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Key Policy Messages

e Maintain low and predictable tariffs on intermediate inputs to support

participation in global value chains.

e Prioritize logistics and trade facilitation reforms to reduce costs and improve

export competitiveness.

e Diversify export markets to reduce vulnerability to external demand shocks.

e Implement coordinated reforms across tariff policy, logistics, and trade risk
management to strengthen competitiveness and resilience

Executive Summary

The Philippines’ growth model depends on trade
openness but faces three key constraints: tariff
policy, logistics inefficiencies, and global trade
uncertainty 2025; Aldaba, 2025;

UNCTAD, 2024).

(Castillo,

While low tariffs support

competitiveness by reducing input costs,

logistics bottlenecks and external shocks

increase trade costs and undermine these gains

(Castillo, 2025; World Bank, 2023).

This brief argues that sustaining

competitiveness and  resilience  requires

coordinated reforms across these areas.

Maintaining low and predictable tariffs,

improving logistics performance, and
diversifying export markets must be pursued
together to reduce trade costs and manage

external risks.

The Policy Problem

The  Philippines’ trade performance s
constrained by three distinct but interrelated
factors. First, tariff policy affects the cost of
imported intermediate inputs and firms’ ability
to participate in global value chains (Castillo,
2025; OECD, 2024). Second, |logistics
inefficiencies raise trade costs by increasing
delivery times, reducing reliability, and limiting
export competitiveness (World Bank, 2023).
Third, global trade uncertainty affects external
demand, investment flows, and market stability
(UNCTAD, 2024).

While these constraints operate through
different channels, they jointly shape trade
costs, competitiveness, and resilience.
Addressing them requires policy responses that
are analytically distinct but coordinated in

implementation.
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Policy Recommendations

and Supporting

Evidence
1. Maintain low and predictable tariffs

The electronics sector—accounting for the
majority  of

Philippine exports—relies on

imported intermediate inputs, making tariff
stability critical (OECD, 2024). Castillo (2025)
finds that tariff reductions support trade

openness by lowering input costs, while

evidence from OECD (2024) highlights the
importance of imported intermediate inputs for
firms’ participation in global value chains. These
underscore the

findings importance  of

maintaining low and predictable tariffs on

intermediate goods to support export
competitiveness and sustain participation in
global production networks.

Operational action: The Tariff Commission and
NEDA should establish a more systematic and
institutionalized review process for tariffs on
intermediate goods, prioritize zero or low tariffs
for key manufacturing inputs, and align tariff
policy with regional commitments to ensure

predictability for investors (Aldaba, 2025).

2. Reduce logistics and trade facilitation costs

While tariff reductions support trade openness
by lowering input costs (Castillo, 2025), their
benefits are often constrained by logistics

inefficiencies that increase trade costs.

Logistics performance therefore plays a central role

in determining overall trade competitiveness.

Figure 1 illustrates how tariffs and logistics costs
jointly shape total trade costs and export
competitiveness. Even with low tariffs, high
logistics costs can increase delivery times, raise
production and transport expenses, and reduce
firms’ ability to meet the requirements of global
value chains (World Bank, 2023). As a result, the
gains from tariff liberalization may be
significantly diminished when logistics systems

are inefficient.

Figure 1. Tariffs and Logistics as Determinants of Trade Costs and Competitiveness

\
/

Logistics Inefficiencies

Higher Trade Costs —> Lower Competitiveness

Note: Author’s illustration based on Castillo (2025), Philippine trade openness determinants revisited,
DLSU Research Congress 2025 and the World Bank (2023), Logistics Performance Index
(https://Ipi.worldbank.org/sites/default/files/2023-04/LPI 2023 report with layout.pdf)

Consistent with this mechanism, Figure 2 shows
that the Philippines lags regional peers in
logistics performance, reinforcing that logistics
is a binding constraint on trade competitiveness
(World Bank, 2023). This is particularly evident in
the agriculture sector, where exports of
perishable goods depend critically on timely and
reliable logistics. Delays in customs processing,

port congestion,
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and weak transport infrastructure increase
delivery times and costs, raising the risk of
spoilage and reducing competitiveness in

regional and global markets.

Figure 2. Logistics Performance Index (ASEAN

Comparison).
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Note: LPI index values for the Philippines, Thailand, Malaysia, and Singapore are based on data from the
World Bank (2023), Logistics Performance Index (https://lpi.worldbank.org/sites/default/files/2023-

04/LPI_2023 report_with_layout.pdf)

As emphasized by Aldaba (2025) and UNCTAD
(2024), such constraints can offset the benefits
of trade liberalization and limit a country’s
ability to expand exports and attract
investment. These findings underscore the need
to prioritize logistics and trade facilitation
reforms to reduce trade costs and improve

export competitiveness.

Operational action: The Bureau of Customs,

DOTr, and DICT should accelerate

the completion and integration of customs
digitalization, expand and fully operationalize
the National Single Window, and establish and
enforce time-bound cargo clearance targets
(e.g., 24-48 hours). Parallel investments in port
capacity and inter-island transport connectivity
should be prioritized to reduce congestion and
delays.

3. Diversify export markets to reduce
vulnerability to external shocks

Philippine exports remain concentrated in a
limited number of markets, increasing exposure
to external demand fluctuations and policy
shifts (UNCTAD, 2024). Castillo (2025) highlights
the importance of external demand conditions
in shaping trade outcomes. These findings
highlight the need to strengthen and expand
efforts to diversify export markets and enhance
resilience. Expanding into emerging markets and
deepening participation in regional and bilateral
trade initiatives can reduce dependence on
traditional partners and improve the stability of

export earnings.

Operational action: The Department of Trade
and Industry and its Export Marketing Bureau
should intensify and scale up market
diversification efforts by expanding trade

promotion programs,
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strengthening engagement in emerging markets
(e.g., India and the Middle East), and providing
targeted support for firms entering non-
traditional markets. This may include support for
compliance with sanitary and phytosanitary
standards, export certification, and access to
market intelligence to help firms identify and
penetrate new markets, in line with broader
approaches to

export development and

investment facilitation discussed in UNCTAD
(2024) and OECD (2024). Efforts to deepen
participation in regional and bilateral trade
initiatives should also be prioritized to facilitate

market access.

Synthesis of policy framework
Figure 3 presents an integrated framework
linking tariff policy, logistics performance, and
diversification to trade

market costs,

competitiveness, and resilience. While each
policy area addresses a distinct constraint, their
effects are mutually reinforcing. Tariff policy
shapes input costs, logistics performance
determines the efficiency of trade flows, and
market diversification reduces exposure to

external shocks.

Taken together, these factors jointly determine
overall trade costs and the Philippines’ ability to

compete in global markets.

This

framework underscores that isolated
reforms are insufficient; policy effectiveness
depends on coordinated implementation across
these areas to reduce trade costs, manage

external risks, and sustain competitiveness.

Figure 3. Policy Framework Linking Reforms to Competitiveness and Resilience

Tariff Policy ——— Lower Input Costs

\ Competitiveness
Trade-related

Logistics & Trade Facilitation Lower Trade & Logistics Costs —> Competitiveness
&
Resilience

Export Diversification — Reduced External Exposure
& Diversification of Trade

Note: Author’s conceptual framework linking policy reforms to trade costs, competitiveness, and resilience,
based on Castillo (2025), Philippine trade openness determinants revisited. DLSU Research Congress 2025
and UNCTAD (2024), World investment report 2024: Investment facilitation and digital government. United
Nations. (https://unctad.org/topic/investment/world-investment-report)

Conclusion

Sustaining trade openness requires coordinated
reforms across tariff policy, logistics, and trade
risk management. Evidence shows that while low
tariffs support competitiveness by reducing
input costs, their benefits are constrained when
logistics inefficiencies raise trade costs and

external demand conditions remain volatile.

Maintaining low and predictable tariffs,
improving logistics performance, and
diversifying export markets are therefore not
standalone priorities but complementary policy
actions that must be implemented together.

Their combined effect is to reduce trade costs,
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strengthen resilience to external shocks, and enhance the Philippines’ position in global value chains.
Without decisive and coordinated action on these fronts, the gains from trade openness will remain
limited, and the country risks falling behind regional peers in an increasingly uncertain global trade

environment.
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