is at 1.1M tons. 
 
The biggest player is JG Summit.  Its two affiliates - JG Summit Olefin Corp. and JG 
Summit Petrochemical Corp. �± have a combined capacity of almost 1.4 M tons annually, 
nearly half of the total capacity.  The next biggest is Petron with 940,000 tons capacity, 
about a third of the total.   
 
Overall capacity utilization ranges from 80-90 percent.  Utilization was up from only 50 
�S�H�U�F�H�Q�W�� �D�� �I�H�Z�� �\�H�D�U�V�� �E�D�F�N���� �E�R�R�V�W�H�G�� �S�U�L�P�D�U�L�O�\�� �E�\�� �W�K�H�� �R�S�H�Q�L�Q�J�� �R�I�� �-�*�� �6�X�P�P�L�W�¶�V��naphtha 
cracker plant in late 2014, according to the APMP.    
 
For resins, capacity utilization is about 50 percent considering a production of 525,000 
tons in 2015. 
 
  



13 

 

Table 4.  Resins:  Key industry players, 2015  
Company  Products  Capacity (MT/year)  
JG Summit Olefin Corp.  Ethylene 320,000 
 Propylene 190,000 
 Pyrolysis gasoline 216,000 
 Mixed C4 138,000 
Petron Corp. Propylene 390,000 
 Benzene 20,000 
 Toluene 150,000 
 Mixed xylene 220,000 
 Polypropylene (PP) 160,000 
JG Summit Petrochemical Corp. Polyethylene (PE) 320,000 
 Polypropylene (PP) 190,000 
NPC Alliance Corp.  
(formerly Bataan Polyethylene 
Corp.) 

Polyethylene (PE) 250,000 

Chemrez Technologies Inc.  Polystyrene (PS) 30,000 
 Unsaturated polyester 10,200 
 Polymer emulsion 14,400 
 Methyl esther 90,000 
Philippine Resins Industry Inc. Polyvinyl chloride (PVC) 100,000 

(for expansion up to 220,000) 
Total (All products)  2,808,600 
Total (Resins only)  1,050,000 

Source:  APMP 
 
Most of the companies are members of the APMP, except for NPC Alliance which caters 
mainly to the export market.  Petron is also an exporter.  JG Summit also exports but the 
bulk of its production goes to the local market.  
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II. DIMENSIONS OF SMUGGLING  
 
Smuggling has been a perennial problem in the industry. It comes in the form of 
undervaluation/misdeclaration, diversion and leakages.  There have been experiences in 
the past when resins in pellet form were mixed with hardware equipment.  There have 
also been leakages especially for shipments going to the ecozones, which are not 
required to be tracked by Customs, and which are also not compiled by the ecozones.    
 
In 2014 alone, the Department of Finance (DOF) released a study covering six broad 
types of plastic resins (HS 3901, 3902, 3903, 3905, 3908 and 3911) which showed 
massive undervaluation. The six plastic resins accounted for 72 percent of the total value 
of imported resins of PhP 16.2 B in 2013. The price undervaluation (i.e., price per kg as 
a percentage below average price per kg) reached as high as 59 percent for HS 3901, 55 
percent for 3902, 57 percent for 3903, 73 percent for 3905, 66 percent for 3908 and 26 
percent for 3911.  
 
Resin smuggling has also been the subject of a privilege speech of Congressman Apostol 
in a November 2014 hearing of the House Committee on Ways and Means.  Many other 
news and reports have come out about resin smuggling.   
 
The following analysis adds a new dimension to the smuggling issue by looking not just 
at the quantity, price and valuation aspects but also at the economic impact of resin 
smuggling on the economy, household income and employment.   
 
Estimated value of smuggling   
 
The value of smuggled resins (HS 3901-3904) was estimated by tracking Philippine 
imports from key country sources (comprising at least 80 percent of value) as against 
�H�[�S�R�U�W�V���R�I���W�K�H���V�D�L�G���F�R�X�Q�W�U�L�H�V���W�R���W�K�H���3�K�L�O�L�S�S�L�Q�H�V�����7�K�H���G�L�I�I�H�U�H�Q�F�H���L�V���U�H�J�D�U�G�H�G���D�V���³�V�P�X�J�J�O�H�G�´��
or illicit. 
  
The total amount of illicit trade varied from 2001-2015, from a low of PhP 346.5 M in 2001 
to a high of PhP 13.2 B in 2013.  In 2015, smuggling amounted to PhP 2.5 B. The annual 
average was PhP 6.4B.   
 
Considering five-year intervals, the aggregate amount smuggled were at PhP 15.6 B 
during 2001-2005, PhP 38.2 B during 2006-2010, and PhP 42.9 B during 2011-2015.  The 
values increased over the years.   
 
By type of product, the amount smuggled was highest for PE, with annual average of PhP 
2.7 B from 2001-2015.  PP was next at PhP 1.9 B yearly, then PS at PhP 1.3 B annually.  
Polyvinyl chloride posted the lowest value at PhP 400 M per year.   
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Table 5. Value of Difference of Philippine Imports vs. Top Country Exports for 
Resins (HS 3901 -3904), 2001-2015     

HS Code 3901 3902 3903 3904 
TOTAL 

 TOTAL 
(PhP M) YEAR PE PP PS PVC Forex  

 In US$ '000   
2001 (278) (2,578) (2,395) (1,545) (6,796) 50.99 346.5 
2002 16,840 (1,104) (3,740) (1,842) 10,154 51.60 523.9 
2003 22,748 (4,280) 1,488 (1,877) 18,079 54.20 979.9 
2004 (46,926) (27,245) (14,624) (15,389) (104,184) 56.04 5,838.5 
2005 (93,119) (23,954) (18,574) (8,158) (143,805) 55.09 7,922.2 
2006 (102,997) (20,164) (20,317) (7,025) (150,503) 51.31 7,722.3 
2007 (108,275) (13,419) (27,297) (9,982) (158,973) 46.15 7,336.6 
2008 (66,482) (19,931) (38,311) (16,847) (141,571) 44.47 6,295.7 
2009 (57,630) (54,701) (42,176) (7,622) (162,129) 47.64 7,723.8 
2010 (55,625) (80,838) (50,671) (14,800) (201,934) 45.11 9,109.2 
2011 (55,570) (79,257) (30,676) (6,398) (171,901) 43.31 7,445.0 
2012 (103,110) (77,028) (36,953) (8,932) (226,023) 42.23 9,545.0 
2013 (146,022) (93,827) (59,803) (10,717) (310,369) 42.45 13,175.2 
2014 (75,994) (101,513) (41,813) (11,217) (230,537) 44.40 10,235.8 
2015 8,267 (27,284) (30,795) (4,440) (54,252) 45.50 2,468.5 

        
2001-2005 (100,735) (59,161) (37,845) (28,811) (226,552)  15,611 
200-2010 (391,009) (189,053) (178,772) (56,276) (815,110)  38,188 

2011-2015 (372,429) (378,909) (200,040) (41,704) (993,082)  42,869 
Annual Ave  (57,612) (41,808) (27,777) (8,453) (135,650)  6,445 

Note:   
PE - Polymers of ethylene, in primary forms 
PP - Polymers of propylene or of other olefins, in primary forms  
PS - Polymers of styrene, in primary forms  
PVC - Polymers of vinyl chloride or of other halogenated olefins, in primary forms 
Values represent differences between the Import Values of the Philippines for Key Partner 
Countries (about 90% of total imports) and Export Values to the Philippines of Key Partner 
Countries  
Source of basic data:  UN Trademap 
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PE.  The key source countries in 2015 are Thailand, Singapore, Malaysia, Saudi Arabia, 
Qatar, Japan and South Korea.  There was massive illicit trade (quantity and value) in 
Singapore and to some extent, Japan.  Quantity was also undervalued in Thailand, 
Malaysia and Qatar.  
 
Table 6.  Philippine Imports as against Exports to the Philippines of polymers of 

ethylene, in primary forms (HS 3901) , 2015 

Country  

IMPORTS OF 
PHILIPPINES 

EXPORTS OF 
PARTNER COUNTRIES 

DIFFERENCE 

Qty  Price  Value  Qty  Price  Value  Qty Price  Value  

(ton)  
(US$/
kg, 
cif)  

(US$
M cif)  

(ton)  
(US$/

kg, 
fob)  

(US$
M 

fob)  
(ton)  

(US$/k
g) 

(US$M
) 

(1) (2) (3) (4) (5) (6) (1)-(4) (2)-(5) (3)-(6) 
Thailand 50,013 1.50 75.2 58,941 1.25 73.9 (8,928) 0.25 1.29 
Singapore 48,427 1.47 71.1 69,833 1.30 90.7 (21,406) 0.17 (19.57) 
Malaysia 46,320 1.49 69.2 52,349 1.22 63.8 (6,029) 0.27 5.38 
Saudi Arabia 17,986 1.51 27.2 9,571 1.13 10.8 8,415 0.38 16.37 
Qatar 15,340 1.43 21.9 15,914 1.18 18.8 (574) 0.24 3.04 
Japan 4,776 2.21 10.5 5,782 1.84 10.6 (1,006) 0.37 (0.08) 
Korea, Republic  5,636 1.67 9.4 4,865 1.56 7.6 771 0.11 1.84 
Total Above 188,498 1.51 284.5 217,255 1.27 276.3 (28,757) 0.24 8.27 
Others 21,475 1.72 36.9       
Total 209,973 1.53 321.5       

Source of basic data:  UN Trademap 
 
PP.  The key suppliers of imported PP in 2015 are Thailand, Singapore, South Korea, 
Malaysia, Japan, Vietnam and Saudi Arabia.  The total value of illicit trade was estimated 
at US$27 M, mainly coming from Singapore and Japan.  Quantity was undervalued in all 
the source countries except Saudi Arabia by a total of 36,200 tons. 
 
Table 7.  Philippine Imports as against Exports to the Philippines p olymers of 

propylene or of other olefins, in primary forms (HS 3902) , 2015 

Country  

IMPORTS OF 
PHILIPPINES 

EXPORTS OF 
PARTNER COUNTRIES 

DIFFERENCE 

Qty Price  Value  Qty Price  Value  Qty Price  Value  

(ton)  
(US$/
kg, 
cif)  

(US$
M cif)  

(ton)  
(US$/

kg, 
fob)  

(US$
M 

fob)  
(ton)  

(US$/k
g) 

(US$M
) 

(1) (2) (3) (4) (5) (6) (1)-(4) (2)-(5) (3)-(6) 
Thailand 38,241 1.49 57 42,556 1.26 54 (4,315) 0.23 3 
Singapore 34,331 1.50 52 50,830 1.29 66 (16,499) 0.21 (14) 
Korea, Republic 11,313 1.65 19 16,076 1.42 23 (4,763) 0.23 (4) 
Malaysia 10,915 1.48 16 12,634 1.22 15 (1,719) 0.26 1 
Japan 2,281 3.19 7 10,323 1.96 20 (8,042) 1.23 (13) 
Viet Nam 4,683 1.33 6 5,877 1.25 7 (1,194) 0.08 (1) 
Saudi Arabia 4,201 1.34 6 3,886 1.17 5 315 0.17 1 
Total Above 105,965 1.53 163 142,182 1.34 190 (36,217) 0.20 (27) 
Others 8,317 1.71 14 - - -    
Total 114,282 1.55 177 - - -    

Source of basic data:  UN Trademap 
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PS. The leading sources of imports in 2015 are Taipei, Chinese (Taiwan), Singapore, 
South Korea, Thailand, Malaysia, Japan and Vietnam.  Quantity was undervalued in all 
countries, led by South Korea, Taiwan, Thailand and Malaysia, with overall total of 29,200 
tons. Value was under declared by US$31 M. 

Table 8.  Philippine Imports as against Exports to the Philippines of polymers of 
styrene, in primary forms (HS 3903) , 2015 

Country  

IMPORTS OF 
PHILIPPINES 

EXPORTS OF 
PARTNER COUNTRIES 

DIFFERENCE 

Qty  Price  Value  Qty  Price  Value  Qty Price  Value  

(ton)  
(US$/
kg, 
cif)  

(US$
M cif)  

(ton)  
(US$/

kg, 
fob)  

(US$
M 

fob)  
(ton)  

(US$/k
g) 

(US$M
) 

(1) (2) (3) (4) (5) (6) (1)-(4) (2)-(5) (3)-(6) 
Taipei, Chinese 17,971 1.95 35 25,860 1.45 37 (7,889) 0.50 (2) 
Singapore 8,083 1.60 13 8,272 1.30 11 (189) 0.31 2 
Korea, Republic 4,460 2.33 10 13,553 1.72 23 (9,093) 0.61 (13) 
Thailand 5,357 1.61 9 10,140 1.50 15 (4,783) 0.10 (7) 
Malaysia 3,836 1.77 7 8,210 1.32 11 (4,374) 0.45 (4) 
Japan 1,003 5.53 6 2,842 3.94 11 (1,839) 1.59 (6) 
Viet Nam 3,633 1.26 5 4,631 1.28 6 (998) (0.02) (1) 
Total Above 44,343 1.89 84 73,508 1.56 115 (29,165) 0.33 (31) 
Others 4,981 1.71 9       
Total 49,324 1.87 92       

Source of basic data:  UN Trademap 
 
PVC.  The key source countries in 2015 are Thailand, Indonesia, Japan, China, Germany, 
Chinese Taipei (Taiwan), South Korea and Singapore. Quantity was undervalued by 
9,900 tons primarily in Japan, Thailand, Taiwan and China.  There was also 
undervaluation amounting to US$4.4 M, mainly in Japan, Taiwan and China.   
 
Table 9.  Philippine Imports as against Exports to the Philippines of polymers of vinyl 

chloride or of other halogenated olefins, in primary forms  (HS 3904), 2015 

Country  

IMPORTS OF 
PHILIPPINES 

EXPORTS OF 
PARTNER COUNTRIES 

DIFFERENCE 

Qty  Price  Value  Qty  Price  Value  Qty Price  Value  

(ton)  
(US$/
kg, 
cif)  

(US$
M cif)  

(ton)  
(US$/

kg, 
fob)  

(US$
M 

fob)  
(ton)  

(US$/k
g) 

(US$M
) 

(1) (2) (3) (4) (5) (6) (1)-(4) (2)-(5) (3)-(6) 
Thailand 21,192 1.01 21.4 23,068 0.85 19.6 (1,876) 0.16 1.8 
Indonesia 7,335 0.92 6.7 8,098 0.62 5.0 (763) 0.30 1.7 
Japan 3,603 1.59 5.7 8,098 1.35 10.9 (4,495) 0.24 (5.2) 
China 2,165 1.73 3.8 3,629 1.63 5.9 (1,464) 0.11 (2.2) 
Germany 848 2.82 2.4 1,025 2.65 2.7 (177) 0.17 (0.3) 
Taipei, Chinese 1,404 1.32 1.9 3,012 0.93 2.8 (1,608) 0.39 (1.0) 
Korea, Republic  745 1.85 1.4 117 3.44 0.4 628 (1.58) 1.0 
Singapore 691 1.93 1.3 760 2.07 1.6 (69) (0.15) (0.2) 
Total Above 37,983 1.17 44.5 47,807 1.02 49.0 (9,824) 0.15 (4.4) 
Others 1,307 1.73 2.3       
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World 39,290 1.19 46.8       
Source of basic data:  UN Trademap 
 
Estimated VAT Losses  
 
�7�D�U�L�I�I���O�H�Y�H�O�V���D�U�H���D�O�U�H�D�G�\���P�R�V�W�O�\���]�H�U�R���S�H�U�F�H�Q�W���I�R�U���W�K�H���F�R�X�Q�W�U�\�¶�V���L�P�S�R�U�W���S�D�U�W�Q�H�U�V���I�R�U���U�H�V�L�Q�V����
Thus, losses due to smuggling are more felt on the VAT. Imports are levied a VAT of 12 
percent.  From 2011-2015, the estimated VAT losses due to resin smuggling amounted 
to PhP 5.1 B, or PhP 1 B per year.    
 
Table 10.  Estimated VAT Losses from Resin Smuggling, 2011 -2015 

(PhP M) 
HS Code 3901 3902 3903 3904 

TOTAL 
YEAR PE PP PS PVC 

2011 (289) (412) (159) (33) 893 
2012 (523) (390) (187) (45) 1,145 
2013 (744) (478) (305) (55) 1,581 
2014 (405) (541) (223) (60) 1,228 
2015 45 (149) (168) (24) 296 

       
2011-2015 (1,915) (1,970) (1,042) (217) 5,144 
Annual Ave  (383) (394) (208) (43) 1,029 

 
  



19 

 

Economic Impact and Multiplier Effects of Resin Smuggling  
 
Multiplier Effect on Domestic Output and GDP  
 
The domestic output multiplier of the resin industry is 1.58. This means that one peso 
worth of smuggled resin clips total domestic output by PhP 1.58. The value-added 
multiplier of the resin industry is 0.69. Hence, one peso worth of smuggled resin lowers 
total value-added by about 0.69 centavos.   
 
The multiplier effects of resin smuggling on domestic output and GDP from 2011 to 2015 
are shown in Table 11.1  The value of smuggled resin increased from 2011 to 2013 but 
declined in 2014 and 2015.  The negative domestic output multiplier effect of resin 
smuggling followed similar trends. The decrease in total domestic output of all industries 
in the economy due to resin smuggling rose from about PhP 11.8 billion (B) in 2011 to 
around PhP 20.8 B in 2013. The negative domestic output multiplier effect of resin 
smuggling, however, fell to about PhP 16.2 B in 2014 and PhP 3.9 B in 2015.     
 
The devastating effect of resin smuggling on value-added rose from about PhP 8.1 B in 
2011 to around PhP 14.4 B in 2013. Consequently, resin smuggling cut GDP by 0.08 
percent in 2011 and by 0.12 percent in 2013.2  As shown in Table 11, the negative value-
added multiplier effect of resin smuggling decreased to about PhP 142 M in 2014 and 
PhP 79 M in 2015.  Accordingly, the negative value-added multiplier effect of resin 
smuggling sheared GDP by 0.09 percent in 2014 and 0.02 percent in 2015.    
 
Table 11. Multiplier Effects of Resin Smuggling on Domestic Output and GDP: 2011 -

2015 

Year 
Value of 

Smuggled Resin 
(PhP M) 

Domestic Output 
Multiplier Effect  

(PhP M) 

Value-added 
Multiplier Effect  

(PhP M) 

Decrease in 
GDP 

(in percent)  
2011 7,445        (11,763)          (8,132) -0.08 
2012 9,545        (15,081)        (10,426) -0.10 
2013 13,175        (20,817)        (14,390) -0.12 
2014 10,236        (16,173)        (11,180) -0.09 
2015 2,468          (3,899)          (2,696) -0.02 
Total  42,869        (67,733)        (46,824) -0.08 

Average  8,574        (13,547)          (9,365) -0.08 
Notes: To get the domestic output multiplier effect, the value of smuggled resin was multiplied by the 
domestic output multiplier of the resin industry (1.58). To measurer the value-added multiplier effect, the 
domestic output multiplier effect was multiplied by the value-added multiplier of the resin industry (0.6913).  
Both domestic output and value-added multiplier effects were rounded off. The decrease in GDP was 
calculated by dividing the value-added multiplier effect by the actual value of GDP for the year. Data for 
GDP were taken from the National Accounts of the Philippines published by the Philippine Statistics 
Authority. 
 

                                                           
1 Domestic output refers to the total output of industries for intermediate and final consumption, while 
gross domestic product refers to the total value-added of industries. 
2 The decline in GDP is based on the value-added effect. 
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The smuggling of resins into the country from 2011 to 2015 cut domestic output of all 
industries by about PhP67.7 B.  Consequently, GDP fell by about PhP 46.8 B or 0.08 
percent from 2011 to 2015.  Hence, GDP from 2011 to 2015 would have increased by an 
additional 0.08 percent without resin smuggling. 
 
The average negative domestic output multiplier effect of resin smuggling from 2011 to 
2015 is about PhP 13.5 B. Meanwhile, the average negative value-added multiplier effect 
of resin smuggling for the same period is approximately PhP 9.4 B. Hence, resin 
smuggling lowered GDP by an average of 0.08 percent from 2011 to 2015. Conversely, 
GDP from 2011 to 2015 would have grown on average by an additional 0.08 percent 
without resin smuggling.   
 
Multiplier Effects on Household Income and Employment  
 
The household income multiplier of the resin industry is 0.17. This means that one peso 
worth of smuggled resin cuts total household income by 0.17 centavos. The household 
income multiplier effects of smuggling resin into the country from 2011 to 2015 are shown 
in Table 12.  
 
Since the value of smuggled resin increased from 2011 to 2013 and then decreased from 
2014 to 2015, the negative household income multiplier effect of smuggling resins into 
the county followed the same trends.  The negative total household income multiplier 
effect of smuggling resins rose from about PhP 2 B in 2011 to around PhP 3.5 B in 2013.  
The negative effect of resin smuggling on total household income, however, fell to about 
PhP 2.7 B in 2014 and PhP 663 M in 2015.   
 
The smuggling of resins into the country from 2011 to 2015 lowered total household 
income by about PhP 11.5 B or 0.04 percent. This implies that total household income 
from 2011 to 2015 would have increased by an additional 0.04 percent without the 
smuggling of resins into the country. 
 
The negative average household income multiplier effect of resin smuggling from 2011 to 
2015 is about PhP 2.3 B. Resin smuggling cut total household income by an average of 
0.04 percent from 2011 to 2015. Hence, total household income from 2011 to 2015 would 
have grown on average by an additional 0.04 percent without the smuggling of resin. 
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Table 12. Multiplier Effect of Resin Smuggling on Household Income: 2011 -2015 

Year 
Value of 

Smuggled Resin 
(PhP M) 

Domestic Output 
Multiplier Effect  

(PhP M) 

Household 
Income Multiplier 

Effect (PhP M)  

Decrease in 
Total Household 

Income  
(in percent)  

2011 7,445 (11,763) (2,000) -0.04 
2012 9,545 (15,081) (2,564) -0.05 
2013 13,175 (20,817) (3,539) -0.07 
2014 10,236 (16,173) (2,749) -0.05 
2015 2,468 (3,899) (663) -0.01 
Total  42,869 (67,733) (11,515) -0.04 

Average  8,573.8 (13,547) (2,303) -0.04 
Notes: To get the domestic output multiplier effect, the value of smuggled resin was multiplied by the 
domestic output multiplier of the resin industry (1.58). To measure the household multiplier effect, the 
domestic output multiplier effect was multiplied by the household income multiplier of the resin industry 
(0.17). Both domestic output and household income multiplier effects were rounded off. The decrease in 
total household (family) income was calculated by dividing the household income multiplier effect by the 
actual value of total household (family) income for the year. Data for total household (family) income were 
taken from the 2012 and 2015 Family Income and Expenditure Survey published by the Philippine Statistics 
Authority. Total household (family) income for 2011 and 2013 were based on the official total household 
(family) income for 2012, while total household (family) income for 2014 was based on the official total 
household (family) income for 2015. 
 
In terms of the employment multiplier effects3 of resin smuggling from 2011 to 2015, the 
results showed that resin smuggling displaced about 8,045 workers in 2011. The negative 
employment multiplier effect of resin smuggling went up to 11,237 in 2012 and 12,739 in 
2013.  The negative employment multiplier effect of resin smuggling, however, decreased 
in 2014 (9,682 workers) and 2015 (2,286 workers).       
 
The estimated total number of job opportunities lost due to resin smuggling from 2011 to 
2015 is about 43,989.  This represents a 0.34 percent increase in the total number of job 
opportunities lost from 2011 to 2015. Meanwhile, the average number of job opportunities 
lost due to resin smuggling from 2011 to 2015 is approximately 8,798.  Hence, resin 
smuggling raised unemployment by an average of 0.34 percent from 2011 to 2015. 
Conversely, the total number of jobs would have increased on average by about 0.34 
percent from 2011 to 2015 without resin smuggling.  
 
  

                                                           
3 The employment multiplier effect can either be interpreted as the increase in the number of unemployed 
persons as shown in Table 13 or the additional jobs that could have been created without smuggling 
(increase in the number of employed persons). 
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Table 13. Multiplier Effect of Resin Smuggling on Employment: 2011 -2015 

Year 

Household 
Income Multiplier 

Effect  
(PhP M) 

Annual Average 
Compensation of 

Employees  
(PhP M) 

Employment 
Multiplier Effect 

(number of 
persons)  

Increase in 
Total 

Unemployment  
(in percent)  

2011          (2,000)        248,571           (8,045) -0.30 
2012          (2,564)        228,156         (11,237) -0.41 
2013          (3,539)        277,795         (12,739) -0.48 
2014          (2,749)        283,977           (9,682) -0.39 
2015              (663)        287,953           (2,286) -0.09 
Total        (11,515)          (43,988) -0.34 

Average          (2,303)            (8,798) -0.34 
Notes: The household multiplier effect was taken from Table 12. To get the employment multiplier effect, 
the household income multiplier effect was divided by the annual average compensation of employees. 
Data for the annual average compensation of employees were taken from the Annual Survey of Philippine 
Business and Industry. The employment multiplier effect was rounded off. The increase in total 
unemployment was calculated by dividing the employment multiplier effect by the total number of 
unemployed persons for every year.  Data for the total number of unemployed persons were taken from the 
Labor Force Survey published by the Philippine Statistics Authority. Instead of interpreting the employment 
multiplier effect as the increase in total number of unemployed persons the employment multiplier effect 
can also be interpreted as the additional jobs that could have been created without smuggling. 
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Figure 16. ECONOMIC IMPACT and MULTIPLIER EFFECTS  
OF RESIN SMUGGLING (HS 3901-3904) 

2011-2015 
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III. Conclusions and Recommendations  

The Philippines is a net importer of resins. In 2015, imports reached US$637.5 M as 
against exports of US$188.2 M.  Smuggling is a perennial problem in the industry.  

The value of smuggled resins (HS 3901-3904) was estimated by tracking Philippine 
imports from key country sources (comprising at least 80 percent of value) as against 
exports of the said countries to the P�K�L�O�L�S�S�L�Q�H�V�����7�K�H���G�L�I�I�H�U�H�Q�F�H���L�V���U�H�J�D�U�G�H�G���D�V���³�V�P�X�J�J�O�H�G�´��
or illicit.  The impact of smuggling on the economy (GDP), household income and 
employment were also measured using input-output analysis. 
 
The total amount of illicit trade varied from 2001-2015, from a low of PhP 347 M in 2001 
to a high of PhP 13.2 B in 2013.  In 2015, smuggling amounted to PhP 2.5 B. The annual 
average is PhP 6.4 B.   
 
Considering five-year intervals, the amount smuggled were at PhP 15.6 B during 2001-
2005, PhP 38.2 B during 2006-2010, and PhP 42.9 B during 2011-2015.  The values 
increased over the years.   
 
By type of product, the amount smuggled was highest for PE, with annual average of PhP 
2.7 B from 2001-2015.  PP was next at PhP 1.9 B yearly, then PS at PhP 1.3 B annually.  
Polyvinyl chloride posted the lowest value at PhP400 M per year.   

The main sources of illicit trade are mostly Asian countries like Japan, Singapore, South 
Korea, Thailand, Malaysia, China and Taiwan.   

From 2011-2015, the amount of smuggled resins reached PhP 42.9B. With VAT at 12 
percent for imports, the estimated VAT losses due to smuggling amounted to PhP 5.1 B, 
or PhP 1 B per year.   
 
Smuggling has negative repercussions on the economy.  It impacts on GDP, household 
income, and employment. From 2011-2015, resin smuggling clipped GDP by 0.08 
percent, slashed household income by 0.04 percent, and pared employment by 0.34 
percent. 

The smuggling of resins into the country from 2011 to 2015 cut domestic output of all 
industries by about PhP 67.7 B.  Consequently, GDP fell by about PhP 46.8 B or 0.08 
percent from 2011 to 2015.  Hence, GDP from 2011 to 2015 would have increased by an 
additional 0.08 percent without resin smuggling. 
 
Resin smuggling during the same period also lowered total household income by about 
PhP 11.5 B or 0.04 percent. This implies that total household income from 2011 to 2015 
would have increased by an additional 0.04 percent without the smuggling.   
 
The estimated total number of job opportunities lost due to resin smuggling from 2011 to 
2015 is about 43,989. This represents a 0.34 percent increase in the total number of job 
opportunities lost from 2011 to 2015.  
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In order to help address smuggling, the industry association (APMP), through the FPI 
which has a memorandum of agreement with the Bureau of Customs (BOC), has 
assigned an industry technical expert (ITE) at the Port of Manila and at the Manila 
International Container Terminal to assist the Bureau in proper valuation.  The Bureau 
refers to the ITE particular shipments which are questionable and for assessment if the 
value is properly declared. The ITE will then provide recommendations on additional 
�G�X�W�L�H�V���D�Q�G���W�D�[�H�V���L�I���Q�H�H�G�H�G�������7�K�H���,�7�(�¶�V���U�R�O�H���W�K�R�X�J�K���L�V���R�Q�O�\���U�H�F�R�P�P�H�Q�G�D�W�R�U�\�����L�W���L�V���X�S���W�R���W�K�H��
Bureau to decide whether to implement or not.  There is no feedback mechanism though 
on whether the recommendations were acted upon.  

The resin industry is also one with FPI in its advocacy to fight smuggling through the 
conduct of various fora, advocacy with Congress and the like.   

To further boost the fight against smuggling, the industry calls on government to intensify 
enforcement of Customs regulations, as well as to expand pre-shipment inspection 
requirements for bulk and break-bulk to include containerized shipments of resins.  

The APMP cited that the efforts to modernize the BOC are a step in the right direction but 
results are yet to be seen. It noted that there are already enough laws and policies to 
combat smuggling. What is needed is a combination of policy and enforcement.  The full 
implementation of the Customs modernization program will be crucial in the fight against 
smuggling. 
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Annex 1. HS Code 3901:  Polymers of ethylene, in primary form s 
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Annex 2. HS Code 3902:  Polymers of propylene or of other olefins, in primary forms  
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Annex 3. HS Code 3903:  Polymers of styrene, in primary forms  
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Annex 4. HS Code 3904:  Polymers of vinyl chloride or of other halogenated  olefins, in primary forms  
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Annex 5 . Estimated Total Value Smuggled for Resins*, 2001 -2015  
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Executive Summary 
 

 
Industry Situationer  
 
Wood products covered include plywood, veneer panel and similar laminated wood that 
altogether fall under HS 4412.  
 
Local production volume of plywood and veneer declined by 7.5 percent each, on 
average, from 2004 to 2015 due to the degradation of natural forest resources. 
 
The country is a net importer of wood products and depends on imports to satisfy its 
domestic wood requirements. China has been a major supplier of the country since 2013 
when it replaced Malaysia. 
 
The country has 43 plywood plants with a daily rated capacity of 2,540 cu m and an annual 
log requirement of 1.30 M cu m while veneer plants numbered 69 with 3,095 cu m daily 
rated capacity and yearly requirement of log of 1.32 M cu m. For plywood, some of the 
plants listed in the PFS are not operating. According to the Philippine Wood Producers 
Association (PWPA), only 31 of these plywood plants are operational. 
 
Dimensions of Smuggling  
 
Smuggling is classified as either outright or technical. Outright smuggling takes place 
when there is no paper trail while technical smuggling happens when there is 
undervaluation, under-declaration, misclassification and diversion of imported goods 
(FPI, 2004)1.  Thus, measuring the value smuggled, as in any traded commodity, is 
�³�F�K�D�O�O�H�Q�J�L�Q�J���E�H�F�D�X�V�H���L�W���L�V���D�Q���L�O�O�H�J�D�O���D�Q�G���K�L�G�G�H�Q���D�F�W�L�Y�L�W�\�´����Merriman, 2013, p.11)2. 
 
To measure the extent of wood products smuggling in the country, the Philippine import 
data from the top three exporting countries in 2015 were gathered over the 15-year period. 
�7�K�H���R�E�W�D�L�Q�H�G���Y�D�O�X�H�V���Z�H�U�H���W�K�H�Q���F�R�P�S�D�U�H�G���W�R���W�K�H���S�D�U�W�Q�H�U���F�R�X�Q�W�U�L�H�V�¶���U�H�F�R�U�G�H�G���H�[�S�R�U�W�V���R�I��
wood products to the Philippines during the same period. The top three exporters 
�D�F�F�R�X�Q�W�H�G���I�R�U���D�W���O�H�D�V�W���������S�H�U�F�H�Q�W���R�I���W�K�H���F�R�X�Q�W�U�\�¶s imports. 
 
The estimated smuggled value (for HS 4412) exhibited an upward trend from 2001 to 
2014. Over the period, smuggled wood products valued at PhP 167 M in 2001 to PhP 9.0 
B in 2014. After a steady increase since 2010, the smuggled value of wood products 

                                                           
1 Federation of Philippine Industries. 2014. Anatomy of Smuggling. 
2 Merriman, David. 2013. Economics of Tobacco Toolkit, Tool 7: Understand, Measure, and Combat 
Tobacco Smuggling. World Bank, Washington, DC. © World Bank. Retrieved from 
https://openknowledge.worldbank.org/handle/10986/16267 License: CC BY 3.0 Unported. 
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dropped by 40 percent or at US$5.3 B in 2015. China generally recorded the highest 
share to total value of wood products smuggled over the 15-year period.  
 
In mid-2015, the Department of Trade and Industry delisted plywood in the list of products 
under mandatory certification and transferred to products under mandatory labelling. 
Under the product certification mark scheme of the Bureau of Product Standards, import 
commodity clearance (ICC) is issued to products that are quality and safety compliant or 
comply with the Philippine National Standard requirements. Moreover, the ICC is required 
to products that pose a threat to life and safety and shall undergo mandatory certification.  
 
Albeit there is no exact trend yet in the value of smuggled plywood within the country 
following exclusion of plywood in the list of products under mandatory certification. The 
measure to facilitate the issuance of the ICC, however, may have enticed more 
importations of unsafe and untested wood products. This is a concern that cannot be 
discounted as it can cause more injury in the local market with the threats in the health 
and safety of consumers, local construction industry, boat-making industry as well as in 
the domestic plywood industry.  
  
The study estimated that smuggling of plywood, veneer panel and similar laminated wood 
(HS 4412) reached PhP 24.8 B from 2011 to 2015. The effect of smuggling is substantial 
as this resulted to PhP 3.0 B value-added tax revenue loss during the same period. In 
terms of economic impact and multiplier effects, smuggling of plywood, veneer panel and 
similar laminated wood resulted to a cut domestic output of all industries by PhP 44.2 B 
and reduced gross domestic product by about PhP 34.4 B. The multiplier effects on 
household income and employment were estimated at PhP 8.4 B earnings loss and 
30,775 jobs loss. 
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    Multi -Industry Illicit Trade Research  Study  
THE CASE OF WOOD PRODUCTS 

(Plywood, veneered panel and similar laminated wood)  

 
I. INDUSTRY SITUATIONER  
 
Industry Performance  
 
Production . Production volume of plywood and veneer declined by 7.5 percent each, on 
average, from 2004 to 2015. From their peak of around 385,000 cu m in 2004, plywood 
and veneer outputs have dropped to 146,000 cu m and 59,000 cu m, respectively, in 
2015. Productions have decreased drastically due to forest degradation coupled with 
governance issues. 
 
Figure 1. Wood Products : Production, Philippines, CY 2001 -2015 

 
Source: Philippine Forestry Statistics 
 
Imports.  Imports of plywood, veneer panel and similar laminated wood altogether fall 
under HS 4412. From 2001 to 2015, Philippine imports of these wood products increased, 
on average, by 44 percent p.a., volume-wise and 42 percent p.a., value-wise. Imports 
climbed from about 6,400 tons (US$4.3 M) in 2001 to 276,300 tons (US$150.1 M) in 2015. 
It reached its apex in 2014 at 302,464 tons (US$167.1 M). Most of the imports over the 
period were laminated wood without blockboard, laminboard or battenboard (59 percent 
in 2015); plywood products (21 percent) and veneered panels and similar laminated wood 
(16 percent).  The country has been importing wood products to augment local 
production. 
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Figure 2. IMPORTS: Volume and Value of Wood Products , Philippines, 2001 -2015 

 
*January to June 
Wood products include plywood, veneer panel and similar laminated wood 
Source: UN Trademap 
 
The major sellers are China, Malaysia and Japan. Majority of the imports were sold by 
China and far second is Malaysia. China has been a major supplier of the country since 
2013. It replaced Malaysia which used to supply majority of Philippine imports. 
 
Figure 3. IMPORTS: Major Sources of Wood Products , 2015  

 

Total Volume: 276,345 tons  
 

Total Value: US$150.1 M  

 
 

 

Wood products include plywood, veneer panel and similar laminated wood 
Source: UN Trademap 

 
Exports . Forest decline, enforcement and governance issues such as the issuance of 
policies on log ban and log export ban affected significantly the export of wood and wood 
products. The Philippine exports of wood products, particularly plywood, veneer and 
similar laminated wood exhibited a volatile trend from 2001 to 2011. Export performance, 
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however, noticeably declined thereafter.  It decreased by 60 percent and 53 percent 
yearly, in volume and value, respectively, from 24,608 tons (US$24.3 M) in 2011 to 601 
tons (US$831,000) in 2015. 
 
Figure 4. EXPORTS: Volume and Value of Wood Products , Philippines, 2001 -2015 

 
*January to June 
Wood products include plywood, veneer panel and similar laminated wood 
Source: UN Trademap 
 
The major destinations include Japan, USA and Malaysia. Over the 15-year period, Japan 
bought more than half of the Philippine plywood, veneer panel and similar laminated wood 
exports.   
 
Figure 5. EXPORTS: Major Markets  of Wood Products , 2015  

 

Total Volume: 601 tons  
 

Total Value: US$831,000  

 
 

 

Wood products include plywood, veneer panel and similar laminated wood 
Source: UN Trademap 
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Tariffs.  Imported wood products under HS 4412 is subject to a tariff of zero to five percent 
and a 12 percent value added tax. Under the ASEAN-China Free Trade Agreement, tariffs 
are already zero percent. 
 
Market Demand  
 
Demand Drivers. The market for wood products, particularly plywood and veneer, are 
mainly driven by growing demand from building and housing constructions wherein such 
wood products are preferred due to its advantages over traditional metal and plastic. The 
wood products industry is strengthened by the domestic economic growth, increasing 
incomes, urbanization, growing willingness of households to spend on furnishing and 
interior enhancements. 
 
Market Structure and Performance . According to Sibucao et al. (2013) as cited by the 
Philippine Master Plan for Climate Change Resilient Forestry Development (2016), at 
least 67 percent of average annual wood supply where sourced from imports, 17 percent 
from local production and 16 percent from substitutes from 2000 to 2010. About 55 
percent went to domestic demand and the rest to export markets. The country remains to 
depend on imports to satisfy its domestic wood requirements. 
 
Market Prospects. The average growth rate of domestic and export wood markets grew 
by at least eight percent from 2001 to 2010. Assuming a five percent yearly growth, the 
total local and export annual demand will be noteworthy reaching almost 10 M cubic 
meters in round wood equivalent by 2028 (Philippine Master Plan for Climate Change 
Resilient Forestry Development, 2016). 
 
Key Players . The 2015 Philippine Forestry Statistics (PFS) lists the plywood and veneer 
plants in the country. For plywood plants, there are 43 plants across the country with a 
daily rated capacity of 2,540 cu m and an annual log requirement of 1.30 M cu m. For 
veneer, the country has 69 veneer plants with 3,095 cu m daily rated capacity and yearly 
requirement of log of 1.32 M cu m. In the case of plywood, some of the plants listed in the 
PFS are not operating. According to the Philippine Wood Producers Association (PWPA), 
only 31 of these plywood plants are operational. 
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Table 1. Plywood: List of Operating Manufacturers, 2016  

Region  Province  Town/City  Name of Plywood Company  Daily Rated 
Capacity  

NCR Metro Manila 
Valenzuela 
City 

Premium Plywood Corp. 30 
Winlex Marketing Corp. 120 

Pasig City Li Chiang  NA 

 4-A 
Quezon Sariaya Mt. Banahaw Wood Inds. Inc. 80 
Rizal San Mateo WFE Enterprise 24 

9 Zamboanga del 
Sur 

Zamboanga 
City 

M & S Company Inc 47 
Mega Plywood Corp. 47 

10 

Misamis 
Oriental Tagoloan 

HCH Wood Corp. 10 
Timberwood Development Corp. 28 
Vicmar Development Corp. 90 

Misamis 
Occidental Clarin Novawood Forest Industries 

Corp. 30 

Lanao del Norte Kolambugan Top Forest Developers Inc. 100 

11 

Davao del 
Norte Tagum City Tagum PPMC Wood Veneer Inc. 75 

Davao del Sur Davao City 

Charverson Wood Industry Corp. 10 

Davao Panels Enterprises, Inc. 27 
Forever Richsons Tralding Corp. 9 
Mindanao Omega Industries 
Corp. 9 

Mintrade Corporation 71 
SMWPI Wood Products, Inc. 7 

Compostela 
Valley Maco Smart Plywood Industries, Inc. 31 

13 

Agusan del 
Norte 

Buenavista Agusan Plywood Corp. 65 
Magallanes Philippine Softwood Products Inc. 250 

Butuan City 

Butuan-Esperanza Veneer Corp. 26 
Orgon Wood Industries NA 
Richmond Plywood Corp. 24 
United Wood Ind. Corp. 50 
Ventura Plywood Philippines 
Corp. 55 

Agusan del Sur 

Loreto Buena Gracia Development 
Corp. 4 

Hinatuan Coronet Wood Industries, Inc. 26 

Bisig City Pan Asia Woodcore Industrial 
Product, Inc. 24 

ARMM Maguindano Sultan Kudarat  Minrico Lumber Enterprises 
Corp., Inc. NA 

Source: PWPA and PFS 
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II. DIMENSIONS OF SMUGGLING  
 
Smuggling is classified as either outright or technical. Outright smuggling takes place 
when there is no paper trail while technical smuggling happens when there is 
undervaluation, under-declaration, misclassification and diversion of imported goods 
(FPI, 2004)1.  Thus, measuring the value smuggled, as in any traded commodity, is 
�³�F�K�D�O�O�H�Q�J�L�Q�J���E�H�F�D�X�V�H���L�W���L�V���D�Q���L�O�O�H�J�D�O���D�Q�G���K�L�G�G�H�Q���D�F�W�L�Y�L�W�\�´����Merriman, 2013, p.11)2. 
 
To measure the extent of wood products smuggling in the country, the Philippine import 
data from the top three exporting countries in 2015 were gathered over the 15-year period. 
�7�K�H���R�E�W�D�L�Q�H�G���Y�D�O�X�H�V���Z�H�U�H���W�K�H�Q���F�R�P�S�D�U�H�G���W�R���W�K�H���S�D�U�W�Q�H�U���F�R�X�Q�W�U�L�H�V�¶���U�H�F�R�U�G�H�G���H�[�S�R�U�W�V���R�I��
wood products to the Philippines during the same period. The top three exporters 
�D�F�F�R�X�Q�W�H�G���I�R�U���D�W���O�H�D�V�W���������S�H�U�F�H�Q�W���R�I���W�K�H���F�R�X�Q�W�U�\�¶�V���L�P�S�R�U�W�V�� 
 
Estimated Va lue of Smuggling . The estimated smuggled value exhibited an upward 
trend from 2001 to 2014. Dramatic increases were observed in 2003, 2005 and 2010 
where smuggled value grew more than 300 percent. Over the period, smuggled wood 
products valued at PhP 167 M in 2001 to PhP 9.0 B in 2014. After a steady increase since 
2010, the smuggled value of wood products dropped by 40 percent or at US$5.3 B in 
2015. 
 
Figure 6. Wood Products : Estimated Smuggled Value, Philippines, 2001 -2015    

 
Wood products include plywood, veneer panel and similar laminated wood 
Source of basic data: UN Trademap 
 

                                                           
1 Federation of Philippine Industries. 2014. Anatomy of Smuggling. 
2 Merriman, David. 2013. Economics of Tobacco Toolkit, Tool 7: Understand, Measure, and Combat 
Tobacco Smuggling. World Bank, Washington, DC. © World Bank. Retrieved from 
https://openknowledge.worldbank.org/handle/10986/16267 License: CC BY 3.0 Unported. 
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It was also during mid 2015 when the Department of Trade and Industry delisted plywood 
in the list of products under mandatory certification and transferred to products under 
mandatory labelling. Under the product certification mark scheme of the Bureau of 
Philippine Standards, import commodity clearance (ICC) is issued to products that are 
quality and safety compliant or comply with the Philippine National Standard 
requirements. Moreover, the ICC is required to products that pose a threat to life and 
safety and shall undergo mandatory certification.  
 
Industry players deemed that plywood was smuggled within the country due to non-
compliance with the requirements concerning product safety. Likewise, it is surmised that 
the exclusion of plywood in the mandatory certification may reduce incidence of 
smuggling but may have paved the way for imported non-compliant quality plywood in the 
country.  
 
Since the exclusion of plywood in the mandatory certification in mid-2015, the estimated 
semi-annual values of smuggled wood products based on trade data were as follows from 
US$122 M in the first half of 2015 to US$92 M in the second half of 2015 to US$112.4 M 
in first half of 2016.  
 
Table 2. Wood Products: Differences in Value of Trade between Philippines and 

Partner  Countries, 2001 -2015 

Year �8�6���¶������ PhP M Foreign Exchange  
PhP/US$ 

2001 3,277 167 50.99 
2002 1,261 65 51.60 
2003 5,513 299 54.20 
2004 2,567 144 56.04 
2005 21,700 1,195 55.09 
2006 10,255 526 51.31 
2007 3,175 147 46.15 
2008 3,390 151 44.47 
2009 2,543 121 47.64 
2010 16,671 752 45.11 
2011 28,167 1,220 43.31 
2012 80,449 3,397 42.23 
2013 136,796 5,807 42.45 
2014 203,592 9,039 44.40 
2015 117,695 5,355 45.50 

Wood products include plywood, veneer panel and similar laminated wood 
Source of basic data: UN Trademap 
 
Smuggling contributes to significant fiscal revenue loss. For wood products, the forgone 
value added tax revenue is estimated at PhP 146 M in 2011 to PhP 1.1 B in 2014 to PhP 
643 M in 2015. Overall, government revenue losses totaled to about PhP 3.0 B over the 
five-year period.  
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Figure 7. Wood Products : Estimated Value Added Tax Loss  

 
Wood products include plywood, veneer panel and similar laminated wood 
Source of basic data: UN Trademap 
 
By partner countries, China generally recorded the highest share to total value of wood 
products smuggled over the 15-year period. In 2015, China contributed 84 percent to the 
estimated value smuggled, followed by Japan at 13 percent and Malaysia, seven percent.  
 
Volume-wise, the wood products smuggled was estimated at 66,269 tons which has 
adversely affected the mills, workforce and direct and indirect dependents of the local 
plywood industry.  
 
Table 3. Wood Products: Imports of Philippines versus Exports of Partner 

Countries, 2015  

Country  
Imports of Philippines  

Exports of Partner 
Countries  

Difference  

Value  Quantity  Price  Value  Quantity  Price  Value  Quantity  Price  
  (US '000) (ton)  ($/kg)  (US '000) (ton)  ($/kg)  (US '000) (ton)  ($/kg)  

 (1) (2) (3) (4) (5) (6) (1) - (4) (2) - (5) (3) -(6) 
China 117,593 247,361 0.48 267,014 294,190 0.91 (149,421) (46,829) 3.19 
Malaysia 23,698 17,783 1.33 36,887 20,785 1.77 (13,189) (3,002) 4.39 
Japan 4,659 4,294 1.09 19,744 20,732 0.95 (15,085) (16,438) 0.92 
Total Above 145,950 269,438  323,645 335,707  (177,695) (66,269)  
Others 4,139 6,907        
Total 150,089 276,345        
Wood products include plywood, veneer panel and similar laminated wood 
Source of basic data: UN Trademap 
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Economic Impact and Multiplier Effects of Wood Products Smuggling  
 
Multiplier Effect on Domestic Output and Gross Domestic Product  
 
The domestic output multiplier of the plywood, veneered panel and similar laminated 
wood (HS 4412) industry is 1.78. This means that one peso worth of smuggled wood 
products cuts total domestic production by PhP 1.78.   The value-added multiplier of the 
wood products industry is 0.78. Hence, one peso worth of smuggled wood products 
decreases total value-added by about PhP 0.78.   
 
Table 4 presents the multiplier effects of wood products smuggling on domestic output 
and gross domestic product from 2011 to 2015.3 The value of smuggled wood products 
increased from 2011 to 2014, but fell in 2015.  The negative domestic output multiplier 
effect of wood products smuggling followed similar trends. The decline in total domestic 
output of all industries in the economy due to wood products smuggling increased from 
about PhP 2.2 B in 2011 to around PhP 16.1 B in 2014. The negative domestic output 
multiplier effect of wood products smuggling, however, decreased to about PhP 9.5 B in 
2015.     
 
The devastating effect of wood products smuggling on value-added rose from PhP 1.7 B 
in 2011 to PhP 12.5 B in 2014. Consequently, wood products smuggling cut gross 
domestic product by 0.02 percent in 2011 and by 0.10 percent in 2014.4 As shown in 
Table 4, the negative value-added multiplier effect of wood products smuggling went 
down to about 7.4 billion pesos in 2015.  Accordingly, the negative effect of smuggling 
wood products into the country cut gross domestic product by 0.06 percent in 2015.   
 
The smuggling of wood products into the country from 2011 to 2015 cut domestic output 
of all industries by about PhP 44.2 B. As a result, gross domestic product fell by about 
PhP 34.4 B or 0.06 percent from 2011 to 2015.  This implies that gross domestic product 
from 2011 to 2015 would have increased by an additional 0.06 percent without wood 
products smuggling. 
 
The negative average domestic output multiplier effect of wood products smuggling from 
2011 to 2015 is about PhP 8.8 B. Meanwhile, the average negative value-added multiplier 
effect of wood products smuggling for the same period is approximately PhP 6.9 B. 
Hence, wood products smuggling trimmed gross domestic product by an average of 0.06 
percent from 2011 to 2015. Conversely, gross domestic product from 2011 to 2015 would 
have grown on average by an additional 0.06 percent without the smuggling of wood 
products into the country. 
 
 
 
 

                                                           
3 Domestic output refers to the total output of industries for intermediate and final consumption, while 
gross domestic product refers to the total value-added of industries. 
4 The decline in gross domestic product is based on the value-added effect. 
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Table 4. Wood Products:  Multiplier Effects of Smuggling on Domestic Ou tput and 
Gross Domestic Product,  2011-2015 

Year 

Value of 
Smuggled Wood 

Products  
 (PhP M) 

Domestic 
Output Multiplier 

Effect  
(PhP M) 

Value-added 
Multiplier Effect  

(PhP M) 

Decrease in 
Gross Domestic 

Product  
(in percent)  

2011 1,220 -2,172 -1,689 -0.02 
2012 3,397 -6,047 -4,704 -0.04 
2013 5,807 -10,336 -8,041 -0.07 
2014 9,039 -16,089 -12,516 -0.10 
2015 5,335 -9,531 -7,415 -0.06 
Total 24,818 -44,176 -34,365 -0.06 

Average 4,964 -8,835 -6,873 -0.06 
Notes: To quantify the domestic output multiplier effect, the value of smuggled wood products was multiplied 
by the domestic output multiplier of the wood products industry (1.78). To get the value-added multiplier 
effect, the domestic output multiplier effect was multiplied by the value-added multiplier of the wood 
products industry (0.7779).  Both domestic output and value-added multiplier effects were rounded off. The 
decrease in gross domestic product was calculated by dividing the value-added multiplier effect by the 
actual value of gross domestic product for the year. Data for gross domestic product were taken from the 
National Accounts of the Philippines published by the Philippine Statistics Authority. 
 
Multiplier Effects on Household Income and Employment  
 
The household income multiplier of the wood products industry is 0.19. This means that 
one peso worth of smuggled wood products lowers total household income by PhP 0.19. 
The household income multiplier effects of smuggling wood products into the country from 
2011 to 2015 are shown in Table 5.  
 
Since the value of smuggled wood products increased from 2011 to 2014 and decreased 
in 2015, the household income multiplier effect of smuggling wood products into the 
county followed the same trends. The negative total household income multiplier effect of 
smuggling wood products increased from about PhP 412.6 M in 2011 to around PhP 3.1 
B in 2014.  The negative effect of wood products smuggling on total household income, 
however, went down to about PhP 1.8 B in 2015.   
 
The smuggling of wood products into the country from 2011 to 2015 shaved total 
household income by about PhP 8.4 B or 0.03 percent.  This suggests that total household 
income from 2011 to 2015 would have increased by an additional 0.03 percent without 
wood products smuggling. 
 
The average negative household income multiplier effect of wood products smuggling 
from 2011 to 2015 is about PhP 1.7 B. Wood products smuggling cut total household 
income by an average of 0.03 percent from 2011 to 2015. Hence, total household income 
from 2011 to 2015 would have grown on average by an additional 0.03 percent without 
the smuggling of wood products into the country. 
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Table 5. Wood Products: Multiplier Effect of Smuggling on Household Income,  
2011-2015 

Year 

Value of 
Smuggled Wood 

Products  
(PhP M) 

Domestic Output 
Multiplier Effect  

(PhP M) 

Household 
Income Multiplier 

Effect (PhP M)  

Decrease in 
Total Household 

Income  
(in percent)  

2011 1,220 -2,172 -413 -0.01 
2012 3,397 -6,047 -1,149 -0.02 
2013 5,807 -10,336 -1,964 -0.04 
2014 9,039 -16,089 -3,057 -0.05 
2015 5,335 -9,531 -1,811 -0.03 
Total 24,818 -44,176 -8,393 -0.03 

Average 4,964 -8,835 -1,679 -0.03 
Notes: To measure the domestic output multiplier effect, the value of smuggled wood products was 
multiplied by the domestic output multiplier of the wood products industry (1.78). To measure the household  
the wood products industry (0.19). Both domestic output and household income multiplier effects were 
rounded off. The decrease in total household (family) income was calculated by dividing the household 
income multiplier effect by the actual value of total household (family) income for the year. Data for total 
household (family) income were taken from the 2012 and 2015 Family Income and Expenditure Survey 
published by the Philippine Statistics Authority. Total household (family) income for 2011 and 2013 were 
based on the official total household (family) income for 2012, while total household (family) income for 
2014 was based on the official total household (family) income for 2015. 
 
The employment multiplier effects of wood products smuggling from 2011 to 2015 are 
shown in Table 6.5 The smuggling of wood products into the country decreased the 
number of job opportunities by about 1,660 in 2011. The number of job opportunities lost 
rose to 10,765 in 2014, but decreased to 6,245 in 2015.  
 
The approximate total number of displaced workers due to wood products smuggling from 
2011 to 2015 is about 30,775.  This represents a 0.23 percent increase in the job 
opportunities lost from 2011 to 2015. Meanwhile, the average number of displaced 
workers due to wood products smuggling from 2011 to 2015 is approximately 6,155.  
Hence, wood products smuggling raised job loss by an average of 0.23 percent from 2011 
to 2015. Conversely, the total number of jobs would have increased on average by about 
0.23 percent from 2011 to 2015 without smuggling of wood products.  
 
 
 
 
 
 
 
  

                                                           
5 The employment multiplier effect can either be interpreted as the increase in the number of unemployed 
persons as shown in Table 6 or the additional jobs that could have been created without smuggling 
(increase in the number of employed persons). 
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Table 6. Wood Products:  Multiplier Effect of Smuggling on Employment,  2011-2015 
Year Household 

Income Multiplier 
Effect  

(PhP M) 

Annual Average 
Compensation of 

Employees  
(PhP) 

Employment 
Multiplier Effect 

(number of 
persons)  

Increase in 
Total 

Unemployment  
(in percent)  

2011 -413 248,571 -1,660 0.06 
2012 -1,149 228,156 -5,035 0.18 
2013 -1,964 277,795 -7,070 0.27 
2014 -3,057 283,977 -10,765 0.43 
2015 -1,811 287,953 -6,245 0.24 
Total -8,393  -30,775 0.23 

Average -1,679  -6,155 0.23 
Notes: The household multiplier effect was taken from Table 5. To get the employment multiplier effect, the 
household income multiplier effect was divided by the annual average compensation of employees. Data 
for the annual average compensation of employees were taken from the Annual Survey of Philippine 
Business and Industry. The employment multiplier effect was rounded off. The increase in total 
unemployment was calculated by dividing the employment multiplier effect by the total number of 
unemployed persons for every year.  Data for the total number of unemployed persons were taken from the 
Labor Force Survey published by the Philippine Statistics Authority. Instead of interpreting the employment 
multiplier effect as the increase in total number of unemployed persons the employment multiplier effect 
can also be interpreted as the additional jobs that could have been created without smuggling. 
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Figure 8 . ECONOMIC IMPACT  
OF WOOD PRODUCTS SMUGGLING 
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III. CONCLUSIONS  
 
The study estimated that smuggling of plywood, veneer panel and similar laminated wood 
(HS 4412) reached PhP 24.8 B from 2011 to 2015. The effect of smuggling is substantial 
as this resulted to PhP 3.0 B value-added tax revenue loss. In terms of economic impact 
and multiplier effects, smuggling of plywood, veneer panel and similar laminated wood 
over the period, resulted to a cut domestic output of all industries by PhP 44.2 B and 
reduced gross domestic product by about PhP 34.4 B. The multiplier effects on household 
income and employment were estimated at PhP 8.4 B earnings loss and 30,775 jobs loss. 
 
Albeit there is no exact trend yet in the value of smuggled plywood within the country 
following exclusion of plywood in the list of products under mandatory certification, the 
measure to facilitate the issuance of the ICC may entice more importations of unsafe and 
untested wood products. This is a concern that cannot be discounted as it can cause 
more injury in the local market with the threats in the health and safety of consumers, 
local construction industry, boat-making industry as well as in the domestic plywood 
industry.   
 
The local plywood industry can remain competitive by differentiating from the cheap 
imported plywood in terms of performance, appearance, fitness/ suitability for use, safety 
in use, product consistency and traceability and adherence to standards (PWPA, 2012). 
 
The measures that government impose can either invite or diminish illicit trade. It is 
however, vital that such measures are examined so as not to just address a concern and 
exchange it with a more serious matter. Compromising product standards is no different 
from bringing in illegally traded goods in the country, which can impact consumers, 
workforce and the local industry. 
 
The Philippine Wood Producers Association has strongly contested the entry of inferior 
plywood products by endorsing the following: 1) Bring back plywood to the list of products 
under mandatory certification and 2) Do product conformity assessment (PCA) of the 
wood products to be exported at the country of origin. By enlisting back plywood in the 
list of products under mandatory certification, the entry of unsafe and non-compliant 
plywood is reduced. Most importantly, it will protect consumers against hazards to health 
and safety as well as safeguard the local plywood industry from the influx of imported 
plywood that may lead to loss of jobs in the mills and allied industries. The PCA, on the 
other hand, will ensure compliance to product standards of the exporting country and 
thereby removing the need for ICC application in the country. 
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Annex 1. HS CODE 4412: Plywood, veneered panel and similar laminated wood (excluding sheets of compressed wood, 
cellular wood panels, parquet panels or sheets, inlaid wood and sheets identifiable as furniture components  
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Annex 2. HS CODE 4412: Plywood, veneered panel and similar laminated wood (excluding sheets of compressed wood, 
cellular wood panels, parquet panels or sheets, inlaid wood and sheets identifiable as furniture components  
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Executive Summary 
 

 
The cigarette industry has extensive backward linkages and economic multipliers. The 
tobacco farming community benefits from farm sales and cigarette taxes. It is a key source 
of revenues for public infrastructure and social services. 
 
The cigarette market is principally supplied by local production.  In 2015, of the total 
consumption of 96.7 billion cigarettes (BC), some 98.2 percent were supplied from 
domestic sources. Only 1.8 percent from overseas sources. 
 
There are four main industry players: Phillip Morris Fortune Tobacco Corporation 
(PMFTC), Mighty Corporation, Associated Anglo-American Tobacco Corp (AAATC), and 
La Suerte Cigar and Cigarette Factory. 
 
Excise Taxes .  Over the past few years beginning January 2013, cigarette prices have 
risen following significant excise tax increases. Prior to January 1, 2013, the National 
Internal Revenue Code as amended by Republic Act 9334 levied four different excise tax 
rates depending on net-retail price. Republic Act 10351 (Sin Tax Law) of 2012 amended 
the excise taxes from four tiers to two tiers (low and high bracket) in 2013-2016 and a 
unified rate of 30 percent in 2017. It will increase by 4 percent a year starting 2018.  
 
IMPACT ON GOVERNMENT FINANCES.  
 
Recent data on government revenue shows that the 2012 tax reform led to higher 
revenues from excise taxes from PhP 32.9 B in 2012 to PhP 100 B in 2015. However, 
excise tax and VAT losses due to illicit trade increased from PhP 2.6 B in 2012 to PhP 
19.9 B in 2014, and PhP 17.9 B in 2015. 
 
The heavy tax loss has wide ranging impact of the Philippine economy. The study used 
Input-output analysis. It is an established form of economic analysis based on the 
interdependencies between economic sectors. This method is most commonly used for 
estimating the impacts of positive or negative economic shocks and analyzing the ripple 
effects throughout an economy. Note. This type of economic analysis was originally 
developed by Wassily Leontief (1905�±1999), who later won the Nobel Memorial Prize in 
economics. 
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The domestic output multiplier of the cigarette industry is 1.53. This means that one peso 
worth of illicit traded (smuggled) cigarettes cuts total domestic output by PhP 1.53.   The 
value-added multiplier of the cigarette industry is 0.67. Hence, one peso worth of illicit 
traded cigarettes lowers total value-added by about 0.67 centavos.   
 
The value of smuggled cigarettes was PhP 3.30 B in 2013, PhP 3.43 B in 2014, and PhP 
3.08 B   in 2015. Total value for three years was PhP 9.80 B. 
  
Gross domestic output effect.  The smuggling of cigarettes into the country from 2013 to 
2015 cut domestic output of all industries by about PhP 15.0 B. 
 
As a result, gross domestic product (value added) fell by about PhP 10.0 B or 0.082 
percent from 2013 to 2015.  This implies that gross domestic product from 2013 to 2015 
would have increased by an additional 0.027 percent a year without cigarette smuggling. 
 
The negative household income multiplier effect of smuggling from 2013 to 2015 reduced 
total household income by about PhP 1.81 B or 0.033 percent during the period.     
 
The approximate total number of displaced workers due to cigarette smuggling from 2013 
to 2015 was about 6,381.  This represented a 0.25 percent increase in the total number 
of unemployed persons from 2013 to 2015.  
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 Multi -Industry Illicit Trade Research  Study  
THE CASE OF CIGARETTES 

 
 

I. INDUSTRY PERFORMANCE (Estimates  of Industry Production / Consumption)   
 
The estimated total cigarette market in the Philippines shrank 15.6% in the first quarter of 
2017 (16.6 billion sticks in the first quarter of 2017 from 19.6 billion sticks in the first 
quarter of 2016), mainly due to the impact of excise tax driven price-increases and the 
prevalence of illicit trade (Cigarette Market Shrinks, Angela Celis, Malaya Business 
Insight, April 24, 2017, page A-1).  
 
Key Local Players . Based on the Senate Tax Study and Research Office (STSRO) in 
2014, the manufacturers in terms of removal and excise tax payments in 2013 were Phillip 
Morris Fortune Tobacco Corporation (PMFTC), Mighty Corporation (MIGHTY), 
Associated Anglo-American Tobacco Corp (AAATC), and La Suerte Cigar and Cigarette 
Factory. 
 
Table 1. Removals and Tax Payments, 2013  
 Removals  

(million sticks)  
Excise Tax Payments  

(PhP M) 
Net Retail Price  
(PhP per pack)  

PMFTC 76,525(a)(b) 59,158 �����������������¶�V��-30.36  
Mighty 13,765 8,200 7.64-9.43 
La Suerte  227 (c) 136.01 10.77 
AAATC 38.18 459.18 16.45- 22.74 

(a) 133.35M sticks were exported 
(b) includes JTI products under CMA 
(c)  Converted from 11,334M packs 
Source:  STSRO, September 2014 
 
Drivers.  There are several forces affecting demand for cigarettes: (a) price, (b) income, 
(c) marketing���� ���G���� �K�H�D�O�W�K�� �L�Q�I�R�U�P�D�W�L�R�Q�� �D�Q�G�� �³�F�R�X�Q�W�H�U-�D�G�Y�H�U�W�L�V�L�Q�J�´���� �D�Q�G�� ���H���� �V�P�R�N�L�Q�J��
restrictions. 
 
Based on cross-country studies, consumption defined as annual consumption per adult 
per year or annual consumption per capita.  The two key independent variables for most 
countries are real retail price per pack and per capita disposable income.  Dummy 
variables include occurrence of warning labels, age, gender, religion, education, and 
tobacco control variables (Wilkins, Yurekli and Hu (c. 2000) Economic Analysis of 
Tobacco Demand available at http://siteresources.worldbank.org/).  
 
However, the sale of cigarettes in the Philippines is predominantly on a per-stick basis 
and industry's analysis is that the most important unit price is the stick price which is much 
more relevant than the pack price. The impact of warning labels on consumption is difficult 
to assess because changes in warning labels often apply simultaneously with other 
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factors such as price changes that are tax-driven. Hence, the impact of warning lables on 
consumption alone is difficult to determine.  

Tax Paid Production Volume : The volume of cigarette packs produced then withdrawn 
from the factory and declared to the BIR for payment of tobacco excise tax is as follows: 
 
Table 2. Volume of Removals of  Cigarette Packs ( in millions of packs)  

 
 
 
 
 
 

Source: BIR Annual Reports from 2012-2015 (Annex A)  
 
II. ILLICIT TRADE OF FINISHED TOBACCO PRODUCTS (CIGARETTES)  
 
A. UN TRADE MAP COMPARISON : 

 
The Study Team of the University of Asia and the Pacific (UA&P) used Harmonized 
Commodity Description System (HS 240220) to track the cigarette trade. This is defined 
as exports of top partner countries (comprising at least 80 percent of total value) versus 
official imports of the Philippines from such countries over a 6-year period. The difference 
is considered smuggled.  
 
Imports . Total Philippine cigarette imports reached US$30.3 million (M) (3,106 tons) in 
2015, which increased by an average of 103.7 percent yearly from US$4.3 M (246 tons) 
in 2010.  Imports decreased by about 41 percent in 2014 from the previous year but 
managed to increase again in 2015. 
 
Official Imports of Cigarettes from Key Countries . Malaysia and Indonesia accounted 
for more than half of the total official cigarette imports, which supplied about 30 percent 
(US$11.5 M) and 27 percent (US$8.5 M), respectively in 2015.  Other major sources of 
cigarettes include Hong Kong (11 percent) and China (8 percent). 
 
Exports of Key Countries.  By contrast, the corresponding exports of partner countries 
highly diverged from Philippine official imports. Exports of cigarettes to the Philippines 
were US$74 M (PhP 3.4 B) in 2010 and US$75 M (PhP 3.2 B) in 2012 and rose to 
US$103.4 M (PhP 4.4 B) in 2013, US$91.3 (PhP 4.1 B) in 2014 and US$93.3 (PhP 4.2 
B) in 2015. This reached US$36.4 M (PhP 1.8 B) in the first half of 2016. 

 
 
 
 
 

YEAR BIR WITHDRAWALS  
2012 5,763.73 
2013 4,648.65 
2014 3,959.74 
2015 4,234.325 
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Table 3. Philippine Imports vs. Country Exports to the Philippines by Major  
Countries, 2010 -2016 (in US$ '000) 

 
Note: Ranking was based on top 4 country importers in 2015 (84% of total Philippine import 
value) 
*2016 includes January to June only 
Source: UN Trade Map as of September 2016 
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Table 4. Philippine Imports vs. Country Exports to the Philippine s by Major 
Countries, 2010 -2016 (in PhP M) 

 
Note: Ranking was based on top 4 country importers in 2015 (84% of total Philippine import 
value) 
*2016 includes January to June only 
Source: UN Trade Map as of September 2016 

 
Trade Differences. There were glaring disparities between the official Philippine imports 
as compared to the much larger exports of key partner countries.  This was PhP 3.3 B 
(US$74.2 M) in 2010, PhP 2.87 (US$66.3 M) in 2011, PhP 3.0 B (US$71.9 M) in 2012, 
PhP 3.3 B (US$77.8 M) in 2013, PhP 3.4 B (US$77.3 M) in 2014 and PhP 3.1 B (US$67.7 
M) in 2015. The difference in the first half of 2016 was PhP 0.9 B (US$19.0 M). 
 
Between 2010 and 2015, the difference between Philippine official imports versus exports 
of key partner countries totaled PhP 19 B.   
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Table 5. Value of Difference of Top Country Exports vs Philippine Imports, 2010 -
2016, HS 240022 (In Relevant Currency in million)  

 2010 2011 2012 2013 2014 2015 2016, 
1st Half  

US$ 74.2 66.3 71.9 77.8 77.3 67.7 19.0 
Pesos  3,345 2,870 3,035 3,302 3,432 3,080 904 
Forex, PhP/US$ 45.11 43.31 42.23 42.45 44.40 45.50 47.49 

Source of Basic Data: UN Trademap as of September 2016 
 
There was notable increase in 2013 and 2014 as compared to 2012, but declined in 2015 
and 2016 (first half). 
  
By official reports of partner countries, the major sources of exports to the Philippines in 
2015 were Hong Kong (US$39.8 M), China US$23.2 M, Indonesia US$21.0 M, and 
Malaysia USS$9.3 M.  Meanwhile, the major sources of illicit trade were Hong Kong 
US$36.5 M, China, US$20.9 M, and Indonesia US$12.6 M. 
 
Tax Losses from Smuggling.  Tax losses average less than P500 M a year during 2010-
2012 but rose to nearly PhP 1 B a year during 2013-2015. These declined to only PhP 
270 M in the first half of 2016.  These amounts appear much less than the tax losses 
coming mainly from domestic illicit consumption averaged PhP 18.7 B in 2013-2015. 
 
Table 6.  Tax Losses from Smuggling ( in PhP M) 

 2010 2011 2012 2013 2014 2015 2016, 
1st Half  

Quantity, tons (a)  6,524 5,549 5,240 5,958 5,611 4,036 967 
Million packs (b) 41.7 37.0 35.0 39.7 37.4 26.9 6.4 
Excise tax  (c) P2.72 2.72 25 12 17 21 25 
Excise Tax Loss PhP 113 101 95 477 636 565 161 
        
VAT Loss PhP 401 344 364 396 412 370 108 
Total Loss PhP  515 445 459 873 1,048 935 270 

(a) Total of difference between data reported by Philippines and partner countries (Top 4).  See 
Annex D. 

(b) Assumed 150 gms per pack 
Lowest net retail price. Table 5 computes lost excise revenue based on weight or tons and 
converts it to packs assuming 150 grams = 1 pack.  
 
Excise Taxes .  Over the past few years beginning January 2013, cigarette prices have 
risen following significant excise tax increases. Prior to January 1, 2013, the National 
Internal Revenue Code as amended by Republic Act No. 9334 levied four different excise 
tax rates depending on net-retail price. Republic Act No. 10351 (Sin Tax Law) of 2012 
amended the excise taxes from four tiers to two tiers (low and high bracket) in 2013-2016 
and a unified rate of Php 30 in 2017. It will increase by 4 percent a year starting 2018. 
See Annex B.  
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B. OXFORD ECONOMICS MODEL 
 
Aside from measuring the level of illicit trade in cigarettes as finished goods by comparing 
import and export data from the UN Trade Map, an alternative method of measuring illicit 
trade in cigarettes is provided by Oxford Economics (OE). 
 
In the Asia illicit Tobacco Indicator 2015 report by OE, illegal cigarette consumption is 
broken down into two (2) categories: Domestic Illicit and Non-Domestic Illicit.  
 
Domestic Illicit cigarettes are those that are legally produced by trademark rights holder 
to be illegally sold and consumed in the same market. This is done by evading the 
payment of excise taxes through any, but not limited to, the following means: by not 
affixing any tax stamp on the pack, by affixing an improper tax stamp on the pack, or by 
affixing a fake tax stamp on the pack.  
 
On the other hand, Non-Domestic Illicit is a classification of cigarettes composed of the 
following: Counterfeits, Contraband and imports of other illegal cigarette. Counterfeit 
cigarettes are those that are illegally manufactured and sold without the permission of the 
trademark rights holder. Contraband are cigarettes that are usually produced legally in 
one market, primarily for smuggling into another market where they have no legal 
distribution and are sold without the payment of taxes or duties.  
 
Based on OE research, Philippine cigarette consumption amounted to 96.7 B sticks in 
2015, a decline from 102.3 B in 2014, 105.5 B in 2014, and 108.7 B in 2012. The average 
annual three-year contraction was 3.9 percent with 5.5 percent in 2015 declining higher.  
 
Legal domestic consumption comprised 86.2 percent of total consumption in 2015 while 
domestic illicit consumption was at 12 percent.  Domestic illicit consumption accounted 
for the bulk (89 percent) of total illicit consumption.  

Table 7. Composition of Cigarette Consumption  

 2012 2013 2014 2015 
 Cig B % Cig B % Cig B % Cig B % 

Legal Domestic Sales 102.2  86.3  82.3  83.5  
Outflow of duty paid -0.1  -0.1  -0.1  -0.2  
Legal Domestic 
Consumption  

102.2 94.0 86.3 81.8 82.3 80.4 83.3 86.2 

Non-domestic legal 0.1 0.1 0.2 0.1 0.1 0.1 0.3 0.4 
Non-Domestic Illicit 0.3 0.3 1.9 1.8 0.9 0.9 1.5 1.5 
Total Non -Domestic 
inflow  

0.4 0.4 2.1 2.0 1.0 1.0 1.8 1.9 

Domestic Illicit 6.1 5.6 17.1 16.3 19.0 18.6 11.6 12.0 
Total Consumption  108.7 100.0 105.5 100.0 102.3 100.0 96.7 100.0 
         
Total Illicit 
Consumption  

6.4 5.9 19.1 18.1 19.9 19.4 13.0 13.5 

Source: Oxford Economics (2016). Asia: Illicit Tobacco Indicator 2015 
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C. UN TRADE MAP VERSUS OXFORD ECONOMICS MODEL.  
 
With tax-driven price increases, it has been observed that the incidence of counterfeit 
cigarettes has grown. In 2012, the International Tax and Investment Center (ITIC) and 
OE estimated that counterfeit cigarettes in the Philippines numbered approximately 200 
M cigarette sticks, but this figure had ballooned to 700 M sticks by 2014 �± equivalent to a 
phenomenal growth of 250% over a two-year period. ITIC and OE estimated that the total 
revenue loss for illicit cigarettes (including counterfeits) was PhP 2.6 B in 2012, and by 
2014, the revenue loss had grown to PhP 22.5 B.   
 
It is important to note that values and volumes of illicit trade data  obtained by comparing 
UN Trade data (export data of major source countries into the Philippines versus official 
Philippine import data) against  the Oxford Economics Model are different methods of 
computing non-domestic illicit (smuggled illicit whites/contraband and counterfeit 
cigarette products). 

The trade variance under the  UN Trade Map refers to exports of products declared as 
cigarettes from the port of origin but the goods are not declared similarly, or the cigarettes 
are declared at a lower value at final destination.However,  if the exports of cigarettes are 
misdeclared as some other commodity at port of origin, this will not be captured under the 
UN Trade Map model.  

For example, counterfeit cigarettes will be not be declared as cigarettes because this will 
invite suspicion or cause red flags that may result in seizure and confiscation. Moreover, 
it has been observed that contraband will also liklely remain undeclared or misdelared 
under some other HS Code.  

While the UN Trade Map data and the OE data are based on differernt models, for 
purposes of measuring illicit trade, the same conclusion remains�² that illicit cigarettes are 
a significant issue undermining revenue goals.  (See Annex C) 

  

III.  ILLICIT TRADE OF RAW MATERIALS FOR CIGARETTE PRODUCTION  
 
A. Illicit Trade Study by the Senate Tax Study and Research Office  
 
A Senate Tax Study and Research Office (STSRO) study in 2014 analyzed the import 
prices of several tobacco firms for 2010 to 2013 covering Virginia tobacco leaf, burley 
tobacco leaf and acetate tow used for cigarette filters.  Below were the findings. 
 
Virg inia Tobacco Import Prices.  There were wide disparities in import prices that can 
occur due to differences in quality. However, one firm stood out as very far from the mean. 
Its lowest import prices were only 25 percent to 75 percent of the other firms.  This was 
especially glaring in 2011 and 2012. 
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Table 8. Average Import Prices of Imported Virginia Tobacco Leaf by Importer, 
2010-2013 (In US$ per kilo) 

Importer  2010 2011 2012 2013 
Associated Anglo American Tob. Corp. 3.91-6.75 4.00- 6.03 3.39-5.64 3.07-5.29 
La Suerte Cig & Cigt. Factory  n/a 4.00-5.55 3.70-6.75 1.75-6.56 
Mighty Corp.  0.46-1.03 0.68-0.77 0.68-0.71 0.68-4.58 
Philip Morris Fortune Tob. Inc.  n/a 2.71-7.39 2.83-8.35 2.68-9.03 
Philip Morris Phils, Mfg. Inc.  1.29-7.15 0.91-7.35 1.07-8.76 1.26-8.50 

Source: STSRO quoting National Tobacco Administration, 2014 
 
Burley Tobacco  Import Prices . Similarly, there were notable disparities in import prices 
wherein one firm stood out as very far from the mean. Its lowest import prices were only 
15 percent to 25 percent of the other firms. What was anomalous were the identical import 
prices of the said firm during 2010-2013 while other importers exhibited significant 
variations. 
 
Table 9. Average  Import Prices  of Imported Burley  Tobacco Leaf by Importer, 2010 -
2013 (In US$ per kilo) 

Importer  2010 2011 2012 2013 
Associated Anglo American Tob. Corp. 3.37-4.75 2.71-4.44 2.66-3.90 2.55-4.53 
La Suerte Cig & Cigt. Factory n/a 3.95-6.40 n/a 4.15-4.94 
Mighty Corp.  0.68 0.68 0.68 0.68-6.39 
Philip Morris Fortune Tob. Inc. 4.09-6.41 3.85-7.10 2.85-7.13 2.79-7.60 
Philip Morris Phils, Mfg. Inc. 2.46-8.20 2.49-7.89 3.30-8.79 4.28-8.03 

Source: STSRO quoting National Tobacco Administration 
 
Acetate Tow  Import Prices .  Again, the same firm stood out as very far from the mean. 
The import prices of the firm were barely 6 to 7 percent of the highest firm.  
      
A phenomenon that is difficult to explain is that the firm with lowest import prices post 
identical prices from different origins and these prices practically remained the same over 
the years covered. This borders on �³�V�W�D�W�L�V�W�L�F�D�O���L�P�S�U�R�E�D�E�L�O�L�W�\���´ 
 
Table 10.  Average Import Prices of Acetate Tow by Importer, 2010 -2013 (In US$ 
per kilo) 

Importer  2010 2011 2012 2013 
Associated Anglo American Tobacco      

China   5.47 5.90 
Germany  5.34 5.62 6.13 
Mexico 5.00 5.35 5.38  
USA 5.01 5.14   

Mighty Corporation      
Belgium 0.36 0.36   
China  0.36   
Germany 0.36 0.36 0.36 0.54. 
Indonesia  0.36 0.48 0.36 
Japan 0.36 0.36 0.36 0.36 
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Korea  0.36  0.36 
Thailand  1.50   
USA 0.40 0.36 0.36 0.36 

Philip Morris Fortune      
Germany   6.02  
Japan 4.69 4.76 4.98 5.24 
Korea 4.83 5.17 5.49 5.55 
Mexico  5.05 5.05  
UK 4.65 4.86   
USA 4.88 5.02 5.28 5.41 

Source: STSRO quoting National Tobacco Administration, 2014 
 
These large price deviations on the import prices of acetate tow translate to large tax 
losses to the government by way of import duties.  
 
The STSRO also pointed that the import volumes of acetate tow (raw material used to 
make cigarette filters) relative to the output of finished cigarettes that are declared for 
tax purposes has a correlation for all manufacturers except MIGHTY. (STSRO report 
page 13) 
 
Table 11.  2010-2013 Acetate tow importation and 2013 removals o f cigarette and 
excise tax payments by manufacturer   

 
 
From the table above (column C), both Anglo and La Suerte imported for their domestic 
production a little over 1M kilos of acetate tow and their outputs of finished products which 
were declared for tax purposes was in the range of 11 M�± 38 M packs. Yet for MIGHTY, 
it imported for domestic production only 200,000 kilos of acetate tow but the company 
produced 688 M packs. Hence it raises questions on how production of 688 M packs was 
possible with very scant acetate tow. 
 
On this point, Senator Tito Sotto commented: �³�,�W�� �Z�D�V�� �D�� �G�L�I�I�H�U�H�Q�W�� �F�D�V�H�� �R�Q�� �0�L�J�K�W�\�� �&�R�U�S����
Majority of its acetate tow importations since 2005 were cleared for warehousing entry 
and therefore should be used for cigarette exports. Another interesting development there 
is that they declared as under transshipment beginning 2011 with a substantial increase 
in 2013. It is only in 2013 they declared acetate tow under consumption.�´�� ���%�,�5�� �K�L�W�� �I�R�U��
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criticizing cigarette fraud report, Business Malaya Insight, October 30, 2014, 
http://malaya.com.ph/business-news/business/bir-hit-criticizing-cigarette-fraud-report) 
 
It bears for policy makers and tax authorities to plug this aspect of tax leakage where 
imported raw materials, either for export or transshipment, are diverted to produce goods 
for local consumption. Government loses revenues twice. First, on the non-payment of 
import duties and VAT from the non-duty paid raw materials, and the potential non-
declaration of finished goods manufactured from the untaxed raw materials. 
 
Stringent monitoring and regular audits of the operations of bonded warehouses of those 
involved in the tobacco industry is key. As to transshipment operations, government can 
consider prohibiting transshipment operations of finished goods and cigarette-related raw 
materials in small ports or sub-ports where resources to monitor and audit transshipment 
operations are absent. Last, regular audit by revenue authorities is indispensable for 
cigarettes and tobacco raw materials entering the country which are intended for 
transshipment.       
 
 
IV. IMPACT ON GOVERNMENT FINANCES.  
 
Recent data on government revenue shows that the 2012 tax reform led to higher 
revenues from excise taxes from PhP 32.9 B in 2012 to PhP 100 B in 2015. However, 
excise tax and Value-Added Tax (VAT) losses due to illicit trade increased from PhP 2.6 
B in 2012 to PhP 19.9 B in 2014, and PhP 17.9 B in 2015. 
 
The potential excise tax loss rose from some PhP 2.6 B in 2012 to PhP 22.5 B in 2014 
and PhP 17.9 B in 2015. 
 
Table 12. Actual Philippine Government Revenue and Estimated Tax Loss  
                (in PhP billion) 
 2012 2013 2014 2015 
Actual revenue from excise duties 32.9 71.6 75.5 100.0 
Estimated no. of illicit cigarettes purchased  
(B sticks) 6.4 19.1 19.9 13.0 

Estimated tax loss from illicit consumption  2.6 15.6 22.5 17.9 

�x Lost excise revenue 1.8 12.7 19.1 15.1 
�x Lost VAT revenue 0.8 2.9 3.3 2.8 

Excise tax loss as % of potential total Excise Tax 
revenues  5.2 15.1 20.2 13.1 

Source: Oxford Economics (2016)  
 
On December 2016, BIR and Bureau of Customs (BOC) teams seized fake cigarettes 
worth over PhP 1 B, fake tax stamps worth approximately PhP 175 M in taxes, along with 
raw materials, machines for cigarette manufacturing and other paraphernalia in separate 
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raids in Pangasinan, Pampanga and Bulacan  (http://www.dof.gov.ph/index.php/bir-did-
the-right-thing-in-investigating-fake-tax-stamps-on-cigarettes-dominguez/) 
 
BOC bared that the raid on the warehouses inside the Villasis, Pangasinan compound 
yielded over PhP 1 B worth of fake cigarettes, along with 11 units of cigarette 
making/packaging machines, 1,453 sacks of cut-filter, 27 containers of menthol solution, 
1,149 master cases for assorted brands of cigarettes, 22 trays of filter, 378 rolls of inner 
liner, 469 rolls of clear wrap, 2,173 reams of counterfeit BIR tax stamps, 88 pales glue, 
1,251 packs of cigarette brand soft labels, 4 units of air compressor, and 3, 244 bundles 
of assorted master cases (DOF Website). 
 
Several raids were also conducted by the BOC on MIGHTY for the use of alleged fake 
excise tax stamps located at their warehouses in San Ildefonso, Bulacan; San Simon, 
Pampanga; General Santos City, among others. As a result, the BIR filed tax evasion 
charges against MIGHTY in the total amount of PhP 37.88 B.   
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Figure 1 . ECONOMIC IMPACT  
OF CIGARETTE SMUGGLING 

2013-2015 
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V.  ECONOMIC IMPACT AND MULTIPLIER EFFECTS OF TOTAL ILLICIT TRADE  
(SMUGGLING) OF CIGARETTES 
 
Under the Philippine Input-Output, the domestic output multiplier of the cigarette industry 
is 1.53. This means that one peso worth of illicitly traded, smuggled cigarettes cuts total 
domestic output by PhP 1.53.   The value-added multiplier of the cigarette industry is 0.67. 
Hence, one peso worth of smuggled cigarettes lowers total value-added by about 0.67 
centavos.   
 

Input Output (IO) Accounts  
 
The IO provides a disaggregative measures of the economic structure of the country, 
which are not shown in the national accounts. 
 
The development of the I-O tables and techniques has advanced economic analysis, 
providing planners and policy makers with a more detailed view of economic structures 
towards a more effective and specific translation of economic development plans and 
programs. 
 
Source: Philippine Statistical Authority 
              http://www.nap.psa.gov.ph/io/default.asp 

 
Table 13 presents the multiplier effects of cigarette smuggling on domestic output and 
gross domestic product from 2013 to 2015.1 The value of illicit traded cigarettes increased 
from 2013 to 2014, but fell slightly in 2015.  The negative domestic output multiplier effect 
of cigarette IT followed similar trends.  
 
The drop in total domestic output of all industries in the economy due to cigarette IT was 
PhP 5.05 billion (B) in 2013 to PhP 5.25 B in 2014. In 2015, however, the negative 
domestic output multiplier effect of cigarette smuggling dipped to around PhP 4.74 B.     
 
The destructive effect of cigarette smuggling on value-added rose from PhP 3.38 B in 
2013 to PhP 3.52 B in 2014. Consequently, cigarette smuggling lowered gross domestic 
product by an average of about 0.029 percent from 2013 to 2014.2 As shown in Table 13, 
the negative value-added multiplier effect of cigarette smuggling went down to about PhP 
3.18 B in 2015.  Accordingly, the negative effect of cigarette smuggling into the country 
trimmed gross domestic product by 0.024 percent in 2015.   
 
The smuggling of cigarettes into the country from 2013 to 2015 cut domestic output of all 
industries by about PhP 15.0 B. As a result, gross domestic product fell by about PhP 
3.36 B or 0.027 percent from 2013 to 2015.  This implies that gross domestic product 

                                                           
1Domestic output refers to the total output of industries for intermediate and final consumption, while gross 
domestic product refers to the total value-added of industries. 
  
2 The decline in gross domestic product is based on the value-added effect. 
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from 2013 to 2015 would have increased by an additional 0.027 percent without cigarette 
smuggling. 
 
The negative average domestic output multiplier effect of cigarette smuggling from 2013 
to 2015 is about PhP 5.01 B. Meanwhile, the negative average value-added multiplier 
effect of cigarette smuggling for the same period is approximately PhP 3.36 B. Hence, 
cigarette smuggling sheared gross domestic product by an average of 0.027 percent from 
2013 to 2015. Conversely, gross domestic product from 2013 to 2015 would have grown 
on average by an additional 0.027 percent without the smuggling of cigarettes into the 
country. 
 
Table 13.  Multiplier Effects of Cigarette Smuggling  on Domestic Output and 
Gross Domestic Product: 2013 -2015 

Year 

Value of 
Smuggled 

Cigarettes (in 
billion Pesos)  

Domestic Output 
Multiplier Effect  
(in billion Pesos)  

Value-added 
Multiplier Effect  
(in billion Pesos)  

Decrease in Gross 
Domestic Product  

(in perc ent)  

2013 3.30 -5.05 -3.38 0.030 
2014 3.43 -5.25 -3.52 0.028 
2015 3.10 -4.74 -3.18 0.024 
Total 9.83 -15.04 -10.08 0.082 

Average 3.28 -5.01 -3.36 0.027 
Notes: To measure the domestic output multiplier effect, the value of smuggled cigarettes was multiplied 
by the domestic output multiplier of the cigarette industry (1.53). To get the value-added multiplier effect, 
the domestic output multiplier effect was multiplied by the value-added multiplier of the cigarette industry 
(0.6688). Both domestic output and value-added multiplier effects were rounded off. To quantify the 
decrease in gross domestic product, the value-added multiplier effect was divided by the actual value of 
gross domestic product for the year. Data for gross domestic product were taken from the National Accounts 
of the Philippines published by the Philippine Statistics Authority. 
 
 
Multiplier Effects on Household Income and Employment  
 
The household income multiplier of the cigarette industry is 0.12. This means that one 
peso worth of smuggled cigarettes lowers total household income by 0.12 centavos. The 
household income multiplier effects of smuggled cigarettes into the country from 2013 to 
2015 are shown in Table 14.  
 
Since the value of smuggled cigarettes increased from 2013 to 2014 and decreased in 
2015, the negative household income multiplier effect of smuggled cigarettes into the 
country followed the same trends.  Total household income multiplier effect of smuggling 
cigarettes went up from about PhP 0.61 B in 2013 to around PhP 0.63 B in 2014.  In 2015, 
however, the negative effect of cigarette smuggling on total household income fell to 
about PhP 0.57 B.   
 
The smuggling of cigarettes into the country from 2013 to 2015 reduced total household 
income by about PhP 1.81 B or 0.033 percent. This implies that without cigarette 
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smuggling, total household income from 2013 to 2015 would have increased by an 
additional 0.033 percent. 
 
The negative average household income multiplier effect of cigarette smuggling from 
2013 to 2015 is about P0.60 B. Cigarette smuggling slashed total household income by 
an average of 0.011 percent from 2013 to 2015. Hence, total household income from 
2013 to 2015 would have grown on average by an additional 0.011 percent without the 
smuggling of cigarettes into the country. 
 
Table 14.  Multiplier Effect of Cigarette Smuggling  on Household Income: 2013 -
2015 

Year 
Domestic Output 
Multiplier Effect  

(in PhP  B) 

Household Income 
Multiplier Effect  

(in PhP B)  

Decrease in Total 
Household Income  

(in percent)  
2013 -5.05 -0.61 0.013 
2014 -5.25 -0.63 0.011 
2015 -4.74 -0.57 0.009 
Total -15.04 -1.81 0.033 

Average -5.01 -0.60 0.011 
Notes: To measure the domestic output multiplier effect, the value of smuggled cigarettes was multiplied 
by the domestic output multiplier of the cigarette industry (1.53). To measure the household multiplier effect, 
the domestic output multiplier effect was multiplied by the household income multiplier of the cigarette 
industry (0.12).  Both domestic output and household income multiplier effects were rounded off. To quantify 
the decrease in total household (family) income, the household income multiplier effect was divided by the 
actual value of total household (family) income for the year. Data for total household (family) income were 
taken from the 2012 and 2015 Family Income and Expenditure Survey published by the Philippine Statistics 
Authority. Total household (family) income for 2011 and 2013 were based on the official total household 
(family) income for 2012, while total household (family) income for 2014 was based on the official total 
household (family) income for 2015. 
 
The employment multiplier effects of cigarette smuggling from 2013 to 2015 are shown in 
Table 15.3 In 2013, the smuggling of cigarettes into the country increased the number of 
unemployed persons by about 2,199.  The negative effect on employment continued to 
rise reaching 2,219 displaced workers by 2014.  In 2015, however, the smuggling of 
cigarettes displaced about 1,963 workers.  
 
The approximate total number of displaced workers due to cigarette smuggling from 2013 
to 2015 is about 6,381.  This represents a 0.25 percent increase in the total number of 
unemployed persons from 2013 to 2015. Meanwhile, the average number of displaced 
workers due to cigarette smuggling from 2013 to 2015 is about 2,127.  Hence, cigarette 
smuggling raised unemployment by an average of 0.083 percent from 2013 to 2015. 
Conversely, the total number of jobs would have increased on average by about 0.083 
percent from 2013 to 2015 without smuggling of cigarettes.  
 

                                                           
3 The employment multiplier effect can either be interpreted as the increase in the number of unemployed 
persons as shown in Table 15 or the additional jobs that could have been created without smuggling 
(increase in the number of employed persons). 
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Table 15.  Multiplier Effect of Cigarette Smuggling  on Employment: 2013 -2015 

Year 

Household 
Income Multiplier 
Effect (in billion 

Pesos)  

Annual Average 
Compensation of 

Employees  
(in Pesos)  

Employment 
Multiplier Effect 

(number of 
persons)  

Increase in 
Total 

Unemployment  
(in percent)  

2013 -0.61 277,795 -2,199 0.083 
2014 -0.63 283,977 -2,219 0.090 
2015 -0.57 287,953 -1,963 0.076 
Total -1.81  -6,381 0.249 

Average -0.60  -2,127 0.083 
Notes: The household multiplier effect was taken from Table 14. To get the employment multiplier effect, 
the household income multiplier effect was divided by the annual average compensation of employees. 
Data for the annual average compensation of employees were taken from the Annual Survey of Philippine 
Business and Industry. The employment multiplier effect was rounded off. The increase in total 
unemployment was calculated by dividing the employment multiplier effect by the total number of 
unemployed persons for every year.  Data for the total number of unemployed persons were taken from the 
Labor Force Survey published by the Philippine Statistics Authority. Instead of interpreting the employment 
multiplier effect as the increase in total number of unemployed persons the employment multiplier effect 
can also be interpreted as the additional jobs that could have been created without smuggling. Instead of 
interpreting the employment multiplier effect as the increase in total number of unemployed persons the 
employment multiplier effect can also be interpreted as the additional jobs that could have been created 
without smuggling. 
 

DIMENSIONS OF TOTAL ILLICIT TRADE  
 
According to INTERPOL, the Asia Pacific region is battling with the illicit tobacco trade, 
ranging from the production and distribution of counterfeits and illicit whites to being 
recipients of illicit products. China, North Korea, Philippines and Vietnam are reported to 
�E�H���N�Q�R�Z�Q���V�R�X�U�F�H�V���I�R�U���L�O�O�L�F�L�W���F�L�J�D�U�H�W�W�H�V�����6�L�Q�J�D�S�R�U�H�����W�K�H���Z�R�U�O�G�¶�V���E�X�V�L�H�V�W���S�R�U�W���D�Q�G���I�U�H�H���]�R�Q�H����
is a regional and global transit point for illicit tobacco products.  China is the largest source 
country for counterfeit cigarettes in the world, estimated at manufacturing 190 B 
counterfeits cigarettes annually. (INTERPOL, Countering Illicit Tobacco Trade in Tobacco 
Products: A Guide for Policy-Makers, p. 21, 2014)  
 
Euromonitor International estimates that in 2015, the volume of duty-not-paid cigarettes 
consumed in the world was some 463 billion sticks with an estimated value of US$40 
billion.  Every tobacco stakeholder is impacted by illicit trade. Major companies and states 
suffer financial loss, and public health policies are undermined. (Euromonitor International 
ILLICIT TRADE IN TOBACCO PRODUCTS, p. 6, November 2016) 
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TERRORIST NETWORKS AND ORGANIZE D CRIME GROUPS  
 
The illicit trade in tobacco is perhaps the most widespread and most documented sector 
in the shadow economy. It has been estimated that 570 B illicit cigarettes were consumed 
worldwide in 2011.  Illicit tobacco is therefore an important source of revenue for criminal 
networks, and it deprives government services of excise tax revenues at the same time.  
(OECD, Illicit Trade: Converging Criminal Networks, p. 123, 2015)  
 
Given that the illicit tobacco trade is a high profit and low risk initiative, criminal 
organizations and even terrorist are easily attracted to illicit tobacco trade to fund their 
other illegal activities such as drugs, firearms, human-trafficking and even terrorist 
activities. (INTERPOL, Countering Illicit Tobacco Trade in Tobacco Products: A Guide for 
Policy-Makers, p. 23, 2014)  
 
 
RECENT DEVELOPMENTS 
 
The Duterte administration needs to raise some PhP 366 B a year over the medium term 
of which some PhP 206.8 B is expected to come from tax reform in the first full year of its 
implementation, for it to mount an unprecedented investment strategy that would finally 
�S�X�W�� �W�K�H�� �3�K�L�O�L�S�S�L�Q�H�V�� �R�Q�� �D�Q�� �³�L�U�U�H�Y�H�U�V�L�E�O�H�´�� �S�D�W�K�� �W�R�� �K�L�J�K�� �D�Q�G�� �L�Q�F�O�X�V�L�Y�H�� �J�U�R�Z�W�K. 
(http://business.mb.com.ph/2017/01/18/tax-reforms-to-net-p206-8-b-in-1st-year-of-
implementation/) 
 
DOF Undersecretary Karl Kendrick Chua said that only with this sizable increase in 
revenues, can the government meet its goal of drastically reducing poverty and 
transforming the country into an upper middle-income economy in 2022 by spending big 
on infrastructure, human capital�±education, health, life-long training, and research and 
development (R&D)�±and social protection for the poor and other vulnerable sectors (DOF 
Website 1/10/17). 
 
Plugging the loop holes in cigarette taxes can contribute to the revenue targets.  
 
In his statement on the issue released last Dec. 8, 2016, DOF Secretary Dominguez said 
�W�K�H���'�2�)���F�R�Q�V�L�G�H�U�V���³�W�K�H���6�L�Q���7�D�[���/�D�Z���R�U���5�H�S�X�E�O�L�F���$�F�W���������������W�R���E�H���D���Y�H�U�\���J�R�R�G���O�D�Z�«�2�X�U��
position �L�V���W�R���I�X�O�O�\���L�P�S�O�H�P�H�Q�W���W�K�H���O�D�Z���D�Q�G���O�H�W���L�W���U�X�Q���L�W�V���F�R�X�U�V�H�����L�Q�F�O�X�G�L�Q�J���6�H�F�W�L�R�Q�������´  (DOF 
Website 1/20/17) 
 
In the 2nd �6�W�D�W�H���R�I���W�K�H���1�D�W�L�R�Q�¶�V���$�G�G�U�H�V�V�������6�2�1�$�����G�H�O�L�Y�H�U�H�G���E�\���3�U�H�V�L�G�H�Q�W���5�R�G�U�L�J�R���'�X�W�H�U�W�H����
on July 24, 2017, he bared that he had ordered the BIR to accept the settlement offer of 
MIGHTY CORP. to pay the government PhP 25 �%���I�R�U���W�K�H���O�D�W�W�H�U�¶�V���W�D�[���O�L�D�E�L�Oities worth PhP 
37.88 B. The President described the deal which also required MIGHTY to exit from the 
cigarette business as a record tax settlement for government. 
( Record tax settlement: Rody accepts Mighty's P25-B offer, Philippine Star, p A-9, July 
25, 2017).    
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VI. CONCLUSION 
 
The cigarette industry has extensive backward linkages and economic multipliers. The 
tobacco farming community benefits from farm sales and cigarette taxes.  
 
The Philippine Development Plan (PDP), 2017-2022, targets an average gross domestic 
product (GDP) growth of 7 to 8 percent a year. This will demand large infrastructure 
investments that will exceed the threshold of 5 percent of GDP. 
 
Of strategic importance is the PhP 100 B a year generated from cigarette excise taxes. 
These can fund 10,000 kilometers of concrete farm-to-market roads or some 100,000 
school buildings. 
 
Of utmost concern is the PhP 18 B  tax loss in 2015.  The loss comprises 13 percent of 
potential tax revenues from cigarette excise. 
 
Illicit trade for cigarettes goes far beyond smuggling and VAT evasion. Aside from 
adverse economic impact, illicit trade in cigarettes has been determined to have links to 
terrorist organizations and therefore, peace and order as well as the rule of law may also 
be impacted as explained in the preceding section on Terrorists Networks and Organized 
Crime Groups.  
 
VII. RECOMMENDATIONS 
 
Plugging the loop holes in cigarette taxes can notably contribute to the revenue targets. 
The government needs funding for infrastructure, social services (especially education), 
and agriculture and rural development. 
 
Below are strategic recommendations: 

1. Strictly Implement and Enforce the Sin Tax Law . Manufacturers and Importers 
of cigarette products shall observe and comply with all the provisions of RA 10351 
and the relevant Rules and Regulations from the BIR to ensure that all cigarette 
�S�D�F�N�V�� �Z�L�W�K�G�U�D�Z�Q�� �I�U�R�P�� �S�U�R�G�X�F�W�L�R�Q�� �I�D�F�L�O�L�W�L�H�V�� �D�Q�G�� �L�P�S�R�U�W�H�U�V�¶�� �S�U�H�P�L�V�H�V���� �D�Q�G�� �V�R�O�G�� �D�W��
retail shall bear valid tax stamps only. On Dec. 8, 2016, Department of Finance 
���'�2�)�����6�H�F�U�H�W�D�U�\���'�R�P�L�Q�J�X�H�]���V�D�L�G���W�K�H���'�2�)���F�R�Q�V�L�G�H�U�V���³�W�K�H��Sin Tax Law or Republic 
�$�F�W���������������W�R���E�H���D���Y�H�U�\���J�R�R�G���O�D�Z�«�2�X�U���S�R�V�L�W�L�R�Q���L�V���W�R���I�X�O�O�\���L�P�S�O�H�P�H�Q�W���W�K�H���O�D�Z���D�Q�G���O�H�W��
�L�W���U�X�Q���L�W�V���F�R�X�U�V�H�����L�Q�F�O�X�G�L�Q�J���6�H�F�W�L�R�Q�������´�������'�2�)���:�H�E�V�L�W�H�����������������������7�K�H�U�H���V�K�R�X�O�G���E�H���D��
thorough review of the Joint Congressional Oversight Review before any 
amendments are made. 

2. Employ I nformation Technology consultants to monitor tax stamp 
compliance  The Bureau of Internal Revenue (BIR) should employ information 
technology consultants to track prevalence of fake tax stamps on regular basis. 
Among the new technologies are Quick Response (QR) code scanners. This was 
discussed by BIR Revenue Memorandum Circular No.51-2016 dated April 12, 
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2016 informing the public of the availability of mobile application known as Stamp 
Verifier App (SV App). The current SV App should be made widely available 

3. Purchase market survey data .  Survey companies can track on monthly or 
quarterly basis the market shares of cigarette brands and compare these with the 
quantities of BIR-issued revenue stamps in favor of each company. DOF can 
allocate annually a budget for this engagement.  

4. Monitoring and Compliance . Contribution to a fund created by the DOF by all 
cigarette manufacturers for the conduct of quarterly retail market surveys of tax 
stamps on cigarette products, as well as illicit tobacco products, in the market.  The 
cost of the survey will be apportioned to all manufactures based on their share of 
excise tax paid withdrawals at the end of 2016, and each year thereafter.   The 
selection of the market survey company will be made by the DOF in consultation 
with the tax stamp security features provider.  

5. Empl oy BIR -authorized independent  watchdogs . Pursuant to Section 11 of 
Revenue Regulation 7-������������ �P�D�Q�X�I�D�F�W�X�U�H�U�V�� �V�K�D�O�O�� �J�U�D�Q�W�� �%�,�5�¶�V�� �D�X�W�K�R�U�L�]�H�G��
representative,  �D�F�F�H�V�V�� �W�R�� �D�O�O�� �W�K�H�� �P�D�Q�X�I�D�F�W�X�U�H�U�¶�V�� �S�U�R�G�X�F�W�L�R�Q���� �V�W�R�U�D�J�H���� �D�Q�G��
distribution facilities, including any transportation or delivery equipment on a 24/7 
basis. The watchdog shall authenticate the tax stamps found at the 
aforementioned premises and equipment, and thereafter report the results of their 
findings to the Commissioner of Internal Revenue regularly. 

 
6. Expand number of  BIR enforcement agents . Institutionalize a multi-agency 

enforcement body against cigarette products without tax stamps, with counterfeit 
tax stamps and those products that are non-compliant with regulatory 
requirements such as graphic health warnings in order to achieve revenue and 
health goals and to create a level playing field. It also bears for the government to 
expand the mandate of other agencies to support the BIR in identifying and/or 
seizing cigarette packs with fake or no tax stamps. 
 

7. Regular Enforcement Actions  and Prosecution of Offenses . Regular and 
coordinated enforcement by those vested with sufficient authority to confiscate and 
seize illicit tobacco raw materials and finished goods and the filing of the 
appropriate criminal and/or administrative actions against those liable.   

 

8. Training and Capacity -building . Provide revenue and regulatory enforcement 
agencies with sufficient training as to the security features of the products and tax 
stamps, sufficient knowledge on the illicit tobacco trade, and, with the consent of 
the cigarette trademark owners, basic product authentication training to verify if the 
cigarette packs are counterfeit or genuine.   

 
9. �6�X�E�P�L�V�V�L�R�Q�� �R�I�� �0�D�Q�X�I�D�F�W�X�U�H�U�V�¶�� �0�R�Q�W�K�O�\�� �5�H�S�R�U�W����Manufacturer shall submit 

monthly to the Secretary of Finance and the Commissioner of Internal Revenue a 
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complete list with complete addresses of all its manufacturing and storage facilities 
for raw materials, semi-finished and finished goods.  
 

10. Public dis closures . To enhance transparency of taxes due and to facilitate 
verification of tax payments to the government, each manufacturer should be 
mandated to make a monthly disclosure under oath of cigarette tax stamp 
purchases and withdrawals of cigarettes from its manufacturing facilities. Such 
disclosure under oath shall be posted on a publicly accessible website of the DOF. 
Likewise, a manufacturer should also be mandated to make a similar disclosure 
under oath of its imports and exports of raw materials, semi-finished and finished 
goods, accurately declaring therein the commodity-descriptions, monetary values, 
and volumes. Such disclosure under oath shall be posted on a publicly accessible 
website of the Bureau of Customs.  

11. Destruction of Goods.  Permanent confiscation and destruction of seized 
cigarette packs with fake tax stamps and the machinery used for the production of 
illicit tobacco products.   
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Annex A. BIR WITHDRAWALS, 2012 -2015 (Source: BIR Annuals Reports)   
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Annex B. Excise Taxes, 2013-2017 
 

 
 
Source: RA 10351and BizNews Asia Vol. 14 No.45  
 
Note: From 2005 to 2012, the excise tax system for cigarettes under RA 9334 was a 4 tier system 
where most brands fell within the low, medium and high segments, and there was hardly any 
volume in the Premium segment. The 2.72 rate per pack was the rate of the low tier segment in 
2012.  
 
With the implementation of Republic Act 10351 effective January 1, 2013, which amended the 
NIRC and RA 9334, the number of excise tax brackets were reduced to two tiers (Low and High), 
with the rates eventually merging to PhP 30.00 per pack on January 1, 2017, and a 4 % annual 
increase thereafter as shown in the table above.  
 
A VAT of 12 percent is applied both on the product and on the excise tax. 
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Annex C. Methodology  of OE:  
The Oxford Economics methodology for quantifying illicit consumption of cigarettes and 
�W�K�H���D�V�V�R�F�L�D�W�H�G���W�D�[���O�R�V�V���L�V���W�K�H���V�D�P�H���D�V���W�K�H���P�H�W�K�R�G�R�O�R�J�\���G�H�Y�H�O�R�S�H�G���I�R�U���W�K�H���³�$�V�L�D-11 Illicit 
�7�R�E�D�F�F�R���,�Q�G�L�F�D�W�R�U�����������������8�S�G�D�W�H���I�R�U���W�K�H���3�K�L�O�L�S�S�L�Q�H�V�´��report. 
 

�x Total consumption estimates are built up as follows, starting with data on Legal 
Domestic Sales of cigarettes, incorporating estimates of outflows of domestic duty-
paid cigarettes, inflows of Non-Domestic Legal cigarettes and finally, estimates of 
illicit Consumption (both Domestic Illicit and Non-Domestic Illicit) 

Methodology for Quantifying Illicit Consumption of Cigarettes  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source of Basic Data: Oxford Economics 
 

Legal Domestic Sales 

Outflows of duty-paid cigarettes 
(sourced from Empty Pack Surveys conducted in other Asia-16 markets) 

Legal Domestic Consumption 
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�x Finally, this estimate is compared to estimates of Total Consumption derived from 
adult population smoking prevalence and average cigarette consumption. 

 
Reports can be downloaded at http://www.oxfordeconomics.com/asia14 for Australia, 
Brunei, Cambodia, Hong Kong, Indonesia, Laos, Macau, Malaysia, Myanmar, Pakistan, 
Singapore, South Korea, Taiwan, Thailand and Vietnam.  
 

 
Annex D : Philippine Imports vs. Country Exports to the Philippine s by Major 
Countries, 2010 -2016 (in tons) 

 

Note: Ranking was based on top 4 country importers in 2015 (84% of total Philippine import 
value).  Hong Kong data report in 2012 was estimated 
*2016 includes January to June only 
Source: UN Trade Map as of September 2016 
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Executive Summary 
 

 
Industry Sit uat ioner  
 
The Philippines produces sugar from cane. Output amounted to 957,331 tons or 19.1 M 
Lkg-bags in crop year (CY) 2015-2016. 
 
The country imports basically white refined sugar under HS 17019911. It is a net exporter 
of refined sugar that mainly goes to US, under the US Sugar Quota Program. 
 
The processing facilities of the sugar industry is comprised of 27 sugar mills with an 
average of 60 percent capacity utilization and 12 refineries with 73 percent, on average, 
capacity utilization.   
 
Sugar produced in the country has been mostly for the domestic market and the US quota. 
In the local scene, industrial demand continues to dominate the market followed by the 
household demand. 
 
Dimensions of Smuggling  
 
The smuggling or �³�H�Y�D�V�L�R�Q���R�I���H�[�F�L�V�H���W�D�[�H�V���R�Q���J�R�R�G�V���E�\���F�L�U�F�X�P�Y�H�Q�W�L�R�Q���R�I���E�R�U�G�H�U���F�R�Q�W�U�R�O�V�´��
(Merriman, 2013, p.3) of agricultural products in the Philippines is reported to be a billion-
dollar industry. Gordoncillo et al. (2008) indicated that refined sugar was the second 
highest agricultural product smuggled in the country from 1986 to 2008, amounting to 
US$448.2 M.    
 
One way of measuring smuggling in the country is monitoring trade of the product. This 
�L�V���G�R�Q�H���E�\���F�R�P�S�D�U�L�Q�J���W�K�H���F�R�X�Q�W�U�\�¶�V���U�H�S�R�U�W�H�G���L�P�S�R�U�W�V���R�I���W�K�H���S�U�R�G�X�F�W���Ey country of export 
to partner countries reported exports of the product destined to the importing country. The 
difference is the estimated smuggled value within the importing country. In this study, the 
recorded imports from top five exporters and their exports to the Philippines over the last 
15 years were gathered and investigated for discrepancies.   
 
The trend of the total value smuggled was downward from PhP 1.4 B in 2001 to PhP 956 
M in 2005, followed by an upward trend from PhP 1.2 B in 2006 to PhP 5.4 B in 2010 and 
descending from PhP 5.1 B in 2011 to PhP 210 M in 2015.  
 
From 2006 to 2010, smuggling was rampant growing at about 57 percent yearly, reaching 
its peak in 2010. It was during this time that domestic refined sugar averaged at PhP2,600 
per Lkg (L/kg). The high sugar price in the domestic market attracted smugglers to bring 
in sugar as world prices averaged at only about PhP1,400 per L/kg.  
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By trading partner countries, Thailand recorded the highest incidence of discrepancies 
contributing to total value smuggled from at least 50 percent in 2007 to about 97 percent 
in 2015.  
 
The impact of smuggling on fiscal revenues is significant. The study estimated that from 
2011 to 2015 refined sugar smuggling amounted to PhP 9.3 B. The estimated government 
loss from value added tax totaled to PhP 1.1 B while tariff revenue forgone valued at PhP 
2.9 B.  
 
In terms of economic impact, the smuggling of refined sugar over the five-year period 
slashed domestic output of all industries by about PhP 17.3 B and decreased gross 
domestic product by about PhP 15.4 B. Household income and employment were also 
affected substantially wherein about PhP 5.9 B was forgone and 23,577 workers were 
displaced, respectively.  
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Multi -Industry Illicit Trade Research Study  
THE CASE OF SUGAR 

 
I. INDUSTRY SITUATIONER  
 
Industry Performance  
 
Production . The Philippines produces sugar from cane. Refined sugar production 
amounted to 957,331 tons or 19.1 M L/kg-bags in crop year (CY) 2015-2016. This is a 
slight decline from its average production of above one M-ton mark over the last 15 years. 
The average growth during the period was relatively nil. Visayas is the highest producing 
area which accounted for 67 percent of total production in CY 2015-2016. It also resides 
seven of the 12 operating refineries in the country. 
 
Figure 1. Refined Sugar: Production, Philippines, CY 2001 -2015 

 
Source: Sugar Regulatory Administration (SRA) 
 
Trade 
 
Imports . The country imports basically white refined sugar under HS 17019911. The 
amount of imported refined sugar (volume and value) entering the country grew by an 
average of one percent per annum from 2001 to 2015.  The highest recorded import was 
in 2010 when it reached 285,300 tons valued at about US$186 M. Imports swelled by way 
of the tax expenditure subsidy program of the National Food Authority by an Executive 
Order No. 857. The said importation was intended to augment the buffer stock in 
preparation for the lean months in the next crop year. It was also noted in the records of 
SRA that large quantities of sugar premixes for industrial use entered the country under 
the HS 1701 during the period.  Under the program, importers were exempted from paying 
tariff or customs duties (Sugarcane Roadmap 2020). Over half of the imported sugar was 
sourced from Thailand in the same year. 
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Figure 2. IMPORTS: Volume and Value of Refined Sugar , 2001-2015 

 
*January to June 
Source: UN Trademap 
 
Among the major sources of Philippine refined sugar imports in terms of volume and value 
are Thailand, South Korea, Singapore, Malaysia and Australia. About four-fifths of the 
�L�P�S�R�U�W�V���Z�H�U�H���V�R�O�G���E�\���7�K�D�L�O�D�Q�G�����W�K�H���Z�R�U�O�G�¶�V���Q�X�P�E�H�U���W�Z�R���V�X�J�D�U���H�[�S�R�U�W�H�U�� 
 
Figure 3. IMPORTS: Major Sources of Refined Sug ar, 2015  

 
Total Volume: 34,233 tons  

 
Total Value: US$19.4 M  

 
 

 

Source: UN Trademap 
 

Exports. The country is net exporter of refined. It exports sugar mainly to US, under the 
US Sugar Quota Program. It is a stable market for the local sugar industry. The value and 
volume of Philippine refined sugar exports grew by an annual average of 61 percent and 
53 percent, respectively, during 2001 to 2015. Exports peaked in 2011 reaching about 
585,000 tons valued at US$358 M. 

Thailand
78%

S. Korea
10%

Singapore
5%

Malaysia
3%

Australia
3% Others

1%
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Figure 4. EXPORTS: Volume and Value of Refined Sugar , Philippines, 2001 -2015 

 
*January to June 
Source: UN Trademap 
 
In 2015, the key destinations include USA and Singapore. Over the 15-year period, USA 
�D�F�F�R�X�Q�W�H�G���I�R�U���W�K�H���E�X�O�N���W�K�H���F�R�X�Q�W�U�\�¶�V���W�R�W�D�O���U�H�I�L�Q�H�G���V�X�J�D�U���H�[�S�R�U�W�V������The Philippines is one of 
the sugar exporters given a yearly allocation to the US market at a premium. For crop 
year 2015-2016, the country has a regular US sugar quota of 135,508 tons and an 
additional quota allocation of 19,000 tons (SRA, 2016). 
 
Figure 5. EXPORTS: Major Sources of Refined Sugar , 2015  

 
Total Volume: 44,999 tons  

 
Total Value: US$25.5 M  

  
 

Source: UN Trademap 
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Tariffs  
 
Over the last five years, tariff rates for refined sugar have declined from 38 percent in 
2011 to 28 percent in 2012 to 18 percent in 2013 to 10 percent in 2014. Since 2015, the 
tariff is down to five percent with the full integration of the ASEAN Economic Community. 
However, the SRA will continue to have regulatory powers over imported sugar entering 
the country even when the ASEAN Free Trade Agreement is enforced as affirmed by the 
De�S�D�U�W�P�H�Q�W���R�I���-�X�V�W�L�F�H�����,�W�V���U�H�J�X�O�D�W�L�R�Q���L�Q�F�O�X�G�H�V���W�K�H���F�O�D�V�V�L�I�L�F�D�W�L�R�Q���R�I���L�P�S�R�U�W�H�G���V�X�J�D�U���D�V���³�&�´��
�I�R�U�� �U�H�V�H�U�Y�H�� �V�X�J�D�U���� �³�'�´�� �I�R�U�� �Z�R�U�O�G�� �P�D�U�N�H�W�� �V�X�J�D�U�� �D�Q�G�� �³�(�´�� �I�R�U�� �W�K�H�� �H�[�S�R�U�W�� �L�Q�W�H�Q�G�H�G�� �I�R�U�� �I�R�R�G��
processing and other uses such as ethanol.  
 
Market Demand  
 
Demand Drivers . The Philippines consumes, at present, around 2.1 M tons per year. 
The key sugar demand drivers are the population and economic growth in domestic 
markets, rising demand for food and the urgent need for renewable biofuels. 
 
Market Structure and Performance . The processing facilities of the industry is 
comprised of 27 sugar mills with an average of 60 percent capacity utilization and 12 
refineries with 73 percent, on average, capacity utilization.  In addition, there are eight 
bioethanol distilleries with 222 M liter capacity and five power generating plants.  
 
Sugar produced in the country has been mostly for the domestic market and the US quota. 
In the local scene, industrial demand continues to dominated the market followed by the 
household demand. Based on the latest sugar demand study, household consumption 
accounted for 32 percent of total demand, industrial consumption comprised 50 percent 
and institutional demand covered 18 percent.  
 
Market Prospects . The Philippine Sugarcane Roadmap 2020 hopes that the country 
remains as a net exporter of refined sugar in the world market especially with almost nil 
tariffs. The opening of borders however is feared to flood the domestic market with 
imported sugar. The major potential markets identified are China and Indonesia. The 
latter is considered a prospective market for raw sugar with the recent acquisition of local 
sugar mills of a Philippine investor with connections in the sugar refineries of Indonesia.   
 
Key Players .  The sugar refineries in the country has a rated capacity of 145,000 Lkg-
bags per day. Of the total capacity, only 76 percent was utilized with refining efficiency of 
about 95 percent in 2014. As of CY 2015-2016, the country has 12 operating refineries. 
Majority of the refineries are located in Visayas (7), followed by Luzon (3) and Mindanao 
(2).  
 
The top producers of refined sugar who surpassed the two M L/kg-bags during CY 2015-
2016 were Azucarera Don Pedro in Luzon, Lopez Sugar Central and Victorias Milling Co. 
in Visayas and Busco Milling Co. in Mindanao.  Other refineries include URC-Carsumco 
and Azucarera de Tarlac in Luzon; First Farmers Holdings, Inc., Hidecp, URC-Sonedco, 
URC-Ursumco, and Biscom, Inc. in Visayas; and Davao Sugar Central, Co. in Mindanao. 
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Table 1. Refined Sugar: Performance of Sugar Refineries, CY2015 -2016 

Refinery  Production  
(tons)  

Rated Capacity  
(LKg -bag/day)  

LUZON   
URC-Carsumco 189,517 5,000 
Central Azucarera Don Pedro 2,833,346 18,000 
Central Azucarera de Tarlac 938,170 7,500 
VISAYAS   
First Farmers Holdings, Inc. 825,527 7,500 
Hideco          89,319 6,000 
Lopez       3,157,975      12,000 
URC-Sonedco   1,613,935 15,000 
URC-URSUMCO           941,967       10,000 
Vicmico      5,212,175  25,000 
Biscom       1,068,435      15,000 
MINDANAO   
Busco 2,133,473 18,000 
Dasuceco         142,790  6,000 

Source: SRA and Sugarcane Roadmap 2020 
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II. DIMENSIONS OF SMUGGLING  
 
The smuggling or �³�H�Y�D�V�L�R�Q���R�I���H�[�F�L�V�H���W�D�[�H�V���R�Q���J�R�R�G�V���E�\���F�L�U�F�X�P�Y�H�Q�W�L�R�Q���R�I���E�R�U�G�H�U���F�R�Q�W�U�R�O�V�´��
(Merriman, 2013, p.3) of agricultural products in the Philippines is reported to be a billion-
dollar industry. Gordoncillo et al. (2008) indicated that refined sugar was the second 
highest agricultural product smuggled in the country from 1986 to 2008, amounting to 
US$448.2 M.    
 
One way of measuring smuggling in the country is monitoring trade of the product. This 
�L�V���G�R�Q�H���E�\���F�R�P�S�D�U�L�Q�J���W�K�H���F�R�X�Q�W�U�\�¶�V���U�H�S�R�U�W�H�G���L�P�S�R�U�W�V���R�I���W�K�H���S�U�R�G�X�F�W���E�\���F�R�X�Q�W�U�\���R�I���H�[�S�R�U�W��
to partner countries reported exports of the product destined to the importing country. The 
difference is the estimated smuggled value within the importing country. In this study, the 
recorded imports from top five exporters and their exports to the Philippines over the last 
15 years were gathered and investigated for discrepancies.   
 
A World Bank Report by Merriman (2013) cites several factors that may possibly explain 
the differences between the trade data: (1) errors of commodity classification, (2) time 
lags between export and the receipt of imports, (3) misallocation of imports by country, 
and (4) over-invoicing of exports.  
 
Estimated Value of Smuggling  
 
In the case of sugar, the trend of the estimated value of smuggled refined sugar was 
downward from PhP 1.4 B in 2001 to PhP 956 M in 2005; it was followed by an upward 
trend from PhP 1.2 B in 2006 to PhP 5.4 B in 2010; and descending from PhP 5.1 B in 
2011 to PhP 210 M in 2015. From 2006 to 2010, refined sugar smuggling was rampant 
growing at about 57 percent yearly, reaching its peak in 2010. It was during this time that 
domestic refined sugar averaged at PhP 2,600 per L/kg. The high sugar price in the 
domestic market attracted smugglers to bring in sugar as world prices averaged at only 
about PhP 1,400 per L/kg. Imports was also at its all-time high during the period as 
discussed earlier. However, the extent of refined sugar smuggling within the Philippines, 
total discrepancy as a share of total exports, varied from a low of 19 percent in 2015 to a 
high of 84 percent in 2008. The highest share of smuggled sugar accounted for about 10 
percent of domestic demand over the period.   
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Figure 6. Refined Sugar: Estimated Smuggled Value, Philippines, 2001 -2015    

 
Source of basic data: UN Trademap 
 
The difference between the low world market price and high domestic market price of 
refined sugar entices smuggling. It is observed that a price differential of at least PhP 300 
per L/kg already creates an incentive to smuggle refined sugar.  Moreover, the ease in 
�F�L�U�F�X�P�Y�H�Q�W�L�Q�J�� �O�H�J�D�O�� �F�R�Q�W�U�R�O�V�� �D�G�G�V�� �D�S�S�H�D�O�� �W�R�� �V�P�X�J�J�O�H�U�V�� �W�R�� �P�D�N�H�� �S�U�R�I�L�W���� �7�K�X�V���� �³it is not 
�D�O�Z�D�\�V�� �W�U�X�H�� �W�K�D�W�� �W�K�H�� �L�Q�F�H�Q�W�L�Y�H�� �I�R�U�� �V�P�X�J�J�O�L�Q�J�� �L�V�� �O�L�Q�N�H�G�� �W�R�� �W�K�H�� �O�H�Y�H�O�� �R�I�� �W�D�[�H�V�´�� ���-�R�R�V�V�H�Q�V����
1998 as cited by Merriman, 2013). 
 
Refined sugar importers do not seem to have a strong incentive to undervalue as world 
market prices is transparent. They commonly bring in illegally by misclassifying refined 
sugar as kitchen utensils, school and office supplies or steel tube scaffoldings. In some 
cases, diverting refined sugar intended for custom bonded warehouses. There are also 
instances of outright smuggling or no paper trail especially in a port in Mindanao where 
smuggled sugar is intended to be passed off as locally produced. 
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Table 2. Refined Sugar: Differences in Value of Trade between Philippines and 
Partner  Countries, 2001 -2015 

Year �8�6���¶������ PhP M Foreign Exchange  
PhP/US$ 

2001 27,990 1,427 50.99 
2002 23,749 1,225 51.60 
2003 17,886 969 54.20 
2004 22,415 1,256 56.04 
2005 17,351 956 55.09 
2006 24,351 1,249 51.31 
2007 55,115 2,544 46.15 
2008 67,038 2,981 44.47 
2009 42,874 2,043 47.64 
2010 119,657 5,398 45.11 
2011 117,776 5,101 43.31 
2012 48,969 2,068 42.23 
2013 32,359 1,374 42.45 
2014 11,647 517 44.40 
2015 4,624 210 45.50 

Source of basic data: UN Trademap 
 
The impact of smuggling on fiscal revenues is significant. For refined sugar, in terms of 
value added tax forgone, it is estimated that government loss from 2011 to 2015 totaled 
to PhP 1.1 B. The trend of the injury though has declined substantially from PhP 612 M 
in 2011 to PhP 25 M in 2015. In terms of tariff revenue forgone, government loss valued 
at PhP 2.9 B over the five-year period.  
 
Figure 7. Refined Sugar: Estimated Value Added Tax Loss  

 
Source of basic data: UN Trademap 
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By partner countries, Singapore registered the highest share to the total smuggled value, 
amounting to at least 60 percent from 2001 to 2004. The following two years showed 
equal contributions of about 40 percent from Singapore and Thailand to refined sugar 
smuggling within the country. Subsequently, Thailand recorded the highest incidence of 
discrepancies contributing to total value smuggled from at least 50 percent in 2007 to 
about 97 percent in 2015.  
 
In terms of volume, the refined sugar smuggled was estimated at 26,498 tons 28,618 tons 
of raw sugar equivalent. This translates to a loss of 572,360 Lkg bags that would have 
been produced by local sugarcane farmers. At PhP 1,500 per Lkg bag of raw sugar, the 
potential income forgone by 65,000 farmers and 700,000 workers in the industry is valued 
at PhP 858.5 M.  
 
Table 3. Refined Sugar: Imports of Philippines versus Exports of Partner Countries, 

2015  

Country  
Imports of Philippines  

Exports of Partner 
Countries  

Difference  

Value  Quantity  Price  Value  Quantity  Price  Value  Quantity  Price  
  (US '000) (ton)  ($/kg)  (US '000) (ton)  ($/kg)  (US '000) (ton)  ($/kg)  

 (1) (2) (3) (4) (5) (6) (1) - (4) (2) - (5) (3) -(6) 
Thailand 15,109 27,054 0.48 19,611 51,850 0.38 (4,502) (24,796) 0.10 
Korea 1,938 2,996 0.89 2,054 3,983 0.52 (116) (987) 0.37 
Singapore 990 1,736 0.26 687 1,284 0.54 303 452 -0.27 
Malaysia 597 1,125 0.62 896 2,095 0.43 (299) (970) 0.20 
Australia 530 1,003 0.43 540 1,200 0.45 (10) (197) -0.02 

Total 
Above 19,164 33,914  23,788 60,412  (4,624) (26,498)  
Others 263 319        
Total 19,427 34,233        

Source of basic data: UN Trademap 
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Economic Impact and Multiplier Effects of Sugar Smuggling  
 
Multiplier Effect on Domestic Output and Gross Domestic Product  
 
The domestic output multiplier of the sugar industry is 1.87. This means that PhP 1 worth 
of smuggled sugar lowers total domestic output by PhP 1.87.   Meanwhile, the value-
added multiplier of the sugar industry is 0.89. One peso worth of smuggled sugar 
therefore lowers total value-added by about PhP 0.89.   
 
Table 4 presents the multiplier effects of smuggling sugar on domestic output and gross 
domestic product from 2011 to 2015.1 As shown in Table 4, the value of smuggled sugar 
declined from 2011 to 2015. Hence, it is not surprising that the negative domestic output 
multiplier effect of sugar smuggling decreased from about PhP 9.5 B in 2011 to around 
PhP 392.7 M in 2015. Also, the negative effect of sugar smuggling on value-added fell 
from PhP 8.5 B in 2011 to about PhP 349 M in 2015.  Consequently, the negative effect 
of sugar smuggling on gross domestic product fell from around 0.09 percent in 2011 to 
0.003 percent in 2015.2  
 
The smuggling of sugar into the country from 2011 to 2015 cut domestic output of all 
industries by about PhP 17.3 B. Consequently, gross domestic product fell by about PhP 
15.4 B from 2011 to 2015.  This represents a 0.03 percent decrease in the gross domestic 
product of the country from 2011 to 2015. Hence, gross domestic product from 2011 to 
2015 would have increased by an additional 0.03 percent without sugar smuggling. 
 
The negative average domestic output multiplier effect of sugar smuggling from 2011 to 
2015 is about PhP 3.5 B. Meanwhile, the negative average value-added multiplier effect 
of sugar smuggling for the same period is approximately PhP 3.1 B. Sugar smuggling 
therefore trimmed gross domestic product by an average of 0.03 percent from 2011 to 
2015. Conversely, gross domestic product from 2011 to 2015 would have grown on 
average by an additional 0.03 percent without the smuggling of sugar into the country. 
 
  

                                                           
1 Domestic output refers to the total output of industries for intermediate and final consumption, while 
gross domestic product refers to the total value-added of industries. 
2 The decline in gross domestic product is based on the value-added effect. 
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Table 4. Refined Sugar: Multiplier Effects of Smuggling on Domestic Ou tput and 
Gross Domestic Product,  2011-2015 

Year 
Value of 

Smuggled Sugar  
(PhP M) 

Domestic Output 
Multiplier Effect  

(PhP M) 

Value-added 
Multiplier Effect  

(PhP M) 

Decrease in 
Gross  Domestic 

Product  
(in percent)  

2011 5,101 -9,539 -8,468 -0.09 
2012 2,068 -3,867 -3,433 -0.03 
2013 1,374 -2,569 -2,281 -0.02 
2014 517 -967 -858 -0.007 
2015 210 -393 -349 -0.003 
Total 9,270 -17,335 -15,389 -0.03 

Average 1,854 -3,467 -3,078 -0.03 
Notes: To get the domestic output multiplier effect, the value of smuggled sugar was multiplied by the 
domestic output multiplier of the sugar industry (1.87). To get the value-added multiplier effect, the domestic 
output multiplier effect was multiplied by the value-added multiplier of the sugar industry (0.8877). Both 
domestic output and value-added multiplier effects were rounded off. To quantify the decrease in gross 
domestic product, the value-added multiplier effect was divided by the actual value of gross domestic 
product for the year. Data for gross domestic product were taken from the National Accounts of the 
Philippines published by the Philippine Statistics Authority. 
 
Multiplier Effects on Household Income and Employment  
 
The household income multiplier of the sugar industry is 0.34. This means that one peso 
worth of smuggled sugar lowers total household income by PhP 0.34. The household 
income multiplier effects of smuggling sugar into the country from 2011 to 2015 are shown 
in Table 5.  
 
Since the value of smuggled sugar declined from 2011 to 2015, the negative household 
income multiplier effect of smuggling sugar dipped from about PhP 3.2 B in 2011 to 
around PhP 133.5 M in 2015. The negative effect of sugar smuggling on total household 
income subsequently declined from 0.06 percent in 2011 to 0.002 percent in 2015. 
 
The smuggling of sugar into the country from 2011 to 2015 slashed total household 
income by about PhP 5.9 B or 0.02 percent. This implies that total household income from 
2011 to 2015 would have increased by an additional 0.02 percent without sugar 
smuggling. 
 
The negative average household income multiplier effect of sugar smuggling from 2011 
to 2015 is about PhP 1.2 B. Hence, sugar smuggling cut total household income by an 
average of 0.02 percent from 2011 to 2015. Total household income from 2011 to 2015 
would have grown on average by an additional 0.02 percent without the smuggling of 
sugar into the country. 
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Table 5. Refined Sugar: Multiplier Effect of Smuggling on Household Income,  2011-
2015 

Year 
Value of 

Smuggled Sugar  
(PhP M) 

Domestic Output 
Multiplier Effect  

(PhP M) 

Household 
Income Multiplier 

Effect (PhP M)  

Decrease in 
Total 

Household 
Income  

(in percent)  
2011 5,101 -9,539 -3,234 -0.06 
2012 2,068 -3,868 -1,315 -0.03 
2013 1,374 -2,569 -874 -0.02 
2014 517 -967 -329 -0.005 
2015 210 -393 -134 -0.002 
Total 9,270 -17,335 -5,894 -0.02 

Average 1,854 -3,467 -1,179 -0.02 
Notes: To get the domestic output multiplier effect, the value of smuggled sugar was multiplied by the 
domestic output multiplier of the sugar industry (1.87). To get the household multiplier effect, the domestic 
output multiplier effect was multiplied by the household income multiplier of the sugar industry (0.34). Both 
domestic output and household income multiplier effects were rounded off. The decrease in total household 
(family) income was calculated by dividing the household income multiplier effect by the actual value of 
total household (family) income for the year. Data for total household (family) income were taken from the 
2012 and 2015 Family Income and Expenditure Survey published by the Philippine Statistics Authority. 
Total household (family) income for 2011 and 2013 were based on the official total household (family) 
income for 2012, while total household (family) income for 2014 was based on the official total household 
(family) income for 2015. 
 
The employment multiplier effects of sugar smuggling from 2011 to 2015 are shown in 
Table 6.3 The smuggling of sugar into the country increased the number of unemployed 
persons by about 13,048 in 2011. The negative effect on employment, however, followed 
a decreasing trend after 2011 since the value of smuggled sugar went down from 2012 
to 2015. 
 
The estimated total number of displaced workers due to sugar smuggling from 2011 to 
2015 is about 23,577.  This represents a 0.18 percent increase in job opportunities lost 
from 2011 to 2015. Meanwhile, the average number of displaced workers due to 
smuggling from 2011 to 2015 is approximately 4,716.  Hence, sugar smuggling raised job 
opportunities lost by an average of 0.18 percent from 2011 to 2015. Conversely, the job 
opportunities lost would have decreased on average by about 0.18 percent from 2011 to 
2015 without sugar smuggling.  
 
  

                                                           
3 The employment multiplier effect can either be interpreted as the increase in the number of unemployed 
persons as shown in Table 6 or the additional jobs that could have been created without smuggling 
(increase in the number of employed persons). 
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Table 6. Refined Sugar: Multiplier Effect of Smuggling on Employment,  2011-2015 

Year 

Household 
Income Multiplier 

Effect  
(PhP M) 

Annual Average 
Compensation of 

Employees  
(PhP) 

Employment 
Multiplier Effect 

(number of 
persons)  

Increase in 
Total 

Unemployment  
(in percent)  

2011 -3,234 248,571 -13,048 0.49 
2012 -1,315 228,156 -5,763 0.21 
2013 -874 277,795 -3,145 0.12 
2014 -329 283,977 -1,158 0.05 
2015 -134 287,953 -464 0.02 
Total -5,894  -23,577 0.18 

Average -1,179  -4,716 0.18 
Notes: The household multiplier effect was taken from Table 5. To get the employment multiplier effect, the 
household income multiplier effect was divided by the annual average compensation of employees. Data 
for the annual average compensation of employees were taken from the Annual Survey of Philippine 
Business and Industry. The employment multiplier effect was rounded off. The increase in total 
unemployment was calculated by dividing the employment multiplier effect by the total number of 
unemployed persons for every year.  Data for the total number of unemployed persons were taken from the 
Labor Force Survey published by the Philippine Statistics Authority. Instead of interpreting the employment 
multiplier effect as the increase in total number of unemployed persons, the employment multiplier effect 
can also be interpreted as the additional jobs that could have been created without smuggling.  
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Figure 8. ECONOMIC IMPACT  
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III. CONCLUSIONS  

 
Refined sugar smuggling amounted to PhP 9.3 B from 2011 to 2015. The impact of 
smuggling on fiscal revenues is significant. The estimated government loss from value 
added tax totaled to PhP 1.1 B while rate of duty foregone valued at PhP 3.4 B.  
 
In terms of economic impact, the smuggling of refined sugar over the five-year period 
slashed domestic output of all industries by about PhP 17.3 B and decreased gross 
domestic product by about PhP 15.4 B. Household income and employment were also 
affected substantially wherein about PhP 5.9 B was foregone and 23,577 workers were 
displaced, respectively.  
 
The industry has put a lot of efforts to curb smuggling. Among these measures include 
the SRA regulating the supply in the local market. SRA also issues import clearances and 
publishes the list of accredited custom bonded warehouses (CBWs) food 
processors/manufacturers of sugar-based products for transparency. A CBW is a Bureau 
of Customs (BOC) accredited warehouse where imported sugar is stored. The imported 
sugar should only be used as raw material for the manufacture of products for export and 
not for sale to the local markets.  
 
Moreover, the Sugar Anti-Smuggling Organization, a privately funded group, was formed 
by the industry to curtail sugar smuggling as well. SASO serves as a watchdog and 
supports BOC-Intelligence Group in apprehending smuggled sugar.  
 
Meanwhile, the recent RA No. 10845 or Agriculture Anti-�6�P�X�J�J�O�L�Q�J���$�F�W���R�I�������������³aims to 
boost the productivity of the agricultural sector and protect Filipino farmers and 
�D�J�U�L�F�X�O�W�X�U�D�O�� �H�Q�W�H�U�S�U�L�V�H�V�� �I�U�R�P�� �L�O�O�H�J�D�O�� �W�U�D�G�H�U�V�� �D�Q�G�� �L�P�S�R�U�W�H�U�V�´�� ���3�D�U�F�R�Q���� ����������4. With its 
impending implementing rules and regulations, the sugar industry hopes that the 
enforcement of the Act will not be limited to the authority of BOC but he extended to 
private sector and the regulating agency as well.  
 
The efforts of the industry against smuggling have paid off with the downward trend of the 
value of smuggled sugar. As the industry deems and promotes, the real solution must 
therefore be to control. In this way, the stability of sugar prices and incomes of producers 
are ensured. 
 
  

                                                           
4 Parcon, J. 2016, August 4. Agriculture Anti-Smuggling Act of 2016: Taxwise or Otherwise. Retrieved from 
http://www.pwc.com/ph/en/taxwise-or-otherwise/2016/anti-agricultural-smuggling-act-2016.html. 
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Annex 1. HS CODE 1701: Cane or beet sugar and chemically pure sucrose, in solid form  
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Annex 2. HS CODE 1701: Cane or beet sugar and chemically pure sucrose, in solid form  
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Executive Summary 
 

 
During 1991-1999 period, the Philippines ranked No. 39 out of 55 countries in smuggling 
index. Switzerland, Finland, Sweden, Netherlands and Singapore have the least 
incidence.  Among ASEAN nations, Malaysia ranked 23rd and Indonesia 45th. Thailand 
and Vietnam were not rated in the study 
(https://www.researchgate.net/publication/228426341_Smuggling_around_the_World_E
vidence_from_a_Structural_Equation_Model by Buen and Farzanagan, 2008). 
 
On oil smuggling, Cabacungan (2013) cited two methods: outright smuggling and 
technical smuggling. Outright smuggling includes high seas smuggling, direct smuggling 
and smuggling through Special Economic Zones (SEZs).   

 
Technical smuggling is done through a lower declared value, a lower declared volume and 
misdeclaration. (https://business.inquirer.net/115289/methods-of-oil-smuggling, April 04, 
2013) 
 
In the Philippines, the most widespread IT is smuggling.  In 2015, the Philippines imported 
some US$70.2 B, up 20 percent from US$58.5 B in 2010.  Five countries accounted for 
52 percent (US$36.3) of official imports. These countries exported to the Philippines 
US$59.2 B in 2015, up 37 percent from 2010.  The gap was US$22.9 B, or 63 percent in 
2015, an increase from $15.3 B in 2010. The actual gap should be higher when freight 
and insurance are included. Imports are in CIF basis while exports are in FOB.    
 
The largest gap comes from China at US$15.2 B in 2015 or two-thirds of total gap for five 
countries. In reality, China is now the biggest trade partner of the Philippines, not the 
USA. 
 
IT reduces government revenues needed for economic development and poverty 
reduction, damages legitimate businesses and entrepreneurship, and lead to loss of 
legitimate employment. 
 
This study covers two main product trade codes under HS Codes 1511 (mainly palm 
olein) and HS 1518 (inedible). HS 1511 includes palm oil and its fractions, whether or not 
refined (excluding chemically modified). On the other hand, HS 1518 includes animal or 
vegetable fats and oils and their fractions, boiled, oxidised, dehydrated, sulphurised, 
blown, polymerised by heat in vacuum or in inert gas or otherwise chemically modified, 
inedible mixtures or preparations of animal or vegetable fats or oils or of fractions of 
different fats or oils, n.e.s. 
 
GENERAL FINDINGS 
 
The general findings of the study shows: 



vi 
 

1. Rampant evasion of taxes of imports due to various forms of smuggling and tax 
evasion.  

2. Massive smuggling losses are observed.  

3. Smuggling weaves a vicious network of negative economic repercussions. Its 
devastating effects on government revenues and industries spawn vicious circles of 
economic problems.  

 
Specific Findings  
 
Palm oil is mostly imported from Malaysia and Indonesia. Palm olein (HS 1511) is the two 
�F�R�X�Q�W�U�L�H�V�¶���H�[�S�R�U�W�V���D�Q�G���D�O�P�R�V�W���Q�R�Q�H���I�R�U���W�K�H���L�Q�H�G�L�E�O�H���R�L�O�����+�6�������������� 
 
It is further noted that the total export of palm oil products (HS 1511 and 1518) from 
Malaysia and Indonesia was about 800,000 tons while Philippine official imports from 
these countries were about 530,000 tons in 2015. It appears that an estimated 400,000 
tons was reclassified as HS 1518 to avoid the 12 percent VAT. Palm oil is used as a 
substitute for coconut oil as a feed ingredient. Palm oil for animal feeds is VAT-free but it 
is unlikely according to industry sources that such excessive volume was used for animal 
feeds.   
 
Smuggling of palm oil in its different forms is affecting the local producers �± both the palm 
oil and vegetable oils industry in general.   
 
An analysis of the total difference estimated at five-year intervals between 2001 and 2015 
revealed that the total difference was accelerating from the initial study years to the more 
recent years. Note that from 2001-2005, the total difference was PhP 923M, then 
PhP9.3B during 2006-2010, and finally PhP 30.9B from 2011-2015, a significant increase 
over the years. This would be a total difference of PhP 41.1B over the 15-year period.   
 
A review of the value of difference over the 15-year period revealed that the biggest 
country difference in most of the years was with Malaysia. This difference reached 
US$538 M in 2011, US$356 M in 2014 and US$334 M in 2015.  
 
The estimated VAT losses to the government over the last five years (2011-2015) will 
total PhP 3.7B. 
 
Smuggling stirs up negative multiplier effects on gross domestic product, household 
income, and employment. Palm oil smuggling from 2011 to 2015 slashed gross domestic 
product by 0.08 percent (PhP 45.8 B), cut household income by 0.04 percent (PhP 11.6 
B), and lowered employment by 0.35 percent (45,612 persons). Clearly, smuggling of 
palm oil negatively affected employment more than gross domestic product and 
household income from 2011 to 2015. This suggests that smuggling most severely affects 
the ability of the economy to create more productive jobs. 
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Multi -Industry Illicit Trade Research  Study  
THE CASE OF PALM OIL  

 
I. INDUSTRY SITUATIONER (2001-2015) 

 
Industry Performance  
 
Production. Production of oil palm fresh fruit bunches (FFB), the raw material for palm 
oil processing, grew annually from 2006 to 2010 but started to decline in the succeeding 
years based on available data from the Philippine Statistics Authority (PSA). The same 
trend was observed for palm oil and palm kernel oil based on the figures of the Foreign 
Agricultural Service �± United States Department of Agriculture (FAS - USDA). The oil 
production decline generally followed the movement of the raw material base despite 
improvement in the oil extraction rate.  
 
Table 1. Palm Oil  Production , Philippines  (tons)  

 
Source: PSA, FAS - USDA 
 
Palm oil production grew annually until 2010 with the highest growth rate of 30 percent 
posted in 2009. However, the years following 2010 saw a continuous decline to 85,000 
tons in 2015 bringing back production to the 2008 level.  Aging trees and immature palms 
are among the factors. Recent industry sources showed that there were about 75,000 
hectares planted in 2016. 
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Figure 1. Palm Oil Production, Philippines (tons)  

 
Source: FAS - USDA 
 
 
Trade 

 
Imports. The official volume and value of palm oil imports (HS 1511) have been on the 
uptrend from 2001-2006 with highest imports in 2005-2006 from 208,000 �± 210,000 tons 
valued at US$88-91 million (M). Imports significantly dipped from 2007-2010 and slowly 
recovered to 106,000 tons by 2015. However, value surged in 2015 climbing back to the 
previous highs at US$89 M.  

 
Malaysia and Indonesia have been the dominant suppliers throughout the years 
accounting for practically all imports in 2015.  
 
On the other hand, imports of animal or vegetable fats and oils (HS 1518) was flat from 
2001-2006 but started to increase in 2007 and posted sharp increases in 2011 and 2014 
by 2.7 times and 3 �W�L�P�H�V���W�K�H���S�U�H�Y�L�R�X�V���\�H�D�U�¶�V���Y�R�O�X�P�H�����U�H�V�S�H�F�W�L�Y�H�O�\�� 
 
Malaysia was again the dominant supplier accounting for over 75 percent of volume 
(343,500 tons) and value (US$260 M) in 2015. Indonesia accounted for over 15 percent 
of volume and value.  
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Figure 2. IMPORTS: HS 1511 Palm oil and its fractions, whether or not refined 
(excluding chemically modified), P hilippines, 2001 -2015 

 
Source of basic data: UN Trademap 
 
Figure 3. IMPORTS: HS 1511 Palm oil and its fractions, whether or not refined 

(excluding chemically modified) , by Major Source, Philippines, 2015  
 

TOTAL: 106,363  tons  

 
 

 
TOTAL: US$ 88.9  M 

 

Source of basic data: UN Trademap 
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Figure 4. IMPORTS: HS 1518 Animal or vegetable fats and oils and their 
�I�U�D�F�W�L�R�Q�V�«�«�����L�Q�H�G�L�E�O�H���P�L�[�W�X�U�H�V���R�U���S�U�H�S�D�U�D�W�L�R�Q�V���R�I���D�Q�L�P�D�O���R�U���Y�H�J�H�W�D�E�O�H��
fats or oils or of fractions of different fats or oils, n.e.s., Phi lippines, 
2001-2015  

 
Source of basic data: UN Trademap 
 
Figure 5. IMPORTS: HS 1518 Animal or vegetable fats and oils and their 

�I�U�D�F�W�L�R�Q�V�«�«�����L�Q�H�G�L�E�O�H���P�L�[�W�X�U�H�V���R�U���S�U�H�S�D�U�D�W�L�R�Q�V���R�I���D�Q�L�P�D�O���R�U���Y�H�J�H�W�D�E�O�H��
fats or oils or of fractions of different fats or oils, n.e.s. , by Major 
Source,  Philippines, 2015  

 
TOTAL: 443,383  tons  

 
 

 
TOTAL: US$ 336 M 

 

Source of basic data: UN Trademap 
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Exports. The Philippines is a very small player in the export market for palm oil (HS 1511) 
having only exported a high of 65,000 tons in 2013 valued at US$50 M although 
considerable volumes have been exported starting in 2012 compared to the earlier years. 
The main market was India where over 90 percent was exported. Small quantities were 
also sent to Pakistan, Portugal and Japan. 
 
Exports occur despite high imports due to (a) BOI incentives; (b) faster payment via the 
Letter of Credit; and (c) there is no VAT.  
  
A smaller volume of animal or vegetable fats and oils and their fractions (HS 1518) was 
exported with the highest volume at 43,000 tons in 2013 valued at US$ 42.5 M with 
Netherlands as the major market since 2012 with 70 percent share in 2015. Other market 
include the USA, Australia, South Korea and Iran.   
 
Figure 6. EXPORTS: HS 1511 Palm oil and its fractions, whether or not refined 

(excluding chemically modified), P hilippines, 2001 -2015 

 
Source of basic data: UN Trademap 
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Figure 7. EXPORTS: HS 1511 Palm oil and its fractions, whether or not refined 
(excluding chemically modified) , by Major Destination, Philippines, 2015  

 
TOTAL: 24,237 tons  

 

 
TOTAL: US$ 12.6M 

 
Source of basic data: UN Trademap 
 
 
Figure 8. EXPORTS: HS 1518 Animal or vegetable fats and oils and their 

�I�U�D�F�W�L�R�Q�V�«�«�����L�Q�H�G�L�E�O�H���P�L�[�W�X�U�H�V���R�U���S�U�H�S�D�U�D�W�L�R�Q�V���R�I���D�Q�L�P�D�O���R�U���Y�H�J�H�W�D�E�O�H��
fats or oils or of fractions of different fats or oils, n.e.s., Phi lippines, 
2001-2015 

 
Source of basic data: UN Trademap 
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Figure 9. EXPORTS: HS 1518 Animal or vegetable fats and oils and their 
�I�U�D�F�W�L�R�Q�V�«�«�����L�Q�H�G�L�E�O�H���P�L�[�W�X�U�H�V���R�U���S�U�H�S�D�U�D�W�L�R�Q�V���R�I���D�Q�L�P�D�O���R�U���Y�H�J�H�W�D�E�O�H��
fats or oils or of fractions of different fats or oils, n.e.s. , by Major 
Destination, Philippines, 2015  

 
TOTAL: 37,877  tons  

 
 

 
TOTAL: US$ 36.9M  

 

Source of basic data: UN Trademap 
 
Tariffs and Taxes. Under the Asean Trade in Goods Agreement (ATIGA), Asean 
member states enjoy a zero rate of duty or tariff on palm oil and animal or vegetable fats 
and oils.  
 
As provided for under the Bureau of Internal Revenue (BIR) guidelines, a Value-Added 
Tax (VAT) of twelve percent (12%) shall be paid on the importation of goods. This is 
based on the total value used by the Bureau of Customs in determining tariff and customs 
duties, plus customs duties, excise taxes, if any, and other charges. Other charges 
include tax to be paid by the importer prior to the release of such goods from customs 
custody; provided, that where the customs duties are determined based on quantity or 
volume of the goods, the VAT shall be based on the landed cost plus excise taxes, if any. 
 
Market Demand  

 
Demand Drivers. The domestic consumption of palm oil has been increasing over the 
past five years especially from 2012-2014. The volume in 2012/13 of 400,000 tons 
increased by 50 percent to 600,000 tons the following year. It went up by another 28 
percent the year after. The growth was driven by the increase in food use consumption 
from fast-food chains and households. However, the following years saw a drastic 
decrease in growth rate. It would be noted that domestic consumption has been largely 
filled in by imports. 
 
Imports is also influenced by the relative prices of crude coconut oil (CNO) versus crude 
palm oil (CPO) in the world market. 
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Table 2. Palm Oil Domestic  �&�R�Q�V�X�P�S�W�L�R�Q�����µ��������tons), Philippines,  2012-2017 
Year Imports  Consumption  Growth (%)  

2012/13 234 400 - 
2013/14 681 600 50.0 
2014/15 792 771 28.5 
2015/16 800 840 8.9 
2016/17 820 900 7.1 

Source: Oilseeds: World Markets and Trade, FAS - USDA, February 2017 
 
Market Structure and Performance. The use of palm oil as edible oil for food 
preparations is the major consuming sector. Food use account for 86 percent of domestic 
consumption of palm oil.  
 
Figure 10. Share  to Palm Oil Demand by Type of Use , Philippines , 2015/16 

 
Source of basic data: FAS - USDA 
 
Market Prospects.  Demand for vegetable oils has been growing steadily over the years 
not only in the country. This is in part due to the economic and population growth in 
developing countries like the Philippines and the growth of the biofuels sector. 
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Key Players. Key players include members of the Philippine Palm Oil Development 
Council Inc. (PPDCI). PPDCI has several member-corporations.   
 
Table 3. Palm Oil  Products: Selected Key Players  

Company  Product/s  Capacity  
A. Brown Energy and Resources 
Development Inc. (ABERDI) 

Crude palm oil (CPO) 
Refined oil 

10 tons FFB/hr  CPO mill 
50 tons CPO/day refinery 

Agumil Philippines Inc. (API) 
  - Agusan Sur 
  - Bohol Palm 
  - Maguindanao 
  - Palawan Palm 

CPO  
30 tons FFB/hr CPO mill 
15 tons FFB/hr  CPO mill 
45 tons FFB/hr  CPO mill  
30 tons FFB/hr  CPO mill 

Filipinas Palmoil Plantations Inc. 
(FPPI) 

CPO, Refined oil, Crude 
palm kernel oil 

40 tons FFB/hr CPO mill 

Kenram Palmoil Industries Inc. 
(KPII) 

CPO 30/60 (45/20) tons FFB/hr  
CPO mill 

Palm Asia CPO n.a. 
Sirawai Plywood and Lumber 
Corporation 

CPO 20 tons FFB/hr CPO mill 

Univanich Carmen CPO 30 tons FFB/hr  CPO mill 
Source: Philippine Palm Oil Industry Roadmap; Company websites 
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II. DIMENSIONS OF SMUGGLING (2001-2015) 
 

The growth of the Philippine economy and population over the past few years continue to 
make the food sector an attractive market. The food consumption survey of 2013 
indicated that edible/cooking oil is among the top five most commonly consumed food. 
Unfortunately, the economic development and trade liberalization have also attracted an 
increase in imports of palm oil and related products which have entered the country 
through illicit trade.   
 
While trade liberalization has generally been a good thing, it has opened up certain 
industries to illicit trade and unfair competition. There have been instances where the 
vegetable oils industry has been negatively affected by the entry of imports with 
questionable quantity, quality and price. An instance includes the 38,000 tons of RBD 
palm oil imported in 2010 to 2011 which had a very low value. There �K�D�V�� �E�H�H�Q�� �³�U�H-
�F�O�D�V�V�L�I�L�F�D�W�L�R�Q�´���D�V���Z�H�O�O���D�V���³�V�P�X�J�J�O�L�Q�J�´���Z�K�L�F�K must have been occurring for years. This is 
to do outright smuggling and evade the VAT since there is already no tariff on imports 
from major Asean suppliers.   
 
Local vegetable oil producers estimate that there is rampant smuggling of palm oil with 
them losing money and the government losing taxes and duties. To call attention to these 
cases of misdeclaration or misclassification, under or overvaluation, the industry 
association has called on the different sectors such as the government regulators, local 
officials, legislators and even mainstream and social media.   
  



11 

 

Estimated Value of Smuggling  
 

The study team used HS 1511 and HS 1518 to track palm oil trade, defined as export of 
top partner countries (accounting for at least 80 percent of total value) and imports of the 
Philippines from these countries over a 15-year period. The difference between Philippine 
imports and partner country exports is considered as illicit trade or smuggled.  

 
An analysis of the total difference estimated at five-year intervals between 2001 and 2015 
revealed that the total difference was getting bigger moving from the initial study years to 
the more recent years. Note that from 2001-2005, the total difference was PhP 923 M, 
then PhP 9.3 B during 2006-2010, and finally PhP 30.9 B from 2011-2015, a significant 
increase over the years. This would be a total difference of PhP 41.1 B over the 15-year 
period.   
 
 
Table 4. Value of Difference of Top Country Exports vs. Philippine Imports, 2001 -

2015 (in relevant currency)  

 
Source of basic data: UN Trademap 
 
A review of the value of difference over the 15-year period revealed that the biggest 
country difference in most of the years was with Malaysia. This difference reached 
US$538 M in 2011 and US$354 M in 2014.  
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Table 5. Philippine Imports vs. Export s to Ph ilippines of Palm Oil (HS 1511 ), 2015 

 
Source of basic data: UN Trademap 
 
Table 6. Philippine Imports vs. Exports to Ph ilippines of Animal or Vegetable Fats 

and Oil (HS 1518 ), 2015 

 
Source of basic data: UN Trademap 
 
It should be noted that the total export of palm oil products (HS 1511 and 1518) from 
Malaysia and Indonesia was about 800,000 tons while Philippine official imports from 
these countries were about 530,000 tons in 2015. It appears that an estimated 400,000 
tons was reclassified as HS 1518 to avoid the 12 percent VAT. Palm oil for animal feeds 
is VAT-free but it is unlikely that such large volume was used for animal feeds.   
 
The estimated revenue losses to the government caused by the non-payment of VAT 
over the five-year period will total PhP 3.7 B.  
 
Table �������(�V�W�L�P�D�W�H�G���9�$�7���/�R�V�V�H�V���I�U�R�P���3�D�O�P���2�L�O���6�P�X�J�J�O�L�Q�J�����3�K�3�¶�0�� 

Year 2011 2012 2013 2014 2015 Total  
Estimated Value Smuggled  10,926 5,299 3,247 7,540 3,865 30,877 
Estimated VAT Losses  1,311 636 390 905 464 3,705 

 
  



13 

 

Economic Impact and Multiplier Effects of Palm Oil Smuggling  
 
Multiplier Effect on Domestic Output and Gross Domestic Product  
 
The domestic output multiplier of the palm oil industry is 1.67. This means that one peso 
worth of smuggled palm oil trims total domestic output by 1.67 pesos.   The value-added 
multiplier of the palm oil industry is 0.89. Hence, one peso worth of smuggled palm oil 
lowers total value-added by about 0.89 centavos.   
 
Table 8 presents the multiplier effects of palm oil smuggling on domestic output and gross 
domestic product (GDP) from 2011 to 2015.1 The value of smuggled palm oil decreased 
from 2011 to 2013. It rose in 2014 but fell in 2015.  The negative domestic output multiplier 
effect of palm oil smuggling followed similar trends. The decline in total domestic output 
of industries in the economy due to palm oil smuggling went down from about PhP 18.2 
B in 2011 to PhP 5.4 B pesos in 2013. The negative domestic output multiplier effect of 
palm oil smuggling, however, rose to around PhP 12.6 B pesos in 2014 and then settled 
at PhP 6.5 B in 2015.   
 
The devastating effect of palm oil smuggling on value-added plunged from PhP 16.2 B in 
2011 to PhP 4.8 B pesos in 2013. Consequently, the negative effect of palm oil smuggling 
on gross domestic product fell from around 0.17 percent in 2011 to 0.04 percent in 2013.2 
As shown in Table 8, the negative value-added multiplier effect of palm oil smuggling 
jumped to around PhP 11.2 B pesos in 2014 and then fell to PhP 5.7 B in 2015. 
Accordingly, the negative effect of smuggling palm oil into the country cut gross domestic 
product by 0.09 percent in 2014 and 0.04 percent in 2015.  
 
The smuggling of palm oil into the country from 2011 to 2015 reduced domestic output of 
all industries by about PhP 51.6 B. Gross domestic product subsequently fell by about 
PhP 45.8 B or 0.08 percent from 2011 to 2015.  This implies that gross domestic product 
from 2011 to 2015 would have increased by an additional 0.08 percent without palm oil 
smuggling. 
 
The negative average domestic output multiplier effect of palm oil smuggling from 2011 
to 2015 is about PhP 10.3 B. Meanwhile, the average negative value-added multiplier 
effect of palm oil smuggling for the same period is approximately PhP 9.2 B. Hence, palm 
oil smuggling cropped gross domestic product by an average of 0.08 percent from 2011 
to 2015. Conversely, gross domestic product from 2011 to 2015 would have grown on 
average by an additional 0.08 percent without the smuggling of palm oil into the country. 
 
 
 
 

                                                           
1Domestic output refers to the total output of industries for intermediate and final consumption, while 
gross domestic product refers to the total value-added of industries. 
2The decline in gross domestic product is based on the value-added effect. 
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Table 8. Multiplier Effects of Palm Oil Smuggling on Domestic Output an d Gross 
Domestic Product: 2011 -2015 

Year 
Value of 

Smuggled Palm 
�2�L�O�����3�K�3�¶�0�� 

Domestic Output 
Multiplier Effect  

���3�K�3�¶�0�� 

Value-added 
Multiplier Effect  

���3�K�3�¶�0�� 

Decrease in 
GDP 
(%) 

2011 10,926 -18,246 -16,225 -0.17 
2012 5,299 -8,849 -7,869 -0.07 
2013 3,247 -5,422 -4,822 -0.04 
2014 7,540 -12,592 -11,197 -0.09 
2015 3,865 -6,455 -5,739 -0.04 
Total  30,877 -51,565 -45,851 -0.08 

Average  6,175.4 -10,313 -9,170 -0.08 
Notes: To get the domestic output multiplier effect, the value of smuggled palm oil was multiplied by the 
domestic output multiplier of the palm oil industry (1.67). To get the value-added multiplier effect, the 
domestic output multiplier effect was multiplied by the value-added multiplier of the palm oil industry 
(0.8892). Both domestic output and value-added multiplier effects were rounded off. To measure the 
decrease in gross domestic product, the value-added multiplier effect was divided by the actual value of 
gross domestic product for the year. Data for gross domestic product were taken from the National Accounts 
of the Philippines published by the Philippine Statistics Authority. 
 
Multiplier Effects on Household Income and Employment  
 
The household income multiplier of the palm oil industry is 0.23. This means that one 
peso worth of smuggled palm oil lowers total household income by 0.23 centavos. The 
household income multiplier effects of smuggling palm oil into the country from 2011 to 
2015 are shown in Table 9.  
 
Since the value of smuggled palm oil decreased from 2011 to 2013, increased in 2014, 
and went down in 2015, the negative household income multiplier effect of smuggling 
palm oil into the county followed the same trends.  Total household income multiplier 
effect of smuggling palm oil plunged from about PhP 4.2 B in 2011 to around PhP 1.2 B 
in 2013.  In 2014, however, the negative effect of palm oil smuggling on total household 
income rose to PhP 2.9 B. The negative total household income effect of palm oil 
smuggling eventually declined to PhP 1.5 B in 2015.  
 
The smuggling of palm oil into the country from 2011 to 2015 pared total household 
income by about PhP 11.9 B or 0.04 percent. This implies that without palm oil smuggling 
total household income from 2011 to 2015 would have increased by an additional 0.04 
percent. 
 
The negative average household income multiplier effect of palm oil smuggling from 2011 
to 2015 is about PhP 2.4 B. Palm oil smuggling slashed total household income by an 
average of 0.04 percent from 2011 to 2015. Hence, total household income from 2011 to 
2015 would have grown on average by an additional 0.04 percent without palm oil 
smuggling.   
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Table 9. Multipl ier Effect of Palm Oil Smuggling on Household Income: 2011 -2015 

Year 
Value of 

Smuggled Palm 
Oil (PhP M) 

Domestic Output 
Multiplier Effect  

(in million pesos) 
(PhP M) 

Household 
Income Multiplier 

Effect (PhP  M) 

Decrease in 
Total 

Household 
Income (%)  

2011 10,926 -18,246 -4,197 -0.08 
2012 5,299 -8,849 -2,035 -0.04 
2013 3,247 -5,422 -1,247 -0.02 
2014 7,540 -12,592 -2,896 -0.05 
2015 3,865 -6,455 -1,485 -0.02 
Total  30,877 -51,565 -11,590 -0.04 

Average  6,175.4 -10,313 -2,372 -0.04 
Notes: To get the domestic output multiplier effect, the value of smuggled palm oil was multiplied by the 
domestic output multiplier of the palm oil industry (1.67). To measure the household multiplier effect, the 
domestic output multiplier effect was multiplied by the household income multiplier of the palm oil industry 
(0.23).Both domestic output and household income multiplier effects were rounded off. The decrease in 
total household (family) income was calculated by dividing the household income multiplier effect by the 
actual value of total household (family) income for the year. Data for total household (family) income were 
taken from the 2012 and 2015 Family Income and Expenditure Survey published by the Philippine Statistics 
Authority. Total household (family) income for 2011 and 2013 were based on the official total household 
(family) income for 2012, while total household (family) income for 2014 was based on the official total 
household (family) income for 2015. 
 
The employment multiplier effects of palm oil smuggling from 2011 to 2015 are shown in 
Table 10.3 The smuggling of palm oil into the country increased the number of 
unemployed persons by about 16,884 in 2011. The negative effect on employment, 
however, followed a decreasing trend from 2012 to 2013 since the value of smuggled 
palm oil went down from 2012 to 2013. In 2014, the smuggling of palm oil displaced about 
10,199 workers. The increase in number of displaced workers due to palm oil smuggling 
fell to about 5,120 in 2015. 
 
The estimated total number of displaced workers due to palm oil smuggling from 2011 to 
2015 is about 45,611.  This represents a 0.35 percent increase in the total number of 
unemployed persons from 2011 to 2015. Meanwhile, the average number of displaced 
workers due to palm oil smuggling from 2011 to 2015 is approximately 9,123.  Hence, 
palm oil smuggling raised unemployment by an average of 0.35 percent from 2011 to 
2015. Conversely, the total number of jobs would have increased on average by about 
0.35 percent from 2011 to 2015 without smuggling of palm oil.  
 
 
 
 
 
 
  

                                                           
3The employment multiplier effect can either be interpreted as the increase in the number of unemployed 
persons as shown in Table 10 or the additional jobs that could have been created without smuggling 
(increase in the number of employed persons). 
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Table 10. Mult iplier Effect of Palm Oil Smuggling on Employment : 2011-2015 

Year 
Household 

Income Multiplier 
Effect (PhP M) 

Annual Average 
Compensation of 
Employees (PhP)  

Employment 
Multiplier Effect 

(number of 
persons)  

Increase in 
Total 

Unemployment  
(%) 

2011 -4,197 248,571 -16,884 0.64 
2012 -2,035 228,156 -8,921 0.32 
2013 -1,247 277,795 -4,490 0.17 
2014 -2,896 283,977 -10,199 0.41 
2015 -1,485 287,953 -5,120 0.20 
Total  -11,590  -45,612 0.35 

Average  -2,372  -9,123 0.35 
Notes: The household multiplier effect was taken from Table 9. To get the employment multiplier effect, the 
household income multiplier effect was divided by the annual average compensation of employees. Data 
for the annual average compensation of employees were taken from the Annual Survey of Philippine 
Business and Industry. The employment multiplier effect was rounded off. The increase in total 
unemployment was calculated by dividing the employment multiplier effect by the total number of 
unemployed persons for every year.  Data for the total number of unemployed persons were taken from the 
Labor Force Survey published by the Philippine Statistics Authority. Instead of interpreting the employment 
multiplier effect as the increase in total number of unemployed persons, the employment multiplier effect 
can also be interpreted as the additional jobs that could have been created without smuggling.  
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Figure 11. ECONOMIC IMPACT & MULTIPLIER EFFECTS  
OF PALM OIL SMUGGLING  
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III. CONCLUSION 
 

Smuggling of palm oil in its different forms is affecting the local producers �± both the palm 
oil and vegetable oils industry in general.   
 
An analysis of the total difference estimated at five-year intervals between 2001 and 2015 
revealed that the total difference was accelerating from the initial study years to the more 
recent years. Note that from 2001-2005, the total difference was PhP 923M, then PhP 9.3 
B during 2006-2010, and finally PhP 30.9 B from 2011-2015, a significant increase over 
the years. This would be a total difference of PhP 41.1 B over the 15-year period.   
 
A review of the value of difference over the 15-year period revealed that the biggest 
country difference in most of the years was with Malaysia. This difference reached 
US$538 M in 2011, US$356 M in 2014 and US$334 M in 2015.  
 
It is further noted that the total export of palm oil products (HS 1511 and 1518) from 
Malaysia and Indonesia was about 800,000 tons while Philippine official imports from 
these countries were about 530,000 tons in 2015. It appears that an estimated 400,000 
tons was reclassified as HS 1518 to avoid the 12 percent VAT. Palm oil for animal feeds 
is VAT-free but it is unlikely that such large volume was used for animal feeds.   
 
The estimated VAT losses to the government over the five-year period will total PhP3.7B. 
 
Smuggling stirs up negative multiplier effects on gross domestic product, household 
income, and employment. Palm oil smuggling from 2011 to 2015 slashed gross domestic 
product by 0.08 percent, cut household income by 0.04 percent, and lowered employment 
by 0.35 percent. 
 
The Way Forward  
 
The palm oil and vegetable oils industry is a key element in the food sufficiency 
development program of the current administration. The President of the Republic has 
expressed his desire and support towards the palm oil industry which is suitable to his 
native Mindanao after his visit to Malaysia. This expression plus pronouncement against 
smuggling and corruption should give high hopes to industry stakeholders. This is also 
coupled with the presence of dynamic, progressive and vigilant industries associations 
like the Federation of Philippine Industries (FPI) and PPDCI.   
 
There is much to be done to address the entry of cheap illegal imports while at the same 
time expanding the capacity of the local palm oil industry to capture the growing demand 
for vegetable oils. As estimated from the palm oil roadmap, the local palm oil industry 
manufactures only about 10-15 percent of the requirement as bulk are supplied by 
imports. The local palm oil industry has a capacity to produce only 1.4 million tons a year 
if fully utilized. This is hampered by the severe shortage of raw materials for processing.  
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The country still imports a lot of its palm oil requirement which can grow to one million 
tons if nothing is done.  
 
There are existing policies, plans and programs for industry development and measures 
to address smuggling. There is an existing Philippine Palm Oil Industry Roadmap. The 
roadmap contains the necessary steps towards expansion of oil palm production to 
provide fresh fruit bunch (FFB) as raw material input to a progressive oil processing 
industry development. However, a few expansion plans of industry players and investors 
have been facing opposition due to environmental concerns.   
 
There is also R.A. 10863 known as the Customs Modernization and Tariff Act (CMTA) 
approved last May 2016 with provisions on offenses and penalties for misdeclaration, 
misclassification, undervaluation, unlawful importation or exportation, discrepancy 
between actual and declared weight of manifested goods, failure to pay duties, taxes and 
other charges, and other offenses with corresponding penalties. The CMTA also include 
a chapter on penalties imposed upon the Bureau of Customs employees.  
 
The PPDCI and other oil producers are fighting against rampant smuggling. They are 
bringing the rampant technical smuggling of vegetable palm oil from Malaysia to the 
attention of the Bureau of Customs and Department of Agriculture. The strict 
implementation of the new CMTA and other government issuances is an important 
deterrent. PPDCI is also suggesting that shipping companies give their inward foreign 
manifests (IFM) to the Bureau of Customs before palm oil shipments arrive in the country. 
The IFM lists all goods loaded on a ship destined for a particular port.  
 
It would like to emphasize also that the PPDCI is one with the government in its campaign 
to attain food security with a level playing field. 
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Annex 1 . HS Code 1511: Palm oil and its fractions, whether or not refined (excluding chemically modified)  
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Annex 2 . HS Code 1511: Palm oil and its fractions, whether or not refined (excluding chemically modified)  
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Annex 3 . HS Code 1518: Animal or vegetable fats and oils and their fractions, boiled, oxid ised, dehydrated, sulphurised,  
  

  



24 

 

Annex 4 . HS Code 1518: Animal or vegetable fats and oils and their fractions, boiled, oxid ised, dehydrated, sulphurised,  
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Executive Summary 
 

 
The Philippines is more of an automotive battery exporter than importer. This may be 
attributed to the strong presence of highly capable local players such as Motolite and 
Outlast.  In 2015, exports were at $137.2M as against imports of $25.1M. 
 
The industry is dominated by Motolite, which has majority control of the Philippine market.  
 
Relative to illicit trade of battery (HS 850710), the value was derived by tracking Philippine 
imports from key country sources (comprising at least 80 percent of value) as against 
�H�[�S�R�U�W�V���R�I���W�K�H���V�D�L�G���F�R�X�Q�W�U�L�H�V���W�R���W�K�H���3�K�L�O�L�S�S�L�Q�H�V�����7�K�H���G�L�I�I�H�U�H�Q�F�H���L�V���U�H�J�D�U�G�H�G���D�V���³�V�P�X�J�J�O�H�G�´��
or illicit.  The key suppliers in 2015 were Indonesia, Thailand, Vietnam, China, South 
Korea, Singapore and India.   
 
The estimated value of illicit trade was volatile from 2001-2015.  From PhP 50.4M in 2001, 
the amount peaked to PhP 293.2M in 2009 and PhP 261.5 in 2013. In 2015, smuggling 
was back to just about PhP 50.5M, similar to the level in 2001. On average, some PhP 
153M worth of battery is smuggled per year over the past 15 years.    
 
From 2011-2015, some PhP 753.8M worth of batteries were smuggled into the country.  
The total VAT losses due to battery smuggling during the same period were estimated at 
PhP 90.5M, or PhP 18.1M yearly. 
 
Smuggling impacts on the economy and has multiplier effects on household income and 
employment.  
 
The smuggling of battery into the country clipped domestic output of all industries by about 
PhP 1.5B from 2011 to 2015.  Consequently, GDP fell by about PhP 1.2B or 0.002 percent 
during the same period.  This suggests that GDP from 2011 to 2015 would have increased 
by an additional 0.002 percent without battery smuggling. 
 
Total household income also dropped by about PhP 356M or 0.001 percent from 2011-
2015. Smuggling also resulted to lost job opportunities estimated at 1,374. This 
represents a 0.01 percent increase in lost job opportunities during the period. 
 
While local players have strong control of the market, there is no room for complacency.  
There is need to address the smuggling problem before it gets any worse. Concerned 
groups and agencies must remain vigilant. Stricter enforcement of Customs regulations, 
proper monitoring, and coordination and cooperation between the industry players and 
the government are necessary.   
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Multi -Industry Illicit Trade Research  Study  
THE CASE OF AUTOMOTIVE BATTERY 

 
The focus is automotive battery, particularly lead acid type. The product falls under HS 
850710, described as lead acid accumulators of a kind used for starting piston engine 
"starter batteries" (excluding spent).   
 
I.  Industry Situationer  
 
Industry Performance  
 
Production .  There is a dearth of data on battery production in the country.  
Nonetheless, local production is said to be more than domestic requirements.  Some 
volume finds their way into the export market.  Small quantities of imports likewise enter 
the local market. 
 
One of the biggest brands is Motolite made by Philippine Batteries, Inc. (PBI). PBI is 
one of the largest manufacturers, exporters and distributors of automotive, motorcycle, 
and industrial battery products and solutions in the Asia-Pacific Region.  Motolite 
comprises majority of the Philippine market. 
 
Trade 
 
The Philippines is more of a lead acid battery exporter than importer.  This may be 
attributed to the strong presence of highly capable local players such as Motolite and 
Outlast.  In 2015, exports were at US$137.2 M as against imports of US$25.1 M. 
 
Imports .  Imports of lead acid batteries reached 8,700 tons valued at US$25.1 M in 
2015.  Imports grew by 14.9 percent per year on volume and 25.6 percent per year on 
value from 4,700 tons worth US$5.9 M in 2001.   
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Figure 1.  Volume and Value of Batter y Imports  (HS 850710), 2001-2015 

 
Note: UN Trademap data use tonnage instead of pieces. 
Source of basic data:  UN Trade Map 
 
In 2015, Indonesia was the leading source of imports with 2,500 tons valued at US$6.6 
M, equivalent to 28 percent of volume and 26 percent of value of total imports. It was 
closely followed by Thailand with 1,800 tons worth US$6.3 M, or 21 percent and 25 
percent equivalent shares on volume and value, respectively.  Other suppliers were 
Vietnam, China, South Korea, Singapore and India.  
 
Figure 2.  Key Sources of Battery Imports  (HS 850710), 2015  

Source of basic data:  UN Trade Map 

 
Volume: 8,700 tons  

 
 

 
Value: US$25.1M 
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Exports .  Exports amounted to 33,000 tons worth US$137.2 M in 2015, up by 9.1 
percent per year on volume and 18.4 percent per year on value from 12,900 tons worth 
US$14.7 M in 2001.   

Figure 3.  Volume and Value of B attery Exports  (HS 850710), 2001-2015  

 
Source of basic data:  UN Trade Map 
 
The leading export market in 2015 was Australia with 15,800 tons worth US$16.8 M, 
accounting for 48 percent share on volume and 44 percent share on value.  The next 
biggest was Malaysia with 8,100 tons worth US$49 M, equivalent to 25 percent and 36 
percent of volume and value, respectively.  Other destinations were the USA, New 
Zealand, and Singapore.   
 
Figure 4.  Key Markets  of Batter y Exports  (HS 850710), 2015  

 
Volume: 33,000 ton s 

 

 
Value: US$137.2M 

 
Source of basic data:  UN Trade Map 
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Tariffs  
 
The tariff rate on lead acid battery is at 15 percent under the Most-favored nation (MFN) 
status.  Tariff is zero under the ASEAN Trade in Goods Agreement (ATIGA).  
 
Table 1.  Tariff rates on lead acid batter ies (HS 850710), 2012-2015 

HS Code Description  
MFN Tariff Rate (percent)  ATIGA 
2012-2013 2014-2015 

85.07 Electric accumulators, including 
separators therefor, whether or not 
rectangular (including square) 

   

8507.10 Lead acid, of a kind used for 
starting piston engines: 

   

8507.10.10 - - Of a kind used for aircraft 15 15 0 
 - - - 6 V or 12 V, with a discharge 

capacity not exceeding 200 Ah: 
   

8507.10.92 - - - - Of a height (excluding 
terminals and handles) not 
exceeding 13 cm 

15 15 0 

8507.10.93 - - - - Other 15 15 0 
8507.10.94 - - - - Of a height (excluding 

terminals and handles) not 
exceeding 13 cm 

15 15 0 

8507.10.99 - - - - Other 15 15 0 
Source:  Philippine Tariff Commission 

Market Demand  
 
Demand Drivers .  Batteries are used in automotives and motorcycles.  Automotive 
applications include cars, SUVs, taxis, jeepneys, trucks, vans and buses.  Batteries are 
also used to run tractors, fishing boats and lighthouses.  
 
Other battery applications are in jet skis, forklifts, and boats. 
 
Demand is mainly driven by replacement batteries.  Demand also comes from built units 
with original equipment batteries such as cars and other motor vehicles. 
 
The rapid growth in automotive sales augurs well for battery sales. The effect on battery 
sales though will be felt, say, two to three years after when the original batteries would 
have to be replaced already.  In 2016, the automotive industry registered a 24.6 percent 
growth in sales to 359,572 units, according to a report issued by the Chamber of 
Automotive Manufacturers of the Philippines, Inc. (CAMPI) and the Truck Manufacturers 
Association (TMA) (http://www.campiauto.org).   
 
Motor vehicle registrations under the Land Transportation Office (LTO) are also 
indicative of the demand for batteries. In 2015, some 8.7M motor vehicles �± cars, UV, 
SUV, trucks, buses, MC, non-conventional and trailers - were registered with LTO. Of 
the total, about 6.9M are renewals and 1.8M are new registrations.  
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Market Structure and Performance .  There are basically two main players in the 
market. While they have strong control, they have to compete with ASEAN players as 
the tariff is down to zero. 
 
Automotive batteries are usually sold in specialized stand-alone outlets. In the Visayas 
and Mindanao though, the more common are auto supply stores selling batteries and 
other auto parts.   
 
For motorcycles, the outlets usually sell also motorcycle parts.  
 
Indicative retail prices for automotive batteries are at PhP 3,000-5,000 for maintenance-
free and PhP 2,000-2,500 for low-maintenance batteries.  The life span varies from one 
to three years.   
 
For motorcycles, indicative retail prices of batteries are at PhP 500-1,500.  The typical 
life span is 8-12 months.  
 
Lead acid is more affordable than lithium batteries.   Lithium is being used in golf carts 
and electric vehicles, as well as in gadgets like cellphones and laptops.  
 
Local batteries are considered competitive with imports in terms of quality and price. 
Local demand is estimated at 2.1 M lead acid batteries annually (http://www.ilmc.org).  
 
Market Prospects .  There are bright prospects ahead.  Lead acid batteries will remain 
in demand as they are a basic requirement for the transport industry. 
 
Battery demand is a derived demand of vehicles.  Demand for transport is responsive to 
income. 
 
Replacement and original equipment batteries will be the main demand drivers.  Growth 
will also be influenced by the expansion of the motor vehicle industry.  
 
Key Players .  The dominant industry player is Motolite, followed by Outlast. There are 
also several other imported brands in the market like Optima, Amaron and Incoe, 
among others.  
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Table 2.  Key Players in the Automotive Battery Industry  

Company  Brand/s  
Oriental and Motolite Marketing Corporation  Oriental, Motolite   
Standard Manufacturing Co., Inc. Outlast 
  
Allen Specialty Products Co.  Optima 
Amaron Battery �± Philippines Amaron  
Imarflex Battery Manufacturing Corporation D-Zel King 
Incoe Battery �± Philippines Incoe (Indonesia) 
Mass V Group, Inc. Mega Force, EXG, Primera Reloaded,  

Superking  (Indonesia) 
Mercury Battery Industrial Inc.  Dyna Power, Dyna Force 
Panasonic Car Battery Philippines Panasonic 
Yuasa Battery (Philippines) Incorporated Yuasa (Malaysia) 
 
Other brands in the market are GS and Quantum.   
 
The local distributors include Pollux Distributors, Inc. (for Amaron, and Incoe) and TPL 
Industrial Sales Corporation (for Panasonic, GS and Quantum). 
 
II. Dimensions  of Smuggling  
 
Smuggling poses a challenge to the industry.  The threat, though, may not be as big as 
in other industries due to the highly competitive position of local players.  Nonetheless, 
there is no room for complacency.     
 
The following section analyzes the smuggling issue not just in terms of quantity, price 
and valuation aspects but also in terms of economic impact and multiplier effects.   
 
Estimated value of smuggling   
 
The value of smuggled battery (HS 850710) was derived by tracking Philippine imports 
from key country sources (comprising at least 80 percent of value) as against exports of 
�W�K�H���V�D�L�G���F�R�X�Q�W�U�L�H�V���W�R���W�K�H���3�K�L�O�L�S�S�L�Q�H�V�����7�K�H���G�L�I�I�H�U�H�Q�F�H���L�V���U�H�J�D�U�G�H�G���D�V���³�V�P�X�J�J�O�H�G�´���R�U���L�O�O�L�F�L�W�� 
  
The estimated value of illicit trade was volatile from 2001-2015.  From PhP 50.4 M in 
2001, the amount peaked to PhP 293.2 M in 2009 and PhP 261.5 M in 2013.   In 2015, 
smuggling was back to just about PhP 50.5 M, similar to the level in 2001.  On average, 
some PhP 153 M of battery is smuggled per year over the past 15 years.    
 
Considering five-year intervals, the amount smuggled totaled PhP 655.3M during 2001-
2005, PhP 886.3 M during 2006-2010, and PhP 753.8 M during 2011-2015.   
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Figure 5 .  Estimated Value of Battery Smuggling (HS 850710), 2001-2015     

 
Please refer to Annex for details 
Source of basic data:  UN Trademap 
 
The key suppliers of lead acid battery in 2015 were Indonesia, Thailand, Vietnam, 
China, South Korea, Singapore and India.   
 
Undervaluation was noted for imports from South Korea, Indonesia, Thailand, China 
and India, in that order. Export quantities of Thailand, China and Singapore to the 
Philippines were expressed in number of units during the year, which did not make it 
possible to determine quantity differences.  
 
For the other countries, e.g., South Korea, India and Indonesia, quantity differences 
were noted although not that substantial. 
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Table  3. Philippine Imports as against Exports to the  Philippines of Lead acid  
batter ies  (HS 850710) 

Country  

IMPORTS OF 
PHILIPPINES 

EXPORTS OF 
PARTNER COUNTRIES 

DIFFERENCE 

Qty  Price Value Qty  Price Value Qty Price Value 

(ton) 
(US$/k
g, cif) 

(US$
M cif) 

(ton) 
(US$
/kg, 
fob) 

(US$M 
fob) 

(ton) 
(US$/k

g) 
(US$M

) 

(1) (2) (3) (4) (5) (6) (1)-(4) (2)-(5) (3)-(6) 
Indonesia 2,456 2.68 6,573 2,493 3.08 7,681 (37) (0.40) (1,108) 
Thailand 1,800 3.50 6,306 348,530*  7,267   (961) 
Viet Nam 1,413 3.07 4,339 97 2.58 250 1,316 0.49 4,089 
China 997 2.38 2,374 312,165*  2,747   (373) 
Korea, Republic 856 1.66 1,423 1,158 2.41 2,791 (302) (0.75) (1,368) 
Singapore 352 4.00 1,409 2,604*  242   1,167 
India 527 2.59 1,367 663 2.57 1,704 (136) 0.02 (337) 
Total Above 8,401 2.83 23,791   22,682   1,109 
Others 291 4.62 1,345       
World 8,692 2.89 25,136       
* quantity in units, not in tons 
Source of basic data:  UN Trademap 
 
Estimated VAT Losses  
 
Tariffs are already zero under ATIGA, ASEAN-China and ASEAN-Korea.  But imports 
are levied a VAT of 12 percent.  Thus, there are VAT losses due to smuggling.   
 
From 2011-2015, the total VAT losses due to battery smuggling were estimated at PhP 
90.5 M, or PhP 18.1 M yearly. 
 
Table 4. Estimated VAT losses fro m Battery Smuggling (HS 850710), 2011-2015  

(PhP M) 

Year 
Estimated Amount  Estimated VAT  

Smuggled  Losses  
2011 184.5 22.1 
2012 167.6 20.1 
2013 261.5 31.4 
2014 89.8 10.8 
2015 50.5 6.1 

   2011-2015 753.8 90.5 
Annual Ave 150.8 18.1 
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Economic Impact  and Multiplier Effects of Battery Smuggling  

 
Multiplier Effect on Domestic Output and GDP 
 
The domestic output multiplier of the battery industry is 1.97. This means that one peso 
worth of smuggled battery trims total domestic output by PhP 1.97. The value-added 
multiplier of the battery industry is 0.80. Hence, one peso worth of smuggled battery 
decreases total value-added by about 0.80 centavos.   
 
The multiplier effects of battery smuggling on domestic output and GDP from 2011 to 
2015 are shown in Table 5.1 The value of smuggled battery went down in 2012 but 
increased in 2013. It fell in 2014 and 2015.  The negative domestic output multiplier 
effect of battery smuggling followed similar trends. The decrease in total domestic 
output of all industries in the economy due to battery smuggling rose from about PhP 
362 M in 2011 to around PhP 514 M in 2014. The negative domestic output multiplier 
effect of battery smuggling, however, fell to about PhP 177 M in 2014 and PhP 98 M in 
2015.     
 
The destructive effect of battery smuggling on value-added rose from PhP 290 M in 
2011 to around PhP 412 M in 2013. Consequently, battery smuggling cut GDP by 0.003 
percent in 2011 and by 0.004 percent in 2013.2 As shown in Table 5, the negative 
value-added multiplier effect of battery smuggling decreased to about PhP 142 M in 
2014 and PhP 79 M in 2015. Accordingly, the negative effect of battery smuggling pared 
GDP by 0.001 percent in 2014 and 2015.    
 
The smuggling of battery into the country from 2011 to 2015 clipped domestic output of 
all industries by about PhP 1.5B.  Consequently, GDP fell by about PhP 1.2 B or 0.002 
percent from 2011 to 2015.  This suggests that GDP from 2011 to 2015 would have 
increased by an additional 0.002 percent without battery smuggling. 
 
The negative average domestic output multiplier effect of battery smuggling from 2011 
to 2015 is about PhP 297 M. Meanwhile, the average negative value-added multiplier 
effect of battery smuggling for the same period is approximately PhP 238 M. Hence, 
battery smuggling slashed GDP by an average of 0.002 percent from 2011 to 2015. 
Conversely, GDP from 2011 to 2015 would have grown on average by an additional 
0.002 percent without battery smuggling.   
 

                                                           
1 Domestic output refers to the total output of industries for intermediate and final consumption, while 
gross domestic product refers to the total value-added of industries. 
2 The decline in GDP is based on the value-added effect. 
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Table  5. Multiplier Effects of Battery Smuggling on Domestic Ou tput and GDP: 
2011-2015 

Year 
Value of 

Smuggled Battery 
(in PhP M) 

Domestic Output 
Multiplier Effect  

(in PhP M) 

Value-added 
Multiplier Effect  

(in PhP M) 

Decrease in 
GDP 

(in percent)  
2011 184          (362)          (290) -0.003 
2012 168          (331)          (265) -0.002 
2013 261          (514)          (412) -0.004 
2014 91          (177)          (142) -0.001 
2015 50            (99)            (79) -0.001 
Total  753       (1,483)       (1,188) -0.002 

Average  151          (297)          (238) -0.002 
Notes: To get the domestic output multiplier effect, the value of smuggled battery was multiplied by the 
domestic output multiplier of the battery industry (1.97). To measure the value-added multiplier effect, the 
domestic output multiplier effect was multiplied by the value-added multiplier of the battery industry 
(0.8008).  Both domestic output and value-added multiplier effects were rounded off. The decrease in 
GDP was calculated by dividing the value-added multiplier effect by the actual value of GDP for the year. 
Data for GDP were taken from the National Accounts of the Philippines published by the Philippine 
Statistics Authority. 
 
Multiplier Effects on Household Income and Employment  
 
The household income multiplier of the battery industry is 0.24. This means that one 
peso worth of smuggled battery trims total household income by 0.24 centavos. The 
household income multiplier effects of smuggling battery into the country from 2011 to 
2015 are shown in Table 6.  
 
Since the value of smuggled battery decreased in 2012, increased in 2013, and 
decreased again in 2014 and 2015, the negative household income multiplier effect of 
smuggling battery into the county followed the same trends.  The negative total 
household income multiplier effect of smuggling battery increased from about PhP 87 M 
in 2011 to around PhP 123 M in 2013.  The negative effect of battery smuggling on total 
household income, however, decreased to about PhP 43 M in 2014 and PhP 24 M in 
2015.   
 
The smuggling of battery into the country from 2011 to 2015 lowered total household 
income by about PhP 356 M or 0.001 percent. Hence, total household income from 
2011 to 2015 would have increased by an additional 0.001 percent without the 
smuggling of battery into the country. 
 
The average negative household income multiplier effect of battery smuggling from 
2011 to 2015 is about PhP 71 M. Battery smuggling cut total household income by an 
average of 0.001 percent from 2011 to 2015. Hence, total household income from 2011 
to 2015 would have grown on average by an additional 0.001 percent without the 
smuggling of battery. 
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Table 6.  Multiplier Effect of Battery Smuggling on Household Income: 2011 -2015 

Year 
Value of 

Smuggled Battery 
(in PhP M) 

Domestic Output 
Multiplier Effect  

(in PhP M) 

Household 
Incom e Multiplier 
Effect (in PhP M) 

Decrease in 
Total Household 

Income  
(in percent)  

2011 184          (362)            (87) -0.002 
2012 168          (331)            (79) -0.002 
2013 261          (514)          (123) -0.003 
2014 91          (177)            (43) -0.0007 
2015 50            (99)            (24) -0.0004 
Total  753       (1,483)          (356) -0.001 

Average  151          (297)            (71) -0.001 
Notes: To measure the domestic output multiplier effect, the value of smuggled battery was multiplied by 
the domestic output multiplier of the battery industry (1.97). To measure the household multiplier effect, 
the domestic output multiplier effect was multiplied by the household income multiplier of the battery 
industry (0.24). Both domestic output and household income multiplier effects were rounded off. The 
decrease in total household (family) income was calculated by dividing the household income multiplier 
effect by the actual value of total household (family) income for the year. Data for total household (family) 
income were taken from the 2012 and 2015 Family Income and Expenditure Survey published by the 
Philippine Statistics Authority. Total household (family) income for 2011 and 2013 were based on the 
official total household (family) income for 2012, while total household (family) income for 2014 was 
based on the official total household (family) income for 2015. 
 
The employment multiplier effects of battery smuggling from 2011 to 2015 are shown in 
Table 7.3 The smuggling of battery into the country led to some 350 job opportunities 
lost in 2011. The negative employment multiplier effect of battery smuggling went down 
to 349 job opportunities lost in 2012, but rose to about 445 in 2013.  The negative 
employment multiplier effect of battery smuggling weakened in 2014 (150) and 2015 
(82).       
 
The estimated job opportunities lost due to battery smuggling from 2011 to 2015 is 
about 1,374.  This represents a 0.01 percent increase in job opportunities lost from 
2011 to 2015. Meanwhile, the average number of job opportunities lost due to battery 
smuggling from 2011 to 2015 is approximately 275.  Hence, battery smuggling raised 
unemployment by an average of 0.01 percent from 2011 to 2015. Conversely, the total 
number of jobs would have increased on average by about 0.01 percent from 2011 to 
2015 without battery smuggling.  
 
 

 

 

 

                                                           
3 The employment multiplier effect can either be interpreted as the increase in the number of unemployed 
persons as shown in Table 7 or the additional jobs that could have been created without smuggling 
(increase in the number of employed persons). 
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Table 7.  Multiplier Effect of Battery Smuggling on Employment: 2011 -2015 

Year 

Household 
Income Multiplier 

Effect  
(in PhP M) 

Annual Average 
Compensation of 

Employees  
(in PhP) 

Employment 
Multiplier Effect 

(number of 
persons)  

Increase in 
Total 

Unemployment  
(in percent)  

2011                 (87)       248,571           (350) -0.01 
2012                 (79)       228,156           (349) -0.01 
2013               (123)       277,795           (445) -0.02 
2014                 (43)       283,977           (150) -0.006 
2015                 (24)       287,953             (82) -0.003 
Total                (356)         (1,374) -0.01 

Average                  (71)            (275) -0.01 
Notes: The household multiplier effect was taken from Table 6. To get the employment multiplier effect, 
the household income multiplier effect was divided by the annual average compensation of employees. 
Data for the annual average compensation of employees were taken from the Annual Survey of Philippine 
Business and Industry. The employment multiplier effect was rounded off. The increase in total 
unemployment was calculated by dividing the employment multiplier effect by the total number of 
unemployed persons for every year.  Data for the total number of unemployed persons were taken from 
the Labor Force Survey published by the Philippine Statistics Authority. Instead of interpreting the 
employment multiplier effect as the increase in total number of unemployed persons the employment 
multiplier effect can also be interpreted as the additional jobs that could have been created without 
smuggling. 



13 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 
 

Figure 2.6. ECONOMIC IMPACT AND MULTIPLIER 
EFFECTS OF BATTERY SMUGGLING (HS 850710)  

2011-2015 
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III. Conclusion s and Recommendations   
 
The Philippines is more of a lead acid battery exporter than importer. This may be 
attributed to the strong presence of highly capable local players such as Motolite and 
Outlast.  In 2015, exports were at US$137.2M as against imports of US$25.1M. 
 
The industry is dominated by Motolite, which has majority control of the Philippine 
market.  
 
Relative to illicit trade of battery (HS 850710), the value was derived by tracking 
Philippine imports from key country sources (comprising at least 80 percent of value) as 
against exports of the said countries to the Philippines. The difference is regarded as 
�³�V�P�X�J�J�O�H�G�´�� �R�U�� �L�O�O�L�F�L�W��  The key suppliers in 2015 were Indonesia, Thailand, Vietnam, 
China, South Korea, Singapore and India.   
  
The estimated value of illicit trade was volatile from 2001-2015.  From PhP 50.4M in 
2001, the amount peaked to PhP 293.2 M in 2009 and PhP 261.5 M in 2013. In 2015, 
smuggling was back to just about PhP 50.5 M, similar to the level in 2001. On average, 
some PhP 153 M of battery is smuggled per year over the past 15 years.    
 
From 2011-2015, some PhP 753.8 M worth of battery was smuggled into the country.  
The total VAT losses due to battery smuggling during the same period were estimated 
at PhP90.5 M. 
 
Smuggling impacts on the economy and has multiplier effects on household income and 
employment. From 2011-2015, battery smuggling dropped GDP by 0.002 percent, 
cropped household income by 0.001 percent, and lowered employment by 0.01 percent.  
 
Battery smuggling clipped domestic output of all industries by about PhP 1.5 B from 
2011 to 2015. Consequently, GDP fell by about PhP 1.2 B or 0.002 percent during the 
period.  This suggests that GDP from 2011 to 2015 would have increased by an 
additional 0.002 percent without battery smuggling. 
 
Battery smuggling lowered total household income by about PhP 356 M or 0.001 
percent. This means total household income from 2011 to 2015 would have increased 
by an additional 0.001 percent without smuggling. 
 
The job opportunities lost due to battery smuggling from 2011 to 2015 is about 1,374.  
This represents a 0.01 percent increase in job opportunities lost during the period. 

Smuggling poses a challenge to the industry.  The threat, though, may not be as big as 
in other industries due to the highly competitive position of local players.  But while local 
players have strong control of the market, there is no room for complacency.  There is 
need to address the smuggling problem before it gets any worse.  Concerned groups 
and agencies must remain vigilant. Stricter enforcement of Customs regulations, proper 
monitoring, and coordination and cooperation between the industry players and the 
government are necessary.   
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Annex 1.  Philippine Imports vs . Country Exports to the Philippines of Lead acid batteries (HS 850710), 2001 -2016 

 



 

Annex 2.  Value of Difference of Philippine Imports vs. Top Country Exports for 
Lead-acid batteries (HS 850710), 2001 -2015 
 

        

Year 
Difference  Forex  TOTAL 

(USUS$ '000) (PhP/US$) (PhP M) 
2001 (988) 50.99 50.4 
2002 (2,290) 51.6 118.2 
2003 (3,552) 54.2 192.5 
2004 (2,659) 56.04 149.0 
2005 (2,637) 55.09 145.3 
2006 (2,504) 51.31 128.5 
2007 (2,213) 46.15 102.1 
2008 (3,671) 44.47 163.2 
2009 (6,154) 47.64 293.2 
2010 (4,417) 45.11 199.3 
2011 (4,259) 43.31 184.5 
2012 (3,968) 42.23 167.6 
2013 (6,160) 42.45 261.5 
2014 (2,023) 44.4 89.8 
2015 1,109 45.5 50.5 

    
2001-2005 (12,126) 

 
655.3 

2005-2010 (18,959) 
 

886.3 
2011-2015 (15,301) 

 
753.8 

Annual Ave 
   

(2001-2015) (3,092) 
 

153 
Source of basic data:  UN Trademap   

 

 

 

 

 

 

 

 

 

 

 


