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Preface

On succeeding the government of Corazon Aquino, the Ramos admin-
istration had little choice in inheriting the burdens of political and economic
disarray and a deficient social and economic infrastructure, the legacy of the
closing days of the Marcos regime. What is more, having been battered in
recent years by a series of unprecedentedly destructive natural calamities,
the Philippines itself continued to flounder listlessly in stark contrast to the
astonishingly fast growth tracks set by several of its Southeast Asian neighbors.
Lately, though, the country has shown a steady measure of success in reviving
conditions of domestic p'ea;ée and order and improving its economic health.
As an outgrowth of these efforts, it last year witnessed early signs of an emerging
economic upswing. Nonetheless, the foundation for that recovery remains
soft, and the Philippines is still struggling to accumulate the momentum it
needs for its future economic development.

The Committee on the Country Study for Japan’s Official Development
Assistance was established in 1993, about one year after the inauguration
of the Ramos administration. Its assigned duties included broad examination
of Philippine economic and development policy, the various domestic and overseas
political and societal factors affecting the country, and the future directions
of development. In addition, it selected several development challenges believed
to be of critical importance and, using that as a basis, explored areas deserving
priority treatment as targets of Japanese aid. The Committee’s conclusions
are compiled in this report.

- Placing its economy on a track of sustainable growth is the primary
development challenge confronting the Philippines at this time. To succeed,
it is essential that it harness the vitality of its private sector and ensure
that its own government reliably live up to its expected role. Another challenge
is manifest in the host of economic and social ills now burdening the country’s
very poor, who have also been affected by the economic adjustments the country
has undertaken, Further, from medium- and longer-term perspectives, the
Philippines will find itself under growing pressure to redress its regional
disparities and develop its human resources. In taking these challenges into
account, our Committee decided to focus on three areas of priority for Japanese
aid: productivity gains, poverty alleviation, and environmental issues. [t then
conducted its investigations within this context, and devoted attention to the



substantive challenges and considerations concerning the provision of aid.

Following the Aquino administration’s accession in 1986, Japan sharply
expanded its official development assistance in the interest of actively sup-
porting the establishment of a democratic Philippines. Ties between dapan
and the Philippines have been extremely important in historical, political,
and economic terms. It is thus my earnest hope that this report will be of
value in the formulation and implementatibn of aid policy for the Philippines,
and that it will contribute to future gains in the nation’s economic development.

Finally, I would like to take this opportunity to gratefully acknowledge
the earnest effort demonstrated by the members of the task force. In addltwn,
‘I wish to extend a note of special thanks for the immeasurable level of coopération
provided us in our local investigative activities by the Embassy of Japan in
the Philippines, the Manila Office of the Overseas Economic Cooperation Fuhd,
the Philippine Office of the Japan International Cooperation Agency, and the
many specialists who have devoted their efforts to Philippine aid projects.

March 1994

‘Akira TAKAHASHI

Chairperson
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1. The Course of Development

1. Philippines Economie Policy: an Overview

As its economic policy from 1980 up to the present, the Philippines has
basically pursued a path emphasizing efforts to open and stimulate its market- |
driven economy. These efforts are generally in conformity with recommen-
dations made by the World Bank in its structural adjustment programs for |
the couniry. Suffice it to say that these goals are in line with the basic ideas
underlying the Medium-Term Philippine Development Plan (1993-98). None-
theless, the Philippines has shown mixed success in certain areas of economic
reform: for instance, in opening its doors to trade and deregulating its
financial industry. It faces other problems as well, including a fiscal revenue
shortfall that has placed budgetary constraints on funding for infrastructure
development and poverty-relief programs. Signsofarevival in the macroeconomic
environment emerged in 1993, although they were accompanied by some
factors of concern, e.g., inflation and a deterioration in the country’s inter-
national balance of payments. Government finances are still in a difficult
situation, owing largely to the problem of collecting sufficient revenue. Aiming
at boosting revenues, the administration continues its efforts to win Congres-
sional approval of tax reforms.

1-1. Economic Conditions

Following the birth of the new Aquino administration in 1986, the
Philippine economy appeared set to move into a new era of strong growth.
However, largely as a consequence of poorly balanced expansionary macro-
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economic management, the fiscal deficit Y:widened, inflation shot up, and the
country’s international balance of payments deteriorated, in turn driving the
economy’s strong growth pace back into a stall. ‘At the time, the Philippines
was encumbered by a climate of political instability. This, together with a
series of natural disasters in 1990-1991, including several typhoons and the
eruption of Mt. Pinatube, effectively depr_ived the country of opportunities to
put its economy back on a firm growth footing. Also, as one economically
harmful external factor in itself attributable to the war in the Persian Gulf,
remittances by overseas contract workers dwindled. In 1991, the Aquino
administration turned to stabilization measures in economic management,.
Though this successfully reined in inflation, the economy was thrown into a
precipitous downswing, and GDP for the year registered negative growth. That
wag followed in 1992 by zero GDP growth, contrary to expectations and
stemming largely from a chronic electrical power shortage. Though conditions
appear to have improved somewhat in 1993, the economy grew at a sluggish
1.7 percent pace.

The Ramos administration is pursuing essentially the same policy course
as the Aquino administration it replaced in June 1992, continuing with work
to further liberalize the economy and achieve structural adjustments. On the
other hand, it has also expressed a distaste for the recessional impact of the
fiscal austerity applied by its immediate predecessor, and appears to favor
a more growth-oriented path even if that means some inevitable widening in
the budgetary deficit (the Medium-Term Phiiippiﬁe Development Plan allows
for a consolidated public-sector deficit ceiling equivalent to 3.3 percent of GNP
in 1995). Some international lending institutions are concerned that the Ramos
government could wind up repeating some of the mistakes of its predecessor,
whose expansionary policies ultimately caused the economy to stall. For this
reason, they are paying close attention to the direction of the Ramos govern-
ment’s policies in economic management, including its efforts to lift pubiic
revenues.

1-2, Fiscal and Monetary Policy

Economic management for development purposes demands not only the
pursuit of fiscal and monetary adjustment policies aimed at remedying existing
imbalances within the economy, but also of active public-sector investment.
However, the Philippine government is currently saddled with budgetary
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Figure 2 Major Macroeconomic Indicators
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problems in terms of both revenue and expenditure, and thus finds it difficult
to increase growth-oriented programs of public-sector investment. The revenue
shortfall is chiefly attributable to a couple of factors. For example, the tax
base is relatively small and, the government’s ability to collect taxes is still
weak, The country, in a bid to generate much-needed revenue has developed
a relatively high dependence on temporary income from the liquidation of
publicly operated enterprises. Hence, to boost tax-based revenue and put a
fairer tax system into effect at the same time, it will be essential now that
the government work to increase income-tax revenue, reduce the excessive
availability of tax exemptions, increase value-added tax (VAT) revenue, striving

to extend both direct and indirect tax.

The key problem with expenditure is that the government has to spend
gso much to cover personnel costs (salaries, ete,) and interest payments on
outstanding debt. (In 1992, each of these components alone consumed some
30 percent of total budgetary expenditure.) This has severely constrained the
amount of budget resources that can be allocated to development programs.
Domestic debt accounts for a larger share of the country’s interest payments
(equivalent to 27.5 percent of GDP in 1991) than does external debt. Combined
interest payments on outstanding domestic and external debt continue to
squeeze the country’s finances. To offset much of its revenue shortfall, the
government has relied on issues of short-term Treasury notes in the domestic
money market. Naturally, this has expanded its interest payments in tﬁrn,
and economists have predicted that such actions would aggravate the country’s

-3
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expenditure problems in 1893.

The severity of the fiscal deficit can be grasped more precisely by ex-
amining not just government finances, but also the conditions characterizing
the country’s publicly operated enterprises, the central bank, and other el-
ements of the public sector at large. The consolidated public-sector deficit
widened sharply, by a GNP-equivalent of up to 5 percent over the span from
1987 and 1990, when fiscal spending climbed, irrespective of the shortfall in
revenue. This had a negative impact on economic growth, Subsequent adjustment
efforts by the government helped to reduce this deficit, which, by the National
Economic Development Authority (NEDA) eStimates, dropped to a GNP-equiva-
lent of 1.9 percent in 1992. However, the effects of fiscal adjustment measures
and other economic stabilization policies spread across the overall economy,
pushing it into a recessive state since 1991.

The expansion in fiscal expenditure was accompanied by a relaxation
in monetary policy (as manifested by steep growth in the benchmark money
supply between 1987 and 1989). This had the effect of spurring a strong
inflationary spiral as well as a deterioration in the country’s balance of
payments, Though the growth rate in the consumer price index measured 3
percent in 1987, in 1991 it surged as high as 18.7 percent. Ballooning inflation,
along with the deterioration in thé country’s external balance, eroded public
confidence in the government’s management of the economy at that time. And
that, in tandem with the unsettied domestic poIit.iéal situation and the chronic
electrical power shortage, helped to weaken domestic and foreign investor
interest in investing in the Philippines. This ultimately brought economic
growth to a halt.

However, the economic stabilization policy the Philippines adopted to
deal with this situation proved inefficient in propping up fiscal revenue and
was distinguished by a dependence on monetary policy. The money supply,
which had widened sharply in the period up to 1989, once again began con-
tracting precipitouslyin 1991 and 1992. Such volatile macroeconomic management
had the effect of aggravating the international balance of payments picture,
and forced the country into a situation requiring IMF assistance, as has often
been the case in the past. Another problem with the Philippines’ monetary
policy is that the Central Bank itself has been saddled with an enormous deficit
of its own (equivalent to 1.3 percent of GNP in 1992). With aid in the form
of financial-sector adjustment loans from the World Bank, in June 1993, the



country established its New Central Bank Act, thus embarking on a systematic
course of financial reform aimed at dealing with the Central Bank’s cumulative
deficit. Attention will be focused on the progress the Philippines demonstrates
in that particular undertaking.

1-3. The Philippines’ External Debt and International Balance of
Paymenis

The Philippines’ external balance deteriorated between 1988 and 1990,
during the first half of the Aquino government’s term in poWer_. As a con-
sequence, by 1990, the country’s current account deficit had risen to roughly
$2.7 billion, its largest in recent times, that is, since the debt-crisis years of
1982-83. However, in 1990 the government’s stance on economic management
turned away from an unsustainable growth track to a policy of stabilization.
As a result of this shift, the following year witnessed improvements in the
trade and service balances, with the current account deficit slashed by half.

In line with the Philippine government’s Executive Order 470, tariff rates
are slated to come down gradually. Nonetheless, progress has been negligible
in certain areas, as demonstrated by the revival of quantitative restrictions
on imports of corn and other agricultural products. Though import tariffs have
generally been falling in nominal terms, it would be desirable that the country
make additional effort toward opening its doors to trade. Work to deregulate
foreign investment has shown rapid headway in the last few years. None-
theless, disbursed amounts as of 1992 suggest the actual inflow of foreign
investment funds has not widened that dramatically.

Since January 1986, the Philippine government has on four occasions
successfully concluded public debt-rescheduling negotiations with members of
the Paris Club. Further, in 1990 and 1992, it sealed accords on debt-reduction
schemes with its foreign creditors in the private banking sector. These
achievements have to some extent alleviated the overall repayment burden
stemming from the country’s external debt. Nonetheless, as of the end of 1292,
the external debt balance stood at some $32.6 billion. To be sure, the payments
of principal and interest on this massive sum, as well as on the domestic debt
burden, still constitute serious obstacles to economic growth. The Philippines
thus faces the pressing éhallenge of increasing its foreign income through
exports in order to pay off its debts and to pay for imports of capital goods
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that will be essential to new investments in production capacity.

2. Philippine Government Development Policies

The Ramos administration has set ambitious growth targets aimed at
placing the Philippine economy on the development track of Asia’s newly
industrializing economies (NIEs) by the yeur 2000. Toward that goal, the
government has accorded infrastructure development high investment pri-
ority. Yet, in view of its budgetary constraints, the government must move
with caution in putting its development policies into effect. Since the Aquino
years, the country has shown steady progress in opening its doors to foreign
investment. The Ramos government essentially adopted a NIE-style devel-
opment strategy designed to lure in more foreign investment and promote
exports. Further, reflecting a strong inclination toward drawing on the
vitality of the private sector economy, it has sought to enlist private investment
funds t_owa_rd its infrastructure development goals, and is carrying on with
the drive begun by the Aquino administration to privatize public enterprises.
The Ramos government is also pushing ahead with decentralization. Though
this undertaking is still in a transitional stage, some central-government
powers have already been transferred to local government units.

2-1. Development Plans

The development plan pursued by the Aquino administration sought to
power economic growth by harnessing the heightened demand that agrarian
reforms were expected to generate through increases in farm-sector incomie.
However, as indicated earlier, this experiment ran aground midway through
the Aquino government’s term. As a result, the country had little choice but
to resort to economic stabilization policies that inevitably.imposed conditions
of slow (and even negative) growth.

Under the banner of its “Philippines 20007 initiative, the Ramos admin-
istration, for its part, aims to achieve a development course on a par with the
NIEs, with economic targets for the year 2000, The Medium-Term Dévelopment
Plan (1993-98), which has been formulated to help attain that goal, was
approved by a Cabinet resolution in December 1992, Through its duration,
the plan sets several targets, all annual averages: GNP growth of 7.5 percent,
an inflation rate of 6.2 percent, and a National Government deficit equivalent



to 2.4 percent of GNP. Nonetheless, the languishing economy has already
forced the government to lower its ambitious goals under the plan. For instance,
GNP growth actually measured 2.3 percent in 1993, despite an initial target
of 4.5 percent.

The government has highlighted human resource development, improved
international competitiveness, and sustainable development as the chief forces
through which it shall pursue “People Empowerment”, the slogan to proniote
its medium-term plan. Reflecting the severe fiscal limitations it faces, though,
the government is currently‘placing budget priority on investments in infra-
structure. Under the medium-term plan, the energy, power, and electrification
sector will account for about 45 percent of those investments between 1993
and 1998, while projects in the tranlqurtation sector will consume another
31 percent 61_' o0 over the same period. It should be noted, however, that gaps
between objectives and actual accomplishments have sometimes characterized
past Philippine development plans. In view of that record, it will be essential
to pay close attention to both the macroeconomic and microeconomic
dimensions of the policy implementation process: that is, to the full scope of
the government’s development efforts in economic management on the one
hand, and progress in project implementation at the sectoral level, on the
other.

Export premotion is one of the pivotal strategies behind the medium-
term plan. To increase exports, the Philippine government now appears to
“be striving to learn from the experiences in rapid economic growth set by the

NIEs. The plan places development priority on sectors considered to have
strong competitive potential in the international market: animal feed ingre-
dients, cut flowers, livestock and poultry, fresh and processed fruits, fresh and
processed vegetables, garments, electronics, gifts, toys, furniture, fishery and
marine products, and metal engineering products. In primary commaodities
and industry, priority has been focused in such areas as rice, corn, sugar,
“coconut, basic metals, chemicals and refined chemical products, electricity, gas,
and petrochemicals.

In the agricultural arena, the Ramos administration has set its sights
on continuing the drive in agrarian reform, as evidenced by the incorporation
of its predecessor’s Comprehensive Agrarian Reform Program (CARP) into the
above-cited medium-term plan. As a measure to further promote agrarian
reform, the Department of Agrarian Reform has organized Agrarian Reform



Communities (ARCs), through which it is striving to furnish assistance. In
general, though, the government’s development strategy can not be termed
as very specific. While it aims to “emphasize the links” between agriculture
and industry in working to promote the development of both, the policies that
will serve this purpose have yet to be set forth in clear terms.

Under the Local Government Code of 1991, certain centra.l'-govemment
powers, functions, and responsibilities—namely, among those until now ad-
ministered by the Depar_tments of Agriculture, of Health, of Environment and
Natural Resources, of Public Works and Highways, of Tourism, and of Edu-
cation, Culture, and Sports—are in the process of being handed over to local
government units. Further, regarding grant aid, provisions of the Local
Government Code allow local governments to negotiate directly with overseas
aid institutions and put together their own development projects. This has
generated interest at the local level toward assuming the lead in independently
drawing up and seeking assistance for such projects.

2-2. Industrial Policy

Industrial policy in the Philippines is chiefly fashioned by the Depart-
ment of Trade and Industry (DTI). Under the 1993 Investment Priority Plan,
the Board of Investments established the key fields, such as processed farm
products and textiles, that would be afforded investment priority. At présent,
the government views foreign investment as the factor of ntmost importance
in boosting industrial productivity; on the other hand, its industrial policies
to date have not been very aggressive, like those of some other Asian countries,

Since the 1960s, the Philippines has pushed ahead with work to set up
industrial parks and export processing zones as part of its overall industrial
development strategy. The import and export duties in effect in the governnient
mandated export processing zones, along with corporate taxes and other tax
incentives, have been improved, closely in line with those employed by other
members of the ASEAN community. In addition, the government has taken
steps to deregulate foreign investment. For instance, the Omnibus Investment
Code of 1987 effectively streamlined complicated legal procedures for foreign
investment projects in the Philippines. Further, in 1991, the government
decided to allow wholly foreign-capitalized ventures into all but a few domestic
business sectors. The country enjoys transportation benefits that exploit its



port and harbor resources, and has a strong labor force fhat is considered to
give it a comparative advantage. Therefore, it has sought to invest in industrial
fields that effectively capitalize on these strengths. The slow investment
growth in recent years appears chiefly attributable to infrastructural bottle-
necks and an inadequate climate of law and order.

As previocusly menf,ioned,_to secure capital vital fo its industrial devel-
opment, the Philippines must encourage foreign investment and promote
exports. During the 1980s, coconut oil, copper, lumber, sugar, and other
primary products accounted for a dwindling share of the country’s exports,
whereas manufactures, such as garments and electronic devices including
semiconductors, assumed a steadily gro:wing share. Nonetheless_, compared
with Singapore, Malaysia and Thailand, other ASEAN member-states, the
Philippines’ shift to an export-oriented economy was a relatively recent event.
One obstacle to industrial development is the still-developing state of the
country’s financial sector. Conditions now demand that the Philippines move
to modernize its rather inefficient and protected private financial sector by
granting market access to foreign banks and in other ways working to strengthen
principles of competition.

2-3. Industrial Infrastructnre_and Privatization

As austerity measures were introduced in order to restructure govern-
ment finances, Philippine investments in infrastructure have contracted in real
terms. In addition, the impracticably planned and inadequately maintained
investment projects of the past allowed infrastructural deficiencies to ulti-
mately become a major bottleneck to its economic development. Until last year,
the failure of its power station construction programs, together with a high
frequency of breakdowns at existing thermal power facilities, had confronted
the Philippines with a substantial de_terioratibn in power-generation capacity.
Adequate infrastructure is a necessary condition for industries like electrical
power generation to operate effectively. Inthe Philippines’ case, infrastructural
decay has had serious repercussions for the economy at large.

Given the severe fiscal strains crimping its development investments,
the government is currently fostering heightened preject participation by
private-sector firms in order to achieve fast-track infrastructure development.
Build-Operate-and-Transfer (BOT) schemes that draw on private-sector fund-



ing had until recently been used only in the electrical power-generation sector.
Since 1993, though, the scope of the BOT-based approach has widened to
include such infrastructure projects as the construction of roadways, airports,
light rail transit (LRT) systems, and station terminals. In addition, local
governments have been granted permission to pursue their own projects under
the BOT formula. To be sure, this steadily expanding application of the BOT
formula is one manifestation of a trend toward strengthened reliance on the
private sector that has been under way since the days of the Aquino admin-

istration.

Supported by the structural adjustment programs of the World Bank,
the .Aquino administration pushed ahead to privatize the country’s public
- enterprises. The original goals of this privatization drive lay chiefly in promoting
the efficient management of the firms, and in shoring up the government’s
finances through the liguidation of equity holdings. At the end of 1990, the
Aquino government unveiled plans to privatize 124 government-operated firms.
Implementation, however, did not go very smoothly., Another progress in
privatization was the liquidation of non-performing assets held by state-run
banks. The government has set up the Asset Privatization Trust and is striving
to sell off non-performing assets transferred from the Philippine National Bank
(PNB) and the Development Bank of the Philippines (DBP). Progress in certain
areas of this undertaking also has been held back by various legal snags.
Though privatization is generally understood to be of value in improving public
finances as well as corporate efficiency, several questions have also been
brought to light. For example, state-run enterprises tend to have monopoly
control over the markets they serve. Privatizing such enterprises poses the
danger of placing their management under the control of a few entrepreneurial
interests.” Hence, privatization does not always guarantee that the forces of
competition will work satisfactofily. Another noted issue of privatization is
that it could reduce the influence of government policies in business areas that
have strong bearing on the welfare of the general public.

— 10—



3. Domestic and International Political Affairs, the Social
Environment, and Aid

The Ramos administration has succeeded in improving the political
climate in the Philippines, carrying on with the democratization drive ini-
tiated by the Aquino administration and has worked to restore domestic peace
and order. Nonetheless, the gap between rich and poor remains vast; economic
restructuring and steps to erase income disparities thus remain major chal-
lenges facing Philippine society.

On the international front, U.S. influence on the Philippines has waned
slightly now that U.8. forces have withdrawn from their military facilities
in the country and the Philippines has been moving to strengthen its ties with
other members of the ASEAN community. Since 1986, Japan, other govern-
ments, and various international institutions have expanded the scale of their
aid in a bid to foster democratic systems and processes in the Philippines.
In particular, the World Bank-led Multilateral Assistance Initiative (MAI)
was set up in 1989 with the task of internationally coordinating aid to the
Philippines from donor countries and institutions.

3-1. Domestic Political Affairs and Social Conditions

During the Aquino administration, the Philippines took steps to hammer
away at the locked structure of so called “erony capitalism” that had been
erected by close business associates of deposed President Ferdinand Marcos
throughout his presidency. In the pi’ocess, democratic elections became a
reality. However, the domestic political climate remained in a state of flux,
for not only did the Aquino government have to put down a series of attempted
coups by rebellious factions within the Armed Forces, but government forces
continued to clash with communist guerrillas and Muslim separatists in the
countryside. Such political instability cooled domestic and foreign investor
interest in the country, thereby dealing the economy a major blow.

Eeconomic restructuring is the most pressing challenge facing the Ramos
administration. To achieve the level of political stability considered a necessary
precondition to that goal, it has consolidated its base of support within the
Armed Forces and zeaidusly pursued peace negotiations with armed rebel
elements. These efforts have achieved a certain degree of success. Though
a full reconciliation remains elusive, there has been significant progress in
the peace talks with rebel forces and some communist guerrilla factions have
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weapons.

The Aquino administration established the Autonomous Region in Muslim
Mindanao in 1989 and also effectively clarified, in the Local Government Code
in 1991, a role in development for non-governmental organizations (NGOs) and
people’s organizations (POs). In addition, the Comprehensive Agrarian Reform
Law of 1988 counted as an acknowledgment of the significance of agrarian
reform issues by the government, the National Assembly, and the general
public. For its part, the Ramos administration has continued with this work
~ to democratize the political process and economic management. Nonetheless,
despite these government-led drives to build a more democratie society, the
structure of oligarchic economic domination by private interests, as well as
much of the plantation system comprising the agricultural export sector,
remain in place and function as obstacles to the effective modernization of the
country’s social systems and structure.. These economic and social frameworks
not only weaken-the international competitiveness of Phiiippine industry, but
also contributes domestically to an enormous inequity in income distribution,
and thus is a factor behind the existence of a large number of impoverished

citizens,

3-2. International Affairs and Regional Trends

In the Cold War era, the Philippines served as an important strategic
base for U.S. forces deployed in the West-Pacific theater of operations. The
end of the Cold War undermined the relative significance’of keeping U.8. forces
deployed in the Philippines. Within this changed atmosphere, the September
1991 decision by the Philippine Senate not to ratify the Mutual Defense Treaty
effectively set the stage for the U.S. to withdraw all its forces in the country
by 1992 and place Clark Air Base and Subic Bay Naval Base back under
Philippine government control. In itself, this pull-out by U.S. forces symbolized
the termination of a historically unique relationship between the two countries.
Still, though, as can be seen in the recent and enthusiastic drive to deepen
its invelvement in the affairs of the Asia-Pacific Economic Cooperation (APEC),
the United States appears to be pursuing a new, more business-oriented Asia-
Pacific policy. It is thus conceivable now that stronger Philippine-U.S. ties
could be shaped within that framework.
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Reflecting the delicate undercurrents in the Philippine-U.S. relationship,
the Ramos administration has engineered a slight shift from the country’s
former pro-American diplomacy and reaffirmed the Philippines’ position as a
member of ASEAN, while still maintaining friendly ties with the U.S., It has
also begun pursuing policies aimed at strengthening relations with other
countries of the East Asian region, which is now a recognized global center
of growth. Also recent years have witnessed a widening inflow of investment
funds from South Korea, Hong Kong, Taiwan, and Singapore. However, in
terms of economic growth, the Philippines has been left behind by some other
ASEAN member-states, and stands to be overtaken by certain Asian countries
that have recently bégun ghifting over to a market economy. With regard to
its industrial development, the country seemed to be facting a dilemma from
a broader international perspective.

As mentioned above, the Philippine government is promoting regional
economic integration with its ASEAN counterparts. In 1992, it participated
in the formation of the ASEAN Free Trade Area (AFTA). Also, it has proposed
a plan called the “East Asia Growth Triangle” that would establish a framework
for regional cooperation between its Mindanao regions and the economies of
Malaysia, Indonesia, and Brunei. The Philippines has begun working with
the countries concerned in a bid to see this plan come to fruition. To be sure,
the country is going to pursue even sti’onger ties with other ASEAN economies

in the years ahead.

3-3. Trends in Development Assistance

In 1986, when the Aquino administration assumed power, the combined
ODA total (net disbursements) to the Philippines from foreign governments
and multilateral institutions literally doubled, to $955.80 million. Though the
annual total then declined for several years thereafter, in 1990 it surged again,
this time to $1,055.20 million. Of that amount, bilateral aid accounted for
82 percent, while multilateral institutions supplied the remaining 18 percént
share. (By type of aid, 59 percent was furnished in the form of grants, and

41 percent in loans.)

Japahese ODA climbed sharply during the Aqﬁino_ years, effectively
highlighting an increased level of Japanese support for a Philippines with a
democratic political system. Today, Japan is the Philippines’ single largest
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Figure 8 ODA to the Philippines
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donor country. In recent years, it has accounted for over half the total the
Philippines has received in bilateral aid; in fact, in 1991 Japan and the U.S,
together accounted for around 80 percent of the bilateral aid total. In value
terms, though, growth in U.S. aid has flattened out. Partly for this reason,
Japan has assumed a larger role in supplying overseas aid, and expectations
toward that role have risen in turn. The cumulative total in Japanese aid
to the Philippines between 1988 and 1992 can be broken down into several
forms of aid, as follows: $1,054.24 million in grant aid; $623.96 million in
technical cooperation; and $3,951.10 million in loan aid (net disbursements),

U.S. aid to the Philippines has continued to taper off since 1990. The
focus of U.S. aid itself has been shifting increasingly to the provision of policy
advice and other forms of assistance that have chiefly to do with the transfer
of technology and knowhow. Signs now are that the U.8. is not planning to
establish a new Economic Support Fund (ESF) for the Philippines. That
prospect has been taken as yet one more negative factor confronting the fiscally
strapped Philippiné government. Germany, Australia, Canada, and other
donor countries account for a relatively smaller share of the total bilateral
aid in value terms.

Since 1980, the World Bank has offered the Philippines structural ad-
justnient loans and encouraged its government to take steps toward liberalizing
the country’s economy. After the Aquino administration assumed power, the
World Bank strengthened these policies and assisted the country in efforts

~14 -



to open its doors to trade, deregulate its financial sector, privatize state-run
firms, overhaul its tax system, and pursue other policy reforms. Though the
revenue shortfall and progress in trade liberalization are among some of the
remaining challenges, overall the structural adjustments have reinforced the
effectiveness of the government’s management of the economy; furthermore,
by promoting the market mechanism, they have helped pave the way for the
economy to move onto a sustainable growth track. In the years ahead, it appears
likely that the World Bank will shift its aid focus from program financing for
structural adjustments to project financing such as improvements in electri-
fication, telecommunication, water-supply, and undertakings in agricultural,
environmental and other arenas.

In 1989, Japan, the U.S., the World Bank, and the IMF were instrumental
in setting up the Muiltilateral Assistance Initiative (MAI), an international
framework aimed at coordinating aid to the Philippines from donor countries
and institutions. MAI participants include the Asian Development Bank, the
United Nations Development Program and other development institutions.
Together, they are also monitoring macroeconomic management efforts in the
Philippines. Under the MAI framework, meetings of donors were held on three
occasions (in 1989, 1991, and 1992) during the term of the Aquino adminis-
tration. As of March 1994, théy still have not held any meetings since the
Ramos administration took power. One reason would be that the Philippine
government and the IMF have yet to reach an accord on a new economic program
since the agreement for IMF standby credit expired in 1993.

4, Key Development Challenges for the Philippines

In view of the precipitous economic slowdown that hit its economy in
1990, the primary challenge for the Philippines now is to place itself back
on a sustainable growth footing. Currently, a leadership role by government
is the top precondition for that achievement. In particular, that role calls
for appropriate measures in macroeconomic management, infrastructure de-
velopment, and attention to environmental protection and disaster prevention.
Once these conditions are met, the government will be fully able to promote
exports, strengthen the country’s industrial base, and reestablish an effective
incentive structure that fosters private investment, setting the stage for sustainable
growth powered by the vitality of the private sector.

Poverty-relief measures can ease the burden that fiscal adjustment im-
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poses on the impoverished, and support economic growth by strengthening
domestic demand. Poverty alleviation programs that strive io satisfy basic
human needs are essential in the Philippines. Assisting the impoverished
through action in the arena of agrarian reform would be another effective
approach. '

Correcting regional disparities and developing human resources are two
tasks that demand action, especially from a medium- and longer-term per-
spective. The heavy concentration of the population in the National Capital
Region has created anarray of difficulties, ranging from strainson infrastructure
to a deterioration in the living environment. Work to develop agricultural,
foresiry, and fishery industries, as well as to decentralize the urban industrial
buildup, are among the challenges the country could address in its efforts
to erase regional disparities. Regional development itself should be pursiced
as a strategy to break through the country’s development impasse, on the basis
of a long-term, comprehensive development program. Human resource de-
velopment, in turn, will have a bearing on the task of cultivating supplies
of labor for industry, refining the educational system, and improving the
administrative abilities of government. In the administrative arena, for
instance, there is demand for programs to train personnel in policy formulation
and infrastructure maintenance.

4-1. Achieving Sustainable Economic Growth

The development issues posed by the quest for sustainable economic
growth in the Philippines can be divided roughly into public-sector (appropriate
macroeconomic management, infrastructure development, environmental pro-
tection) and private-sector (export promotion, the encouragement of private
investment, work to strengthen the domestic industrial base) issues.

(1) Appropriate Macroeconomic Management

As noted earlier in the overview of economic policy; improving the health
of government finances by lifting revenue and trimming domestic debt is now
the key task facing Philippine efforts in macroeconomic management. If the
government can surmount these particular hurdles, it will be possible to expand
investments in infragtructure development and in education, health care, and
other facets of human capital. It is also iniperative that the government pursues
prudent monetary policies that do not fan inflation, and strives to avoid
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deterioration in the country’s international balance of payments. Though the
Philippines has shown some improvement in its management of the economy
in recent years, continuing efforts in this area are desired. Moreover, it should
push ahead with its work in structural adjustment, for instance, by further
deregulating its financial sector and opening its doors wider to trade.

(2) Infrastructure Development

Deficiencies in infrastructure have become a major bottleneck to economie
growth in the Philippines. Dealihg with this problem demands not only that
the government reinforce its abilities in formulating, coordinating, implement-
ing, and maintaining infrastructure projects, but that it also obtain the finan-
cial resources necessary for these tasks. Hspecially, improving the balance
between the supply and demand for power and securing stable supplies of
electric power over the medium and longer term are essential to industrial

activity.

Work to build new gas-turbine-powered generating plants has made
headway; brownouts in the Luzon Grid had become considerably less frequent
by the end of 1993. Nonetheless, breakdowns are still chronic at existing power
stations. Facility deficiencies and poor operating rates are among the many
factors behind the country’s power shortfall. Alleviating these drawbacks will
require more than just building new power stations. Efforts must be made
on expertise related problems, such as more effectively utilizing existing
facilities and tackling root problems that exist at the organizational and
personnel levels.

At present, the government has plans to build a series of large-scale
generating facilities. Should construction work fail to materialize, however,
the country will once again face the prospect of a widening rift between planning
expectations and reality. For this reason, it will be essential to scrutinize the
progress of project implementation.  On the other hand, increased number of
gas-turbine power plants under the BOT formula has actually inflated gen-
erating costs. Over the medium and longer term, the Philippines will probably
find it imperat'ive to modify its power generation mix. Fuel imports exert a
significant impact on the Philippine’s international balance of payments. From
the standpoint of securing a stable supply of energy, it is thus important that
the country continue working to trim those imports and diversify its energy

3purces.
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Figure 4 Infrastructure Development Indicators
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The country has been pursuing projects to augment its highways netwo_rk
since the 1970s. Though the network is now fairly well-established, it is
necessary to keep it in good repair and make continuing enhancements. Under
the medium-term plan, the transportation sector comes second only to the
power sector in terms of the share of budgeting allocated to infrastructure
development. At present, a small percentage of the country’s roads are paved
and existing roads have been deteriorating at an alarming rate. Though road
density is high in the National Capital Region, Ilocos, and the Central Visayas,
it is relatively low elsewhere, thus highlighting conspicuous disparities at the
regional level. Traffic snarls also have become a perpetual headache in Manila.
It is, therefore, urgent that the country take steps to ease traffic congestioh,
for instance, by expanding its light rail transit (LRT) systems. Many cars
plying the Philippines’ roadways are used vehicles. What is worse, there are
no efficient emission controls, and cars tend to be poorly serviced and main-
tained. Consequently, air pollution levels have risen with the increasing traffic

congestion.
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Being an archipelago, the Philippines is marked by a substantial degree
of port activity and marine transport. Owing to its enormous economic scale,
Metro Manila accounts for some 45 percent of the nation’s port activity., This
deep-rooted concentration in the Manila area has been cited as a problem in
and of itself. In view of the significant contribution of port facilities to regional
development, the Philippines faces the combined tasks of expanding the ca-
pacity and upgrading the efficiency of its ports, and of improving the overall
safety of marine transport (e.g., through improved .ferry maintenance and
inspections and the development of facilities for safer navigation). Also, in
terms of transportation in general, it appears that modifications and work to
renovate dilapidated structures are needed at many of the country’s airports.

In the communications sector, the shortage of telephone facilities has
become an obstacle to development in other sectors. Consequently, expanding
and enhancing the telephone facilities across the nation will continue to be
a pressing challenge,

The tight financial circumstances binding the central government, make
it difficult to negate the effectiveness of harnessing private-sector capital for
infrastructure development. Nonetheless, it is impérativé that the government
agsume a stronger leadership role in the project planning and implementation
stages, and work to ensure that the country’s undertakings in infrastructure
development are well-balanced and coherent, To give an example in the
communications sector-—where private enterprise plays a central role—the
government has issued Executive Order 109, which is aimed at striking a
balance between the development of the country’s domestic and international
communications services. The regulation obligates international telecommu-
nications carriers to lay domestic phone lines and improve the provision of
local-exchange carrier services in other ways. In reality, though, there are
no penalty clauses for noncompliance, nor seems to be there effective means
of enforcement. This state of affairs would seem to suggest that the government
needs to reassert its leadership role with respect to the operation of public
utilities.

(3) Enyironmental Protection and Disaster Prevention

A number of influences have adversely affected economic activity in the
Philippines. Some natural resources have been degraded through the devel-
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opment process; development projects have been slowed by local inhabitants
fighting against pollution; and various elements of infrastructure have been
damaged by natural disasters. As these factors illustrate, protecting the
environment and preventing natural disasters are now essential to the achieve-
ment of sustainable economic growth.

The task of protecting the environment can be generally broken into two
key categories: conservation of natural resources, and curbing pollution from
urban industrial operations.

In the first category, the protection of forest resources will be absolutely
vitalin achieving the common goals of maintaining water resources, protecting
wildlife habitats, preventing flooding attributable to erosion and improving
quality of river water. The protection of virgin forests and the cultivation of
forestry industries will be particularly important.

In the second category, industrial pollution policy, the government has
put a number of laws and regulations into effect, but has not overly been
succesful in implementing its own standards. Omne reason for this is the
Department of Environment and Natural Resources’ (DENR) mo’nitoring
framework; in effec't, the number of monitoi‘ing teams responsible for assessing
conditions in mest of the country’s proVinces, cities, and villages are limited.
As aresult, it is currently difficult to more scientifically analyze environmental
conditions. Pollution-related environmental administration, however, demands
that policies be enforced and actual conditions be fully understood at the
regional level. Therefore, it would seem desirable that local government units
assume a central administrative role in the years ahead.

As to the issue of land use, the existing environmental assessment
framework should be effec'tively and efficiently applied in the interest of more
systematically utilizing the country’s land resources. Environmental consid-
eration will also be vital to the task of developing a more attractive investment
climate. Further, questions concerning the siting of export processing zones
and industrial parks should be addressed as challenges in industrial infra-
structure development, '

Disaster policy should be explored in terms of two distinct focuses:
disaster relief on the one hand, and disaster prevention or activities to minimize
the damage from future disasters, on the other.
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First, one of the most difficult tasks now facing the Philippines in the
arena of disaster relief is the flooding caused by voleanic ash accumulating
in the river basin and tributaries of areas heavily hit by the recent eruption
of Mt. Pinatubo. In effect, even if some success is shown in dredging the
waterways affected, subsequent rainfall causes secondary “lahars” (voleanic
mudflows). Considering both the impact on local inhabitants and current
budget limitations, this is one problem the government is finding difficult to
deal with. |

~ Second, in the arena of disaster prevention, the question is how fast
disaster-related information in central-government hands can be disseminated
to residents in the affected areas and translated into effective policies and
programs. At the local government level, speeding up this process will demand
work to set up frameworks for early-warning broadcasts, rapid evacuation and
emergency rescue operations. QOver the longer term, haowever, effective dis-
aster-prevention efforts will demand poverty-relief programs and other meas-
ures aimed at improving the living standards of the people in these areas.

(4) Export Promotion

To achieve sustainable economic growth, the Philippines must strive to
change to an export-oriented economy and increase its participation in trade
with the ASEAN bloc, in addition to its traditional trading partners. That
goal, however, demands first of all that it pursue suitable macroeconomic
policies aimed, for instance, at forestalling an overvaluation of the peso against
other currencies. In addition, it will be essential to promote new projects in
infrastructure that give priority to materials, machinery, ‘and other export
industries where the Philippines can be competitive with its more industriélly
advanced ASEAN counterparts. For this purpose, it is advisable that the
Philippine government be able to select target industries and hammer out
export-promotion policies, which may include the combination of gox?ernment
loans, infrastructure development in export-processing zones, and othermeasures.

Promoting agro-industry, moreover, will help to heighten the value-added
farm products, while fostering the parallel development of agriculture and
industry at the local level. In itself, this undertaking will demand that the
Philippines strive to create markets for its export-oriented farm products, while
also developing new products. These actions will prove valuable to the goal

—71—



of cultivating highly value-added food products for export. With the likelihood
of competition from other developing countries, it will be important that the
Philippines take steps to diversify its agro-industry through efforts to promote
food-processing industries, including marine products.

(6) Improving the Health of Domestic Industry

Poorly planned long-term and wide-ranging government policies of the
past resulted in interference and protection in the business sector, which
accounted for a number of deficiencies in the country’s industrial structure.

First, the government is expected to establish systematic policy instru-
ments for the purpose of supporting industrial development. The Department
" of Trade and Industry does not have internal divisions devoted to the com-
prehensive planning and monitoring of basie policy for specific industrial
sectors. It is desirable to more explicitly set forth lbng-term aims in terms
of industrial development strategy for the textile industry and other subsectors.
Another issue is the several large publicly controlled enterprises in industrial
sectors that produce intermediate and capital goods, which often contribute
to budget deficits. This should be stopped by quickly privatizing such enter-
prises.

In the private sector, past goverriment policies designed to protect import
substitution industries have largely tended to furnish big firms with monopoly
or oligopoly market control. Also, due to high cost structures, many domestic
firms are not internationally competitive, and by and large rely on outdated
facilities and technologies. Furthermore, there has been a lack of linkage
between domestic industrial sectors. And some dual structure in the operations
of small and medium-scale enterprises and in modern industrial sectors are
being observed. This state of affairs would suggest the government should
come up with policies that encourage smaller businesses to peneti'ate the highér
levels of the domestic and overseas market.

Several problems have been noted in the mining sector. For one, many
developers have seen their business performance hurt by increased develop-
ment risk. Policies and programs designed to attract foreign investment seem
to have been inadequaﬁe, and the government used to be slow in introducing
measures aimed at preventi'ng'or stemnming deterioration of the environment
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and pollution resulting from mining, both legal and illegal. Further, small
and medium-scale businesses active in the industry are in need of modernization.

Efforts to improve the health of the country’s agriculture and its related
industries are also essential to achieve sustainable economic growth. Diver-
sifying farm output, overhaulmg the retail market, and developing new markets
for farm produce all count as primary challenges in this respect. To improve
its distribution infrastructure, the Philippines is faced with the task of de-
veloping information networks related to distribution, warehousing facilities,
and road systems. In addition, it will be necessary to furnish financial and
technical suppoi‘t to small, independent farmers and in other ways strive to
stimulate small-scale farm enterprises. Increased government technical and
credit-based financial assistance, aimed at boosting the li?ing standards of
farm households have been desired. Strengthening the power of farm coop-
eratives, mioreover, is yet another challenge that should be addressed if the
spontaneous development capabilities of farmers are to be enhanced. Estab-
lishing stronger bonds between agriculture and industry will contribute to the
creation of value-added products. To do this, the government will have to come
up with practical policies that promote new agricultural business ventures.

(6) Encouraging Private Investment

Though promoting labor-intensive manufacturing industries would be
very beneficial in the Philippines, part of investments for that purpose could .
conceivably wind up flowing into other Asian economies. Given that prospect,
it stands to reason that the Philippines should adopt appropriate technologies
and work to raise the level of its industrial base. Specific national challenges
would be pursuing structural adjustments, which include continuing to hold
real interest rates down and developing capital markets, in order to heighten
the level of domestic investment in manufacturing trades. To date, the lack
of clear division of responsibilities between the Development Bank of the
Philippines (DBP), and the Land Bank of the Philippines (LBP), and other
government-run lending institutions, has resulted in some of their banking
services overlapping. Correcting these problems would appear to call for a
systematic overhaul. '

Less restrictions and additional incentives for foreign capital, such as
establishing industrial parks for small and medium-scale enterprises, will
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encourage investments from abroad. In recent years, the Philippines has
witnessed a growing influx of investment funds from other ASEAN member-
states. In the years ahead, industrial alliances with its ASEAN partners will
likely serve as an mcreasmgly 1mportant plllar of Ph1hpp1ne economic devel-
opment. Nonetheless, actions to improve domestic peace and order and quell
armed rebellion underline the immense importance of the pohtlcal dimension
influencing efforts to stimulate investment. Thdugh domestic peace and order
ig already showmg much 1mpr0vement it seems 1mperat1ve that the country
maintain efforts in this area.

4-2. Poverty Alleviation

By World Bank estimates, in the twenty years from 1970, the ranks of
the impoverished in the Philippines shrank at a slower pace than in Thailand,
Indonesia, or Malaysia. In effect, poverty in the Philippines is today more
serious than it is in some other ASEAN economies. The Country Study Group
explored the challenges facing policies aimed at alleviating poverty from the
two aspects of agrarian reform and the satisfaction of basic human needs.
Incidentally, many squatters now reside in urban areas,' and their relocation
has itself posed problems to the very implementation of development projects
themselves.

Figure 5 Incidence of Poverty by Region
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(1) Agrarian Reform

Though it lost momentum during the Aquino admin'istration, agrarian
reform in the Philippines is an effective complement to policies of poverty
alleviation. Landowner opposition and other political factors are behind the
slow implementation, but there are other reasons as well. First, owing largely
to the shortfall in fiscal revenue, government compensation for land purchases
seemed inadequate. Second, government efforts to purchase land were slowed
due fo the difficulty in appraising land value. And third, the government
departments and agencies with jurisdiction or responsibility seemed to be
coordinating their views and actions insufficiently. The first phase of agrarian
reform made headway in farmlands devoted to the production of rice and corn.
As of 1993, however, there appears to have been not much progress in phase
two, which targets private and public lands and premotes social forestry. In
some instances, the redistribution of land to farmers is not that welcome; one
example being low productivity farmland, on which taxation becomes burden.
It thus seems necessary to organize farm cooperatives that would serve as
vehicles for improving productivity, and to furnish them with training and
better farming technologies.

(2) Satisfying Basic Human Needs

The Philippines faces a number of pressing tasks in the health-care field,
including providing effective measures against contagious diseases and pro-
moting family-planning programs. Promoting primary health care will be vital
to these undertakings.

The country already has a semi-developed infrastructure of health-care
institutions and facilities in place at the municipal and barangay levels.
However, these primary health-care facilities require further enhancements,
as they are instrumental in the fight against contagious diseases, in promoting
family—planning programs, and in addressing other national health-related
issues. It is also desirable that the country strive to build more-advanced
medical facilities, while working to maintain the functional effectiveness of
the type of institutions described above, which have become closely integrated
with the local communities. Another task, however, will be to strengthen
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working relationships and information sharing between public institutions,
and between public and private institutions at all levels.

In the area of personnel, it is essential that the Philippines raise pay
scales and in other ways improve the treatment of its health-care professionals
if it is to stemm their exodus overseas. In addition, steps should be taken to
refine training programs and consider incentive structures for the barangay
health volunteers, who are working to offset the country’s current shortage
of health-care professionals.

Family planning was considered a priority development issue during the
Aquino years. The Ramos administration, ._for its part, has demonstrated an
even more enthusiastic stance, as shown through programs led by the Depart-
ment of Health (DOH). Philippine population gi’bwth averaged 2.3 percent
in annual terms between 1981 and 1990, a pace still substantially higher than
the country’s neighbors.

The goal of satisfying basic human needs, however, will demand that
family-planning efforts be combined with programs designed to boost nutrition
for poverty-stricken citizens, and infants, particularly in agrarian districts.
Tt will also be important to improve the water supply, which to date has not
shown remarkable progress, especially in rural municipalities.

4-3. Correcting Regional Disparities

Striving to remedy the over-concentration of population and industry in
Manila is a task that, in turn, could help correct regional disﬁarities- and
stimulate economic activity in rural districts. Correcting regional disparities
could be carried out on two fronts. One is the developm'ent of agricﬁlture,
forestry and fisheries and the other is industrial decentralization.

(1) Development of Agriculture, Forestry, and Fisheries

In the early 1990s, growth in the Philippines’ agricultural sector has
outpaced that of the industrial sector. Nonetheless, food production per capita
has actually declined over the past 10 years. Though cereal grain output has
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Figure 6 Per Capita of Gross Domestic Product by Region
(at 1985 prices)
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begun to pick up, output of other key foodstuffs has fallen. Several factors
explain the slow increase in agricultural production: failure of policy-based
incentives, and inadequate infrastructure and farming technigues.

One reason policy-based incentives have not been working is that political
instability has effectively impeded active levels of private investment in the
farming sector. Agricultural infrastructure problems may lie more in the area
of marketing of produce than in production itself. Increased attention is

- expected to improving access to markets for farm produce in the current
medium-term agricultural development plan of the Department of Agriculture
(DOA).

In the arena of forestry, the Philippine government has banned imports
and exports of timber logged from natural stands, and is now pursuing other
policies aimed at protecting forest resources. Hence, rather than expanding
output, the task at present clearly lies in environmental conservation. Con-
serving natural timber stands, however, will require steps to set up a production
system to better utilize alternative sources of lumber and chips.

In the fisheries field, the key challenges include efforts to build small
fishing ports and strengthen fisheries cooperatives.
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(2) Industrial Decentralization

The Philippine government initiated programs of industrial decentrali-
zationinthe 1960s. Specifically, it set up industrial parks and export processing
zones, and offered tax breaks and other types of investment incentives to
industry. However, these acfions won little success, as the concentration of
i.ndustry in the National Capital Region has still not changed very much. To
correct regional disparities and alleviate conditions of poverty at the rural level,
it is imperative that the Philippines make significant new inroads in industrial
decentralization. Furthermore, it would be useful to explore the possibility
of integrated projects in regional development that capitalize on the strengths
of each district. Closing in the regional gaps will require upgrading infra-
structure: for instance, through the electrification of farm mﬁnicipalities, expanded
telephone services, and construction of new roads and bridges.

4-4, Human Resource Development

Three challenges face Philippine efforts in human resource development.
They are the cultivation of a skilled labor force able to meet the needs of
industry, itnprovementin formal education, and further enhancement of government
administrative capabilities.

(1) Supplying Industrial Demand for Skilled Personnel

A substantial part of the Philippine labor force have gone abroad as
contract workers. Their ranks include highly skilled workers and well-educated
professionals. These overseas contract workers provide their country with a
valuable source of foreign income. On the other hand, they also constitute
a drain of talented human resources that is reflective of the high unemployment
rate at home. In the long run, as the Philippine economy grows, it is hoped
that these workers will be called back to fill domestic jobs. Expanding job
opportunities in the Philippines, however, will demand occupational training
programs tailored to the needs of industry, as well as efforts to provide all
citizens full access to higher education.
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(2) Improvement in Formal Education

An wide range of problems confronts the Philippines in the field of
education. They include relatively the short period to the completion of a higher
education; complicated bilingual mix (of English and Tagalog) in classroom
instruction; and the need to improve the quality of basic education (e.g., in
terms of curriculum, pedagogy, and teacher education and training programs).
Reinforcing basic education itself demands a focus on the basic skills that will
help to eradicate poverty and inequality and expand productive employment,
Though the Philippines already has a fairly well-established educational system,
the percentages of students who complete the last year of elementary and
junior-high school are 71 percent and 79 percent, respectively (1993), both
relatively low'lévels. The dropout rate in poverty-stricken areas is especially
high. Furthermore, a critical challenge in the arena of higher education lies
in closing in the gap between what students learn and the skills industry
demands. Another pressing issue is the need for non-formal education aimed
at the illiterate citizens who account for almost 10 percent of the population
aged 10 years and over. The Ramos administration has made “education for
all” (EFA) a high priority goal in its medium-term development plan. Toward
that end, it will be a challenge for the Philippines to establish and strengthen
school programs including preschool and other elements of basic education and
make them available throughout the nation.

(3} Improving Administrative Capabilities

In the administrative field, the government may find it necessary to
strengthen further its capabilities in formulating development projects, for-
mulating and implementing industrial policy, and maintaining infrastructural
facilities. Increased coordination among the related institutions of the gov-
ernment would be also expected. At the local level, there is 2 need to improve
administrative abilities and reinforce administrative frameworks for disaster
prevention, as well as the maintenance of peace and order. To be sure, the
Philippines today is demonstrating demand for programs aimed at fostering
its future civil servants. In the meantime, another problem would be the drain
of quality personnel from the public to the pfivate sector or to jobs overseas.
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IL. Frameworks for Japan’s Assistance to the Philippines

1. The Basic Focus of Japan’s Assistance

Developing human capital and erasing regional disparities are considered
two of the Phi_lippines’ chief medium- to leng-term development challenges.
It thus seems appropriate to view these two challenges as a basic focus of
Japanese assistance. Needless to say, infrastructure development and envi-
ronmental conservation are among the other challenges demanding attention
over the medium and long term. Efforts to cultivate human capital and
eradicate regional dispar'ities, however, remain two of the country’s most
important tasks over longer term and share much with all the priorities of
Japanese aid, as will be discussed in the fdllowing pages. Yet for this reason,
they should be distinguished from those priorities and given status as core
objectives for Japanese aid. Encouraging Philippine self-help efforts has
always been viewed as essential to the effectiveness of Japanese aid, and thus
it has been given priority as another of Japan’s basic aid objectives.

(1) Erasing Regional Disparities

Under past cent'ralized—government administrations, extreme concentra-
tion in the National Capital Region contributed to widening inequities in
regional income distribution and increased external diseconomies such as
heightening levels of pollution and other ills. To redress these problems, it
would be advantageous to place priority on regional development and make
the task of éorrecting regional disparities the central policy objective of Japanese
aid. Regional development in particular would be one effective means of easing
conditions of rural poverty and crowding within the National Capital Region
itself. Indeed, it contributes to the alleviation of various sociceconomic prob-
lems stemming from heavy urban congestion, overpopulation, and the over-
concentration of industry in and around Manila. In that undeértaking, though,
it will be of critical importance to strengthen the administrative powers of
the Philippine government, which will be responsible for coordinating all
development-related activity among the various institutions and agencies
involved. |

J apanese assistance furnished for these goals should probably be based
on a perspective that links the implementation of specific aid projects with
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the goals of an integrated regional development plan aimed at having each
project exploit local strengths. At the same time, it will be necessary to support
improvements in social and industrial infrastructure at:'the local level. In
taking such steps, it will also prove worthwhile to stress the links between
new aid and the various infrastructure ‘pi'ojects that Japan has ‘provided
assistance for to date (for instance, by giving the Japan-Philippines Friendship
Highway status as a major arterial roadway in the country’s physical distri-
bution netWork). '

(2) The Development of Human Resources

In terms of the core goals of Japanese aid policy, it would be preferable
to place extra emphasis on cooperation aimed at assisting the Philippines in
human resource development. Indeed, special efforts are expected in the arena
of education and to improve the country’s administrative abilities. Government
work to find and train personnel who ean craft viable industrial pdlicies,
formulate decentralization-oriented development programs, adequately coor-
dinate the activities of government institutions, and supervise aid projects in
progress and after they are completed will all be key to the Philippines’
economic rehabilitation. Improving the government’s administrative power
is a goal deserving attention in practically every dimension related to Japanese
aid. Fostering and enriching basic education will also be instrumental in
closing the gap between rich and poor. In additio’n, ‘support for programs of
higher education and occupational training will help the Philippines improve
its international competitiveness. In view of the country’s current fiscal strain,
cooperation for its efforts in human resource developm'e_nt would be even more
vital today. Therefore, from a medium- and longer-term p_erspective, it seems
desirable that J apan continue to extend the Philippihes support in this area.

(3) Encouraging Philippine Self-help Efforts

- Aid can be most effective when furnished under conditions of balanced
macroeconomic management, of the recipient country. ‘Attention is needed to
ensure that the effectiveness of Japanese assistance in economic development
is not compromised by unsound or protectionist-inspired economic policies. For
that purpose, Japanese assistance should be designed tbéustain the Philippine
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drive to help itself through efforts in macroeconomic stabilization, as supported
by the IMF, as well as through structural adjustments backed by World Bank
program financing. Essentially, then, Japanese development assistance re-
quires that the Philippines pursue policies of stable macroeconomic management.
Offering constant encouragement through a policy dialogue with the Philippine
government would be worthwhile toward that end.

The Philippine government’s current revenue shortfall is blocking its’
efforts to develop economic and social infrastructure. To maintain a course
of sound economic management, it is imperative that the government avoid
covering this shortfall through substantial increases in short-term internal
debt or the money supply. Also, in the interests of increasing revenue and
contributing to social equality, the government may need to bolster its tax-
based income, particularly by collecting effectively from the affluent group.
For some years now the Philippines has continued working to boost government
revenue and .inip'rove conditions of domestic law and order. Japan should
collaborate in promoting this effort of the Philippines and the creation of
adequate domestic reserves to cover the local costs of high-priority aid projects,
which will strengthen its ability to effectively assimilate and utilize develop-
ment aid. '

2. Priority Areas for Japan’s Assistance

Tn view of the earlier-noted development hurdles now facing the Phil-
ippines, it would be appropriate that the prime goal of Japanese development
assistance be to help set the stage for sustainable growth driven by productivity
gains, yet with due attention to questions concerning poverty and the environment.
Such Japanese aid will fall into three priority areas: 1. Improved productivity;
2. Poverty alleviation; and 3. Environmental conservation and disaster relief
and prevention. Achievements in these three areas can be expected to have
a mutually reinforcing influence as the Philippines moves onto a track of
sustainable economic growth.

To help achieve the objectives outlined in these three areas above, aid
shaped by the following priorities will likely have a highly beneficial impact
on the Philippine development process. Those priorities are (1) Development
of economic infrastructure; (2) Support for gains in international competitive-
ness; (3) Industrial development at the regional level; (4) Support for agrarian
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reform; (5) Social infrastructure development at the regional level; (6) Sus-
tainable exploitation of natural resources; (7) Environmental policies to foster
sustainable industrial development; and (8) Disaster relief and prevention. As
earlier-noted elements of basic Japanese aid policy, human resource develop-
ment and the alleviation of regional disparities are challenges that have much
in common with the priority areas outlined above.

Priority Areas for Japan’s Assistance

1. Improved Productivity 2. Poverty Alleviation
(1) Development of Economic @ Support for Agrérian Re-
Infrastructure form
(2) Support for Gains in Inter- (5) Social Infrastructure De-
national Competitiveness ' velopment at the Regional
L
(3) Industrial Development at evel
the Regional Level

AN /

3. Environmental Conservation and
Disaster Relief and Prevention

(6) Sustainable Exploitation of Natu-
ral Resources

(7) Environmental Policies to Foster
Sustainable Industrial Develop-
ment

(8) Disaster Relief and Prevention
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2-1. Improved Preoductivity (Support for the government role in
efforts to boost productivity)

Gains in productivity serve as a force for economic growth. That fact
notwithstanding, it turns out that the foundation for achieving such gains
ts not sufficiently strong in the Philippines. As the Plz'ilippine government
has emphasized, capitalizing on the vitality of the private sector will be one
effective way of placing the country’s economy on a sustainable growth track.
At the same time, the government itself will be pressed to assume a more active,
responsible role in helping to foster the process. In other words, it is important
thatthe government clarify its burden-sharing responsibilities with the private
sector, i.e., as to which industries and business sectors it will allow the private
sector to participate in, and which it will assume a leading, developmental
role in. For that purpose, it is essential that the government nurture its own
abilities in policy formulation and coordination with related institutions, and
project implementation.

In principle, then, Japanese aid should be shaped by a policy of support
for the Philippine government’s role in boosting productivity. One area where
government contributes to productivity gains is in economic infrastructure
development, which fosters national and foreign investment. In particular,
power and transportation are two of the sectors where assistance is urgently
needed and would have a direct and positive economic impact. In addition,
there is a need for stronger support for government industrial policies and
technology-promotion measures aimed at bolstering international competi-
tiveness. Further, it would be highly beneficial if Japanese assistance were
utilized to promote regional industrial decentralization as part of an integrated
regional development plan, and also support efforts to raise productivity in
the agricultural, forestry, and fishery sectors that comprise the core of in-
dustrial activity at the regional level.

(1) Development of Economic Infrastructure

Under the Medium-Term Philippine Development Plan (1993-98), the
largest share of total government spending on infrastructure has been allocated
to projects in energy, power, and electrification. Given the future surge in
demand for electric power, along with the capital shortfalls hampering the
National Power Corporation (NPC), there is a need for continued an_d, indeed,
increased support to the electric-power sector. Japan could conceivably col-
laborate in a number of specific areas: for instance by furnishing advice on
the administration of national energy policy and providing support for enhance-
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ments in infrastructure, the rehabilitation and improved maintenance of existing
power plants, and the promotion of energy conservation.

One apparently effective means of furnishing policy recommendations
on energy administration would be to dispatch Japane.se s.pecialists to the
NPC--as has been done in the past——as well as to the country’s recently
established Department of Energy (DOE). So far, the DOE has been soliciting
advice from western consultants and there is concern that it could face some
initial difficulty in assimilating the views and recommendations of Japanese
experts. 'Nonetheless, the deployment of Japanese specialists would likely
prove effective in helping the Philippines strengthen its policymaking abilities
in the energy sector. Japan could also reinforce administration in the energy
sector by assisting the Philippine government in formulating programs for an
improved generation mix (generating sources) and in drawing up future energy-
import plans.

dJ apénese assistance for proje.ct's to build new generating plants or to lay
transmission lines, should also take into account the inhabitant-relocation
issue, environmental resttictioﬁs, and other factors, and proceed with due
attention to progress in plan implementation. Since excessive dependence on
build-operate-transfer (BOT) schemes will have increased the cost of energy
production and retarded the electrification of rural areas, aid-driven, system-
atic, and cost-effective approaches to the development of the national power
grid are expected to translate into real productivity gains for the Philippines.
During 1993, the Luzon Grid often operated at about 50% of its rated capacity,
a low rate that underscores the critical need for continued and even widened
levels of technical assistance for improved facility maintenance and manage-
ment. Further benefits could accrue in the arena of energy conservation if
Japan shared its expertise on conservation strategies for specific business
sectors. In addition, an active drive by the Philippine government to inform
the electronic media-consuming public about ways of effectively conserving
electricity would also be valuable.

Infrastructure development in the transportation sector is capable of
fueling investment and lifting industrial productivity too. However, the Phil-
ippines transport sectors curréntly faces difficulties, not only in launching new
road construction projects, but in maintaining existing infrastructure facilities.
In view of this situation, transportation infrastructure should probably con-
tinue as a top-priority area for aid.
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Inadequate maintenance is one of the chief road infrastructure-related
problems plaguing the Philippines. Almost halfthe country’s road construction
budget is allocated to funding for repairs to the existing road network. Hence,
in addition to supplying assistance for road repair, Japan could explore the
idea of furnishing technical assistance aimed at improving the Philippines’

capabilities in road maintenance. leen the demands of regional development,
efforts to lay rural road networks and develop arterial roads, like the J apan-
Philippines Frlendshlp Highway, bear 31gn1ﬁcance as major tasks facing the
Philippines. For the National Capital Region, one desirable approach would
be for the country to put together a comprehenswe urban de_velopment program
that takes railway systems and other modes of tran'sport into full account,
and to support new tran'spoftation infrastructure projects under that program,

Maritime shipping and transport are just as vital as land road networks
to an archipelago like the Philippines. The country needs assistance in the
formulation of measures to prevent the aging of its shipping fleets, infrastructure
development projects for improved maritime safety, and work to enhance
regional port and harbor facilities in a manner consistent with its overall
regional developmentgdals. One effective path to improved maritime safety
would be for Japan to furnish aid aimed at implementing details of the master
plan drawn up in 1992 with Japan International'Ccoperation Agency (JICA)
assistance.

Over the longer term, the Philippines will likely demonstrate strong
demand for development assistance not only in the power, transportation, and
shipping sectors, but also for improving its water-supply infrastructure. With
regard to the communications sector, the Philippine government is pursuing
policies that encourage private-led development, However, given the importance
of this sector as a vital element of the industrial base, it seems appropriate
that Japan closely monitor its development, and, as necessary, provide support
designed to ensure that it evolves harmoniously with the demands and interests
of Philippine regional development programsg at large.

(2) Support for Gains in International Competitiveness

.The Philippines needs to strive for heightened international competitive-
ness by applying its comparative advantage of low labor costs to labor-intensive
industrial operations. Nonetheless, it is also essential that it seek industrial
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sophistication by expanding its output of higher value-added products. It thus
seems imperative that J apan lend its support to efforts aimed at attracting
new industries and promoting technology transfers. One effective approach
would be to support efforts toward enhancing information and technical-
assistance services offered through Philippine government institutions, with
additional cooperation, as necessary, from universities, corporate unions, and
industry associations. Examples would include promotion of joint ventures
between domestic and foreign firms, technical and management-related serv-
ices aimed at Philippine firms, joint-procurement and joint-production arrange-
ments, and, indirect support for trade fairs and business shows.

Japanese assistance in government policymaking on industrial promo-
tion programs as well as in the industrial sub-sector selection process, would
also help raise the Philippines’ international competitiveness. It could possibly
be packaged with support for development financing. Japan could recommend
the establishment of an office responsible for industrial policy (e.g., for the
mater'ials, textiles, and metal-processing trades) within the Philippines’ De-
partment of Trade and Industry, and provide support for its work in planning
policies and monitoring and evaluating their effectiveness. It could furnish
further assistance in improving the government’s actual administrative powers
through trainee programs and the deployment of Japanese gpecialists, and
contribute to frameworks designed to bolster the government’s ability to set
projects in motion. Attention will be necessary to ensure that the effectiveness
of support for those industries targeted by promotional policies is increased
to encourage the utilization of local consultants as well as the acceptance of
trainees from the private sector, although they come through the Philippine
government.

The Philippines’ long-term money market is still relatively underdevel--
oped. Therefore, support for development financing could be a meaningful way
of compensating for that shortcoming. It w_ould'likely be beneficial if Japanese
aid were used fo back institutional lending for development projects, while
urging the Philippines to remedy such lending-related problems as functional
overlap, improving coordination between government institutions. Raising
industrial productivity is one of the principal challenges of development fi-
nancing. For that purpose, it will be necessary to identify end-recipients of
such financing in greater detail. Enhancement of credit investigations of
candidates for financing, along with improvements in the ability of private
banks to manage their loans, can help to ensure that development financing
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is used more effectively. The assignment of specialists to development banks,
along with development study-based efforts to fashion programs aimed at
overhauling development-financing frameworks, are among the actions that
could conceivably be taken toward these ends.

Stepping up agricultural exports through the promotion of agro;industry
would be another viable means of boosting the Philippines’ international
competitiveness. There is a need for assistance in wqu' to increase value-
added farm products and help develop new export markets. It thus seems
ﬁtting to furnish aid for the selection of internationally competitive items and
launch prioritized programs of product development. This approach would
merge well with one of the goals of the Philippine government’s development
strategy, namely that of strengthening integration between the agricultural
and industrial sectors.

Above all, support for the establishment of effective industrial policies
will obviously demand neutral, yet sophisticated capabilities in administration.
Consequently, it will be desirable to gauge and provide backing for the Philippine
government’s powers in policy enforcement. For instance, to help ensure that
recommendations by Japanese specialists serving policy-adviser roles in this
field are put to good effect, it will be necessary to assess conditions charac-
terizing the institutions in which such specialists are posted, and give ample
consideration to the timing of their dispatch and assignment as well,

Suppbrt for elementary, secondary school (particularly engineering-re-
lated), and vocational programs can also be expected to translate into strength-
ened competitiveness, Financial aid for higher education and research facilities,
together with technical cooperation in the training of researchers and other
personnel, should be maintained and expanded. ' '

(8) Industrial Development at the Regional Level: Support for
Industrial Dispersal and Ventures in the Agricultural, Forestry,
and Fishery Fields

The over-concentration of population and industry in the National Capital
Region has given rige to an array of strains in socioeconomic infrastructure,
as manifest in air and water pollution, burgeoning volumes of garbage, and
an increase in the squatter population. As urban problems, these ills demand
a comprehensive response. However, solving their root causes will call for
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efforts to alleviate congested conditions in the Manila area through programs
of industrial development at the regional level. These goals in turn demand
increased support for industrial dispersal and productivity gains in the coun-
try’s farm, fishery, and forestry sectors. Such aid can be expected to contribute
to the alleviation of regional disparities in general.

To attract investment and foster higher levels of employment at the
regional level, the Philippines must develop and modernize its regional in-
frastructure in transportation, electric power, water, and communications, and,
in addition, furnish industry with favorable conditions for the effective uti-
lization of indiistrial sites and structures. The country’s past efforts in pursuing
industrial dispersal cannot be described as satisfactory. And to be sure, its
present fiscal weakness highlights a need for new progress backed by Japanese
assistance. Indeed, work to build and enhance regional industrial centers and
industrial parks will demand heavier injections of such aid. Formulating
integraied regional development plans, and tying aid to their implementation,
would be one effective approach to decentralization or attraction of industry
to regional communities. Pushing ahead with support'foi’ small pilot ventures
and other methodological expedients, while exploring the feasibility of large-
scale projects, would probably be an effective approach when striving to put
togetherintegrated development plans for geographically large regions. However,
the hopes of success will be dim unless regional development undertakings
have the full, active support of the central government and the local munici-
. palities that will be involved. For this reason, when considering the feasibility
of _extending aid, Japan will find it necessary to keep an eye on relevant
developments in the central government, at the local government level, and
among the businesses expected ultimately to invest in the development projects.

In pushing ahead with regional development, it is essential that pro-
ductivity improvements in the core regional sectors of farming, fisheries, and
forestry translate into advances accented by an improved balance in agricul-
tural and industrial activities. Continuing with forms of assistance aimed at
boosting productivity through i"esearch, agricultural infrastructure develop-
ment, and work to popularize new technologies will be necessary. Efforts aimed
at generating and expanding rural income through the cultivation of new
agricultural-processing industries or enhancements in the marketing of farm
products will also be valuable. As to irrigation projects, owing to major
budgetary constraints already burdening the Philippines’ National Irrigation
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Administration (NIA), work may have to be pursued cautiously, with adequate
attention to the Philippines’ ability to share local costs. In the meantime,-
continued technical assistance for efforts toward more-efficiently utilizing the
nation’s water facilities and repairing aging irrigation facilities will be worth-
while. Recent years have also witnessed considerable growth in the volume
of pesticides and other agricultural chemicals used in the P'hilippines._ As a
result, fears have mounted regarding the consequences of iﬁiprdpe_r use, such
as has been seen in accidental poisonings or contamination, high residues in
farm produce, and negative influences on the natural environment. Therefore,
in furnishing aid to the Philippines’ agricultural sector, it seems imperative
that Japan give consideration to the establishment of frameworks for the safe
handling and utilization of agricultural chemicals, among other factors of
environmental or safety-related concern. |

In the marine fishery sector, cooperation in infrastructure development,
as well as technical assistance for R&D work on untapped marine resources,
will also help to drive development at the regional level.

It is hoped that Japan will cooperate in projects on Mindanao, where
the slow pace of economic development has effectively fueled political and
sectarian unrest. The Philippine government has unveiled a plan for regional
cooperation involving the Mindanao regions, Malaysia, Indonesia, and Brunei.
In addition, its efforts to negotiate a peace with armed rebel forces there have
ushered in signs of a gradual return to conditions of peace and order. Con-
sidering these developments, it seems fitting that J apan, too, explore the
possibility of stepping up its support for development efforts in the Mindanao
regions. Co'operation with projects on Mindanao and elsewhere in the southern
Philippines to build such infrastructure facilities as power generation plants
would be valuable.

With the introduction of its Local Govei‘nment Code in 1991, the Phil-
ippines effectively accorded more authority to local communities. Concerns
persist, however, that local governments are still ill-equipped to fashion and
implement development projects on their own. For this reason, there is demand
for heightened levels of support aimed at reinforcing regional adminiétrative
capabilities in the development arena. Programé to train personnel for local
administrative posts and jobs in indigenous industries will eventually be
needed. '
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2-2. Poverty Alleviation (Support for agrarian reform and social
infrastructure development at the regional level)

Rural districts hold the vast majority of the Philippine population living
in conditions of poverty. As was stressed in the report presented in the last
country report for development assistance, the importance of aid for efforts
in poverty alleviation has not diminished in any sense. Indeed, antipoverty
measures also count as-one of the priority tasks on the agenda of the current
Ramos administration. Efforts to fight poverty and reduce regional disparities
havevalue, not only with respect to their immediate goals, but also as measures
that can help to improve political and economic stability and, assisting the
Philippine government in its drive to strengthen the foundations for democracy.
Actions in poverty alleviation, particularly when integrated into programs
aimed at developing the nation’s human capital, can help to assure that aid
is more effective in steering the country toward a course of sustainable
economic growth.

Support for agrarian reform and other programs in the agricultural
sector in general will also be effective in affording benefits to poverty-stricken
citizens. The Philippines will continue to demonstrate a need for Japanese
aid aimed at bolstering the potential for sustained agricultural activity in
areas affected by agrarian reform. In addition, aid for refinements in busic
education and improvements in maternal and child health care, together with
support for small-scale income-generation projects led by low-income groups,
will count as indispensable investments in human capital that will help to
alleviate poverty and correct regional disparities.

(4) Support for Agrarian Reform

As pointed out in the previous report, support for agrarian reform can
effectively ease the burden of poverty. Though agrarian reform in the Phil-
ippines has been complicated by a volatile m_ixttire of political strains, it is
nevertheless possible to support the reform process indirectly. Continuing and
enlarging agricultural infrastructure development, institutional lending, and
other forms of development aid will likely magnify the effectiveness of the
agrarian reform process in areas where it has been put to work.

Pafticularly in those areas where the plantation system was long en-
~trenched, former tenant farmers will need direct support if they are to continue
tilling the land and marketing their produce ontheir own after agrarian reforms
have taken effect. Working together with NGOs or farm cooperatives based
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in the immediate community would help to make such aid more beneficial.
Therefore, posting success in the arena of agrarian reform will require steps
to reinforce farm management infrastructure and raise pi‘oduCtivity through
programs of éommunity development led by farmers who have benefited from
the redistribution of farmland resources or former plantation workers. That
drive can be expected to help revitalize rural society at large. Japanese support
for the Agrarian Reform Communities (ARCs) plan, being promoted by the
Philippines’ Department of Agrarian Reform (DAR), would likely prove valuable
in this respect. Agrafian reform will also have an important bearing from
the viewpoint of environmental conservation, given that the settlement of
impoverished groups in woodland or coastal areas tends to aggravate the
devastation of forests and the reduction of fishery resources..

Japanese assistance in the agricultural sector will also function in general
as aid to the poor, as most of the Philippines’ rural, poor are engaged in farming
activities. More attention should be paid to the benefits available to citizens
suffering from poverty, when planning to furnish assistance that can be
expected to translateinto productivity gains: e.g., in research and development,
agricultural infrastructure de\?elopm_ent, the dissemination ofnew technologies,
improvements in the marketing of farm products, or the promotion of new agro-
industry.

{(8) Social Infrastructure Development at the Regional Level

Support for programs to strengthen basic education is one effective
measure toward poverty alleviation in rural districts. Cultivating human
capital through education will be essential to the goal of sustainable growth,
and should be aggressively pursued in the years ahead as a means of closing
the gap between rich and poor. Instructor education and training will be vital
to the task of reinforcing formal education in the Philippines. It will be
desirable to furnish assistance for the provision of classroom facilities, text-
books, teaching aids, and other essentials for elementary and secondaryeducation.
There is also a need for cooperation in programs of non-formal education that
foster improved literacy levels and the acquisition of vocational or general
skills.

Japan should probably sustain and enlarge its support for the Philippines’
rural health-care system. To back advances in primary health care, it would
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be beneficial to collaborate with the Philippine authorities in providing phar-
maceutical supplies and basic medical equipment for the Barangay Health
Stations, rural health units, and the district hospitals that support them, as
well as furnish aid for the training of rural health volunteers. _As'sistance in
efforts to improve infant nutrition would also be welcome. Aid likely to be
effective in improving maternal and child health care is expected to include
not only direct support for programs of population and family planning, but
also a comprehensive approach te establish far-reaching programs that incor-
porate aid for improving primary health care, elementary education and,
educational and occupational tr'ainihg aimed to enhance the status of women.
Should Japan find itself lacking in personnel who can administer aid programs
in the health-care and family-planning fields, it would be expected to step up
its training efforts.

Support for small income-generating projects run by citizens in poverty-
stricken rural districts is one of various forms of aid effective in the fight against
poverty, and therefore, such support should be sustained and even enlarged.
PIacing emphasis on technical assistance to rural citizens, encouraging self-
help forms of growth, and in other ways supplying assistance that is in the
interest of community development would all help to boost the effectiveness
of aid. Another conceivably viable approach would be to provide small-scale
financing based on the concessional interest rates to support operators of small
businegses.

There is no systematic sexual discrimination in the Philippines and little,
if any, significant gap in the cultural or traditional status of men and women.
Nonetheless, many impoverished women still face obstacles to their active
participation in the labor force. That reality demands a constant focus on the
issue of women in development whenever aid is being consgidered for small
income-generating projects and other measures in poverty' alleviation.

Education, health care, financing, and other areas cited above as can-
didates for the provision of aid can, of course, be addressed individually.
However, it will also prove useful to identify the full scope of needs at the
regional level and, on that basis, considering the supply of well-balanced aid
packages that combine suppdrt for education, health care and other fields,
which also may integrate both financial and technical assistance. Efforts
toward an approach that integrates different aid formulas are especially
necessary. Activities aimed at fostering and disseminating new technologies,
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particularly at the regional level, will be an important element of aid in the
fields of agriculture' and health care. It is thus hoped that Japan will furnish
support for Philippine-based training programs and other undertakings aimed
at cultivating a broader range of human resources.

2-3. Environmental Conservation and Disaster Relief and
Prevention (Support for the sustainable exploitation of
natural resources, environmental policies designed to foster
sustainable industrial development, and measures in disaster
relief and prevention)

With environmental issues, the development programs are forced to face
a far more difficult reality than with other issues. Achieving sustainable
growth essentially demands that priority be placed on support for efforts by
the Philippines to address its environmental problems. It is preferable that
action on the environment be shaped by a dual focus of support for sustainable
resource exploitation and environmental policies conducive to sustainable
industrial development. Recent years have seen the Philippines’ environment’
and economy alike dealt heavy blows also by a series of natural calamities.
It is thus crucial that aid for disaster relief and prevention be continued.

(6) Susfainable Exploitation of Natural Resources

The steady concentration of the population in urban areas, together with
the growth in the number of citizens living in poverty, has placed an increas-
ingly heavy burden on the Philippines’ forest resources around urban areas.
As a result, forestation which serves as a water sources in the National Capital
Region has been adversely affected, erosion has hurt the water retaining
capacity of the scil, increasing the destructive power of floods. Needless to
say, these mechanisms have also had a negative impact on the economy.

Four factors in particular are behind the steady destruction of the
Philippines’ forest resources: illegal logging, forest fires, the conversion of
forest tracts to farmland, and logging erosion and silt runoff both caused by
mining. The first three factors can be traced chiefly to impoverished groups
who settle in forested areas and rely on inappropriate farming techniques. In
view of the social forces in play, it seems necessary to beef up policies for the
protection of forest resources and rely more on social forestry programs that
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directly involve rural citizens in reforestation activities. Cooperation in the
promotion of community-led social forestry activities will be an important
component of the reforestation drive in the Philippines. Japan was one of the
first aid donors to furnish the Philippines aid in this area, and it would seem
desirable to build on that aid in the years ahead.

Fishery depletion and the destruction of mangrove forests are, to a large
extent, attributable to the population pressures posed by impoverished groups
in coastal regions, who must log forest tracts for fuel and rely on ill-suited
fishing techniques. To utilize these resources on a sustainable basis over the
leng term, the Philippines must strive to establish protective measures that
take the social backdrop into full account. Support for research and devel-
opment work on resource-friendly fai‘ming and forestry 'techn'iques, together
with programs to promote their widespread use, will be doubly effective as
measures in poverty alleviation and environmental conservation.

The Philippines possesses a rich variety of natural wildlife habitats,
ranging from tropical forests and coastal wetlands to coral reefs and marshes.
Protecting and conserving those resources may require the establishment and
management of special nature reserves, with financial assistance as well as
training programs for staff.

(7 Environmental Policies to Fester Sﬁstainable Industrial
Development

Environmental administration at the national level will require envi-
ronmental policies that link government programs of infrastructure development
with private investment. For the time being, one effective measure would be
to support enhancements in the practical capabilities of the Environmental
Management Bureau (EMB), which is responsible for conducting development-
project environmental impact assessments. In addition, it will be necessary
to develop and disseminate technologies which promise both environmental
considerations and benefits by reviewing the manufacturing process, as a
gignificant part of the private sector is in a difficult financial situation. Japan
could help by providing assistance in the areas of manpower and funding, and
back the establishment of frameworks for joint research with pertinent Philippine
government institutions. In the future, demand for stronger, far-reaching
environmental measures can be expected to emerge as industrial activity in
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the Philippines heats up.

In the arena of urban development, one pressing'chéllenge' is the need
for new disposal sites and facilities to handle the burgeoning volume of garhage
in the National Capital Region. Leéans and other forms of support would be
one possible means of encouraging swift Philippine government action on this
issue. Pursuing effective pollution control measures in the district will require
stronger environmental administration. For that purpose, one initial priority
of aid towards strengthening monitoring capacity will be frameworks necessary
for an accurate grasp of environmental conditions. In the future, it may prove
neéessary for the Philippine government to adopt policies that give priority
to the intensive control in regions especially hard-hit by pollution. -In that
instance, the deployment of specialists to assist in such work, along with
training programs for administrative personnel, donations of equipment, and
other forms of Japanese aid will all be of value.

The recently enacted Local Government Code is expected to afford local
government units stronger powers in the realm of environmental administration
in the years ahead. At present, the regional offices of the DENR are responsible
for environment monitoring and the enforcement of antipellution measures
at the local level. As the regional development process makes headway, those
offices and their various departmehts will assume increasing importance. As
in the National Capital Region, support for work to bolster the enforcement
powers of agencies engaged in environmental administration at the regional
level will be worthwhile, especially in monitering and research.

(8) Disaster Relief and Prevention

The Philippines has long been prone to massive natural calamities that
typically leave many victims in their wake. The damage to agricultural output
and to roads, bridges, and other elements of infrastructure has been extremely
detrimental to the economy at large and a key obstacle to economic growth.
Given these realities, it seems essential that aid in the disaster relief and
prevention field be furnished on a continuing basis. While most aid in this
area to date has been concentrated in disaster-recovery efforts, it would seem
necessary also to explore the idea of furnishing additional_ aid on the basis
of a long-term perspective of improving the state of rural living standards,
as well as goals of the country’s poverty-alleviation programs. -
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For now, relief for the victims of recent calamities, along with work to
rebuild damaged infrastructure, will be essential. However, in view of the
heightened frequency of natural disasters in recent years, continuing J apanese
support for projects on disaster pfevention will be needed. Support of that
kind can be focused in the following area, better utilization of the existing
disaster-prevention frameworks, gathering data on disaster-prone regions,
establishing disaster-preventing design criteria for roads and protective shore-
line barriers, improving the maintenance of facilities for river flood-control
and water runoff, and fostering land-use planning that restricts human habi-
tation in high-risk areas.

3. Issues on Implementation of Development Assistance

In view of the aid focus and pricrities outlined in the previous section,
an effort should be made to fine-tune frameworks and methods for the extension
of Japanese aid, if it is to be more suitably and effectively applied to help bring
about better economic and societal conditions in the Philippines. Several
specific considerations and suggestions for improvements in this area are
discussed below.

(1) TImproving the Ability to Absorb Aid

Some aid projects in the Philippines have been delayed by the lag in
disbursements for covering local costs, or by disbursed amounts that were
smaller than initially estimated. These deficiencies are attributable, chiefly,
to the shortfall in government revenue. It would be necessary to continue
urging that the Philippines take action to redress that shortfall. At the same
time, while loan-aid disbursement ratios have improved substantially 