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Abstract 
 

Rent-seeking behavior is defined as actions taken by households and firms to preserve 

positive profits. (Case, Fair, Oster, 2007) Rent seeking also refers to unproductive activity in the 

pursuit of economic profits that are profits in excess of productive earnings. The Philippines has 

rich natural resources that has to be explored, exploited and developed for nation building. The 

Fraser Report confirms the prospectivity of our mineral resources. The gold deposits are second to 

South Africa; it is number 1 in nickel laterite deposits, and the copper deposits are much sought 

after. Yet the contribution to GDP is miniscule at 1 % compared to a quarter percent about fifty 

years ago. There are many confluences that contributed to this situation. The lethargic reaction of 

the national government, the local government actions favoring the small scale miners amid the 

strong influence of anti-mining campaigns that are well funded by foreign entities. The Executive 

Order 79 promulgated four years ago virtually killed the mining industry amidst a strong and robust 

metal price regime. The cronies of the President Aquino were able to participate in mining and 

benefit from the world metal prices by resorting to rent seeking behavior. How pervasive is the 

rent seeking behavior and what steps are necessary to completely eliminate and cure it are 

discussed in detail in this paper, using as methodology Porter’s (1998) five forces; Kaplan and 

Norton’s (1996) Balance Score card; and road mapping by Farruckh, Phaal, and Probert (2003). 

Porter’s (1998) competitive analysis identifies five fundamental competitive forces that determine 

the relative attractiveness of industry new entrants, bargaining power of buyers and suppliers, 

substitute products and services and rivalry among existing competitors. The competitive analysis 

provided an insight into the relationships and dynamics of the mining industry that allowed an 

existing company or a new entrant the best defensible and most economically attractive position, 

in the light of rent seeking behavior and lobbying experienced by the mining companies. The 

Balanced Scorecard is an operational model developed by Kaplan and Norton (1996) as the best 

alternative for traditional performance measurement approaches that focus solely on financial 

indicators and based on the mining company’s past performance. The government decision to 

curtail mining was because of its negligible contribution to GDP while Balanced Scorecard 

allowed the mining company to internalize safety, health and environment to mitigate the 

externalities and market failures such as public goods and asymmetric information.  The research 

benefitted from the road mapping of Farrukh, Phaal, and Probert (2003) created a millennial 

common vision fit for this industry that is characterized by market failure, monopolistic 

competition and rent seeking behavior. The common vision had due regard to the environment, 

the stakeholders and the profit seeking mining company and a government that needs to justify its 

existence. 
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Introduction 

 

 The mining industry is often characterized as secretive and very laconic. It is several 

industry wide associations and very regional aggrupation often at different views and conflicting 

ideas on the how the industry should proceed. Mining as an industry is present during the pre-

Spanish colonial times as evidenced by the gold belts and sash displayed at the Banko Sentral ng 

Pilipinas (BSP) museum. Spain the former colonial master of the Philippines established the first 

copper mine in the world during the Roman times at Rio Tinto so it is only fitting for them to also 

look for and establish gold and copper projects in the Philippines. Cagayan de Oro means golden 

Cagayan while Mindoro is an abbreviation of Mina de Oro (gold mine). The Americans also 

increased the mining activity and with the Parity rights agreement, the mining companies that we 

know now that had survived the metal prices slump of the 1970s that lasted until late 1990s were 

previously American companies listed at the New York Stock Exchange. The list includes Atlas 

Consolidated Mining and Development Company, Lepanto Consolidated and Benguet 

Consolidated.  

 Rent seeking behavior is defined as the actions taken by households and firms to preserve 

positive profits (Case, Fair& Oster, 2009) This is part of market failures describing actions of 

monopolists, oligopolists, and firms under monopolistic competition that reduces consumer 

surplus and converts them into producers extraordinary profits. The traditional and classic example 

of rent-seeking behavior is the behavior of taxicab driver organizations in New York and other 

large cities like Hong Kong and Singapore. You need a license to operate a taxicab legally in New 

York and the city tightly controls the number of licenses available. If entry into the taxicab business 

were open then competition would hold down cab fares to the cost of operating cabs; however, 

cab drivers have become a powerful lobbying force and have muscled the city into restricting the 

number of licenses, citing the traffic situation and the need to control the number of cars on the 

road. Nonetheless this restriction keeps fares high and preserves monopoly profits. 

 Executive Order 79 virtually stopped mining in the Philippines when it was promulgated 

four years ago by the Aquino administration presumably to improve earnings of the government 

from mining and exploration. Since there is an existing mining law that was enacted in 1995, it 

would require another law to amend it and improve its tax collection. The EO 79 specifically said 

this and to suspend the approval of all permits except those that require extension and approval of 

claims of the mining companies. The EO 79 effectively favored existing mining operations to the 

detriment of new ones. This is therefore ripe for rent-seeking behavior. 

 

Methodology and Framework 

 

 Rent-seeking behavior in the mining industry can be evaluated, using three frameworks 

and methodology of Porter’s (1980) five forces and two factors, Kaplan and Norton (1996) 

balanced scorecard and Farrukh, Phaal and Robert (2003) road mapping linking technology with 

business planning. 

 Porter’s (1980) competitive analysis identifies five fundamental competitive forces that 

determines the relative attractiveness of an industry: new entrants, bargaining power of buyers, 

bargaining power of suppliers, substitute products or services and rivalry among existing 

competitors. Porter updated his model to include two factors of government and chance. 

Competitive analysis provides an insight into the relationships and dynamics of the industry and 

allows the mining industry to make strategic decisions regarding the best defendable and most 
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economically attractive position. It can be used to gain a better understanding of the industry 

context in which the business is operating and can be sued to evaluate a firm’s strategic position 

in the marketplace as it takes account of a broad range of competitors beyond the obvious and 

immediate. 

 

How to use it 

 

New entrants: 

 

1. Are there new entrants in the horizon?  

2. What are the entry barriers? Capital intensive? Labor intensive? 

3. What is the competition like against established brands? 

4. What is the price structure? Does it encourage customer loyalty? 

5. Do existing markets have cost advantage that are independent of the markets scale such as 

patents, proprietary know how, experienced workers, access to raw materials, capital 

assets? 

 

Substitutes 

 

1. How easily can the product be substituted with a different type of product? 

2. What is the technology horizon like? 

 

Buyers’ Bargaining power 

 

1. Does the product affect the buyer performance? The less the buyers’ performance is 

affected by the product, the more prices sensitive is the buyer. 

2.  Is the buyer composed of low profit buyers? Low profit buyers are tough negotiators. 

3. Is the product considered undifferentiated? Undifferentiated products make it easier to 

play suppliers off against each other. 

4. Is the product considered low switching cost? Low switching costs increase the power of 

buyers. 

5. Do you give volume discounts? 

 

Suppliers’ command of the industry. 

 

1. Are there substitute products? A few suppliers selling to relatively more buyers will be able 

to have a bigger say. The absence of substitutes increases suppliers’ power as buyers have 

little choice. 

2. Are there suppliers with alternative customers, industries, and channels? Suppliers with 

alternatives have more power. 

3. Are there high switching costs? Switching suppliers will incur high expenses or rapidly 

depreciate mining assets 

4. Are there opportunities to integrate forward or backward? Suppliers may integrate forward 

by producing for and selling to mining customers. 
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Existing competitors 

 

1. Are there many or equally strong competitors?  

2. Is the industry experiencing slow growth, fast growth or consolidating? 

3. What is the nature of competition? Are the competitors diversified with diverse strategies, 

making it difficult to predict and anticipate competitive moves? 

4. Are there high exit barriers to economic, strategic, emotional or legal reasons? Major exit 

barriers are specialized assets that are difficult to sell, fixed costs of exit and the strategic 

importance of activities or brands or its partners. 

 

There are two other factors of government and chance and both factors are necessary for 

the mining. Luck and chance plays a big factor, as one does not really know the extent of the 

mining reserves until the mine is opened up. Government grants and cancels the concession so this 

factor is very important as well. 

 

Shown below as Figure 1 is the 5 Forces + 2 Factors 

 

 

 
 

   

Porter (1980) five forces are the most popular, widely used and recognized model for 

strategic analysis but it is heavily dependent on the ability to emphasize the external forces and 

how the mining industry can counteract these forces. There is lesser consideration on mining’s 

intrinsic strengths and ability to develop its competencies independently of these forces is given 

less consideration. This seeming disadvantage makes it appear that the model is reactive rather 

than proactive. Using the 5 forces together with two other models like the balanced scorecard and 

the road mapping best mitigates this weakness.  

Kaplan and Norton (1996) developed the Balanced Scorecard as an alternative to 

traditional performance measurement that focuses solely on financial indicators and based purely 

on the companies past performance. The balanced scorecard is a top down and bottom up approach 

for defining an organization’s goals and objectives based on key result areas comprising the vision, 

mission and objectives of the company. It measures the company’s performance based on four 

perspectives of financial; internal business processes; learning and growth; and customers. Each 

quadrant must be evaluated in terms of objectives, measures, targets and initiatives. Financial 
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measure are complemented by nonfinancial measures that drive long-term financial success by 

asking these questions: 

 

1. What is important to our shareholders? 

2. How do customers perceive us? 

3. What internal processes can be developed to add value? 

4. Are we innovative and ready for the future? 

 

The third model is road mapping that concerns itself with creating a common vision. It is 

a process by which experts forecast future developments in technology and in the marketplace with 

a view to identify the consequences of those developments for individual firms. The road map 

model describes how the process of development might be structured. There are four different 

types such as industry, corporate, product technology, and competence research roadmaps. 

Roadmaps consists of descriptions of delivery: the product and the research required, 

purpose: market, product and technology analysis, timing: the critical path and timing of strategy 

and resources: the money and people needed as well as the technology to create products. Roadmap 

is a method that facilitates the creation of a shared vision for the future, developing a shared vision 

of the world is considered as important as the final roadmap. Its map purpose is to inspire by 

providing insights into ways to improve and renew. It is a visualization of the future. 

 

Shown below as Figure 2 is the balanced scorecard 
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The balanced scorecard will take away the bias on financial performance and past 

achievements to one where it is balanced with other key performance indicators. A company can 

set this beyond the financials but the impact of the economic activities as well of the company to 

the community. The underlying indicators should be cognitive of the need to identify objectives, 

establish measurement indicators, identify and measure targets as well as initiatives. The balanced 

scorecard is a continuing work in progress. It has to be evaluated and updated regularly to prevent 

the wrong measures being carried out. 

 

Discussion and Analysis 

 

 The Aquino administration issued EO 79 to improve and increase government collections 

from the mining industry but it also suspended the permitting process thereby creating a situtation 

of rent-seeking behavior. There are countless other examples like the steel industry and the 

automotive industries in the US that spent large sums lobbying the US Congress for tariff 

protection. Also in the US, the establishment of the Civil Aeronautics Board in 1937 was done to 

control competition in the airline industry. The powerful farmers’ lobby in Japan and in France 

also exhibits rent-seeking behavior. 

 Rent-seeking behavior consume resources as lobbying and building barriers to entry are 

costly activities. Lobbyists have wages that need to be paid and regulators need to be paid as well. 

Periodically faced by the prospect that the New York City officials will relax the issuing of licenses 

to taxicabs, New Yorker cab owners and drivers are so well organized that they can bring the city 

to a standstill with a strike or a limited job action. Positive profits may be completely consumed 

through rent-seeking behavior that produces nothing of social value. All it does is preserve the 

current distribution of income. Meanwhile the idea of rent-seeking behavior introduces the concept 

of government failure wherein the government becomes the tool of the lobbyist and the allocation 

of resources is made even more inefficient than before. The idea of government failure is at the 

center of public choice theory. Government is made up of people just like owners of business firms 

and these politicians and bureaucrats are expected to act in their own self-interest just as owners 

of firms do. 

 The Five forces show strong bargaining power of buyers and low bargaining power of 

suppliers. The threat of new entrants is virtually negated as well as internal competition. Of course 

the two factors of government and chance are very strong and could tip the balance of whether a 

mining activity can be done in a particular area regardless of its geologic prospectivity. Another 

factor to consider is the strong anti-mining sentiment by people who are beneficiaries of mining. 

These people ride cars and public transport, use kitchen utensils, cellular phones, building 

materials; use toothpaste to brush their teeth and clothes that are mineral products. The ubiquitous 

blue jeans use indigo that is a mineral product. The balanced scorecard emphasizes the financial 

aspects but looks at other non-financial aspects as well such as customers, internal business 

processes and learning and growth. Finally the road map looks at the future of mining in the light 

of the EO 70 and its aftermath. 
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Conclusion 

 

 EO 79 resulted in rent-seeking behavior that continued to the new administration of 

President Duterte with the appointment of a staunch anti-mining DENR Secretary. Secretary Lopez 

emphasized that where there is poverty, there is mining that departs from the known convention 

that most mining areas are in impoverish areas because the land is acidic and is not conducive to 

farming (Domingo, 2016). The appointment has resulted in the lost of market capitalization of 

most mining companies in the billions of pesos. Philex lost 20 % of its value of up to 10 billion 

pesos in two trading days in spite of the pronouncement of the Chamber of Mines that mining 

investments in the near future amounted to USD 23 billion (Domingo, 2016) and that the National 

Economic and Development Authority (NEDA) Director General Ernesto Pernia assuage fears of 

blanket anti business stance from incoming Secretaries like Secretary Lopez (Remo, 2016). Mining 

employs more than four hundred thousand Filipinos. Rent seeking behavior is exercised willingly 

whether explicitly or implicitly by the operating mines themselves to the exclusion of new entrants. 

This is similar to the actions of New York taxicabs, the USA lobbyists in steel, automotive, and 

the airline industries as well as the farmers of Japan and France. A revised road map for mining 

strengthened by the five forces and balanced scorecard is the antidote and the mitigating measure 

necessary to ensure that the industry does not die from lobbying and rent-seeking behavior. The 

death of the industry maybe considered a public failure. 
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