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P_reface

This report has been prepared by the Committee on the Third Country Study for
Japan's Official Development Assistance to the Republic of the Philippines, which the
Japan International Cooperatlon Agency (JICA) organized in April 1998, This is a
comp11at1on of study results in the form of proposals on future assistance for the
Philippines. S ' :

- The Comnnttee began its study just before President Ramos hmshrng his term of
office in June 1998. In highly apprecratrng the political stablllty, economic reforms
and reconstructr_on, and further progress in decentrahzatlon that were achieved by the -
- Ramos Administration, the Committee concluded that politi'c;al and economic conditions

'had 1mproved srgmﬁcantly in the Philippines, and it pomted out need for further reforms
 focused on the financial sector, addressmg the economic crisis in Asian nations, although
its impact was comparatrvely small i in the Phrhppmes because of its successful reform
_efforts thus far The Commrttee reviewed regronal disparity reductron and human
résources development which had been 1dent1f1ed by the Committee on the Second
' Country Study for Japan s Official” Development Assistance to the Republrc of the
| Phrlrppmes orgamzed in 1992 as development challenges requmng long-term efforts.

e The present Committee also studied how assistance in economrc infrastructure- burldrng,

which J: apan has prlorltlzed should be rmplemented in the future. _
'Based on the study results, the Comm1ttee concluded that assistance was
indispensable for the Phlllppmes to reduce, notably, poverty and regional drsparmes
for its future development whlle keeprng good balance with economrc growth As
.part of etforts to address these challenges, the Comm1ttee came to recognize the
1mportance of assistance in education, health care, decentralrzatron and the environment
and disaster preventron in order to support sustainable development Development by
: forergn assrstance producmg changes such as in the envrronment and the structure of
. employment 1n a communrty, can place a heavy burden on specrfrc people. The
| Commlttee therefore made proposals in this report whde keepmg in mind the need for
more careful consrderatron in provrdmg assistance. '
_ The Phrhppmes as you know, has been a recxptent eountry since the initial stages
- of J apa.n $ offrcral development assrstance which accounts for a high ratio of the total
: forergn assrstance to the country There are actrve contacts in the private sector as
' well such as in busmess notably wrth direct forergn investment, and through NGO
| 'actrvrtles A good relatronslnp has thus been estabhshed between the Phrhppmes and
3 Japan. I hope th_rs report will contrrbute_ to_drscussrons concerning the direction of



Japan's assistance to the Philippines, a significant partner of Japan, and to the
Philippines' further development and the advancement of friendly relations between
the two countries.’ o . ,

Last, but not least, I would like to express my gratxtude to the Lommltteo memmbers,
who gave of their precious time to actively part:ctpatc in discussions related to’
compllmg this report. I must acknowledgc cooperatxon in ficld surveys and valuable
advice provided by the Japanese Embassy in Manila, the Manila Representatlve Ofﬁce .
of the Overseas Economic Cooperation Fund, and the JICA Philippine Office.” T must
also acknowledge views and information that can only be- provided by persons who
are active on-site, i.e., JICA cxperts ‘and personnel of othcr aid agcncncs In addition, -
I am deeply grateful for the cooperauon and support prov1ded by the Economic AR
~ Cooperation Bureau of the Mmlstry of Foreign Affairs and the JICA Imtltute for '

Intematlonal Cooperanon and its Secretarlat for this Committee. '

March 1999 .

Akira Takahashi
Chamnan . Lo
Commutee on the Third Country Study _
for J; apan's Ofﬁmal Development Asmstahce
. to the Repubhc of the Phllnppmcs ‘
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Summary
1. - Prospect of Issues in Development of the Philippines
1.1 Overview of 'political and economic conditions

The Ramos Administration positively tackled economic restoration; it improved
the bottleneck duc to a quantitative shortage of 1nfrastructure and it implemented
various eCOIIOIIllC reforrns toward ltberallzatlon and deregulation, based on the IMF's

- Structural Adjustrnent Lendmg As a result, investments from overseas and exports
' grew smoothly, in part supported by favorable economies in Asia and Amerrca and a
GNP growth rate of between 5% and 6% was achleved in the four years between
1994 and 1998 During this perrod the per capita GNP reached $1 000, and in the
financial aspect breaking away from a structure of deficit finance was attempted, and
a budget surplus was temporamly achreved though the main reason was growth of
non-tax income, such as proflt from sales generated by prlvatlzatton As to the
~ economic cr1s1s since 1997, though such influences as a decrease of revenue and
decreased 1nvestments due to the slugglsh economy over several years cannot be
" avoided, the influences are consrdered to be smaller than in nerghbormg countrres

'As such the Phlhppme economy can be said to have gotten back on a track of stable
‘growth. : : : :

- On the other hand due to enforcement of the Local Government Code in 1991,
admlmstratrve functrons work staff, budgetmg, etc., were transferred from the central
Government to ‘local government umts and local initiative in developmental'
admmrstratron was mstttutronally secured. Actually, however the bestowed functions
are not working suffrcrently, due to fund shortages, the limited experrence of staff
.:who handle the transferred work, and local government units' poor development-
planmng capacrty As such further 1mprovements are needed.

1.2 Present state of sectors and issues
1.2.1"'-"Povert‘y e

In terms of poverty mdrces the share of poor households in the total number of

' households has. decreased but in terms of absolute number there was no 1mprovement

Income drstrrbutlon has not erther necessarlly ameltorated In addition, 1mprovement -



of the poor household share in rural areas is behind compared with that in urban
areas. The Philippine Government adopted the Social Reform Agenda (SRA) in 1994,
and it has been promoting poverty alleviation projects in the selected 21 provinces
and six urban areas, such as Metro Manila, Baguio city, and Cebu city. Poverty can
be explained by the factors, such as the slower expansmn of employment in the
manufacturing sector, compared with this sector's growth accompanylng
industrialization. In rural v1llages, the increase of harvest realized through the
introduction of high-yielding varieties has not necessanly led to increasing farmer's
incomes due to the oltgopohsncally controlled markets for agricultural inputs and I'ICC
products. ~ Also, the spread of commerclahzed agrlculture has escalated the farmers’
- need for cash income. . : .
Furthermore poverty is related to soil erosion in the uplands and flood in the
lowlands as a result of cultwahon in the uplands by poor farmers. Rural poverty ‘
_a]so leads to urban poverty exemplified by slums, which are formed by the small’ |
peasants mtgratmg into urban areas in pursu1t of ernployment opportumtles

122 Health |

The Philippines has varlous 1ssues to tackle, such as the population mcrease, the .
detenoratxon of pubhc health mcludmg the nutrition problem spreadmg of mfectlous
diseases, and drug dbuse The populatlon increase rate has been decreasmg, though _
only shghtly, as family planning was promoted from the perspective of 1mprov1ngr _

heaith and welfare. As to infectious dlseases in the 1990s, the disease rates of malaria
" and measles have been decreasmg, but new problems, such as mcreases of skin disease
and AIDS, are bemg faced. - Also, the reglonal dlsparlty in the state of public health i is
a serious problem. S ;i ' UL . S

The situation ‘of health -care supply ‘was worsened by the system transmon._ :
accompanying decentrahzanon in many cases. ' '

1.2.3  Education

In the 19908 unlversal baslc educatton was posmoned as an 1mp0rtant 1ssue in

" educational pohcy, and programs aimed at quahtatwe and quantltatlve 1mprovement
and at promotmg decentralization of educational adrmmstmtlon as well as strengthenmg
its function for that purpose have been promoted As to basm education, the followmg' |
problems are pointed out: a h1gh dropout rate and poor study achlevement levels '



region'al unevenneSs_in spreading of basic education; and not enough specialized subjects
related to teaching methods, content of education, and curriculum, in teacher training
courses. Problems regarding higher education are shortages of study facilities and
teachers who hold degrees. As to vocational traln_ing, education that connects training
schools and on%he—job training was systematized, but participation of the private sector
in the program is insufficient. Also, personnel-training in accordance with regional
industrial demand is inadequately conducted, and training instructors are in short supply.

1.2.4  Agriculture

 The issue in the agricultural sector is how improvement of productivity, which is
‘the major-issue in any industry, should be prom_otcd, in good balance with rural
developrnent for the 'alleviation of regional dispérity and poverty.
. As to the former, amid further _i_ncr'ea'sing international competition, such as
~lowering of tariffs and trade lliberelization’ Within the area of AFTA, Philippine

: agrrcultural products for exportatron are requrred to improve cornpeuuveness in both.

price and quality. It is also necessary for non- export agncu]tural products to increase
compcnuveness in price, such as by lowermg the producnon unit cost, in order to
~ avoid devastatmg effects from the mﬂow of 1mported agrrcultural products Judgmg _
" from. the Phrlrppmes ‘natural condlnons it 1s considered possrble to 1mprove the food

| self—suffrcrency, and the opportumty cost of using valuable foreign currency to import
foods is too large. Therefore, it is necessary to make further efforts to improve
productwrty, such as by agrrcultural research and spreadmg of its results, and by
- efficient usage of n’ngatron fac111t1es _ - S |
- On the other hand 1mprovmg the mcome of the poor most ot which lives in
: agncultural v111ages contributes not only to the purpose of devclopment itself, which
is correctron of poverty and regronal drsparlty, but also to expandmg the domestic
'market resultmg in- the development of other industries. In. order to support
g mdependence of the poor productlon means should be dlstrrbuted through such as

‘ agrarran reforrn and in addrtion the Government should provrde continuous support

' regardmg agrrculture and the living environment, to farmers who conduct dgrrculture
m areas of low fertrllty, such as upland '

| __1.2.'S-Infra:structurc .

" At present, the supply of_ encrgy just manages to keep up with the rapid increase



of demand in the process of economic growth, such as by the increased number of
vehicles and improved living conditions.

“Roads play the most important role in the Philippine traffic system and it has
been increasingly expanded centered on the Metropohtan area. Future issues included
establishing a natronw1de road network and strengthening of management and
_ maintenance systems. For that purpose, it is necessary (o estabhsh a natronwrde road
network improve the guality of existing roads, and strengthen the marntenance and
' management system. In addition, in order to solve traffic congestion in the Metropolitan '
‘area, construction and operation of rarlways and LRT lines, as a means of mass
transport, are needed. ' ' | o

- The usage frequency of marine transportatron is also extremely hlgh due to the
geographrcal features, and, it is necessary to 1mprove such problems as 1nsuff1c1ent

navigation safety facrlltres obsolescent shrps poor harbor facrlmes etc.” As.to air .
traffic, it is necessary to improve alrports, deregulate the domesuc airline rndustry,
and 1mprove facilities and strengthen their management for air traffic safety, in order :
to respond to the raprd 1ncrease of air travel accompanying economic growth '

Regardtng telecommumcatrons, domestrc telephones have spread rapidly in the _
past several years, but about 60% of them are located i in the Metropohtan area.

~ As to the spread of water supply also, there is a consrderable dlsparrty between
the Metropohtan area and Tural areas. In the Metropolrtan area, cleterroratlon of the
housmg situation is a large problern and construction of medium- rise apartment houses
and arrangement of the envrronment in the 1llegal resrdence district are bemg tackled

1.2.6 Mining and manufacturing

_ The ratio of the mmmg and manufacturmg 1ndustr1es 1nclud1ng electrlc power .
gas, and water supply, to the GDP declined from 40% 1n 1983 to 36% in 1997. The
share of manufacturmg declined frorn 26% to 25%. The ratro of persons employed in

| manufacturrng declined from 12.1% in 1960 to 9 9% 1n 1997, while that in the entrre

' secondary mdustry remained almost unchanged it was 15. 3% in 1960 and 16 3% in

1697. ' L ‘ S e e

' Very limited employment created by mdustrlalrzatron and a rate of populanon o
increase that is hrgher than in Southeast Asian nerghborrng countrres brought high |
rates of unemployment and underemployment contributing partrally to chronic poverty. .

- The rat1o of mmmg to total exports was declmmg, with 21. 33% in 1980 as a '

'peak and it was as low as 3.03% in 1997 Th1s was caused by worsened metal |



market conditions, lower-grade mineral deposits, and so on,
1.2.7  Private sector participation and privatization

In recent years, private' sector participation and capital is actively employed in
public works, such as the constructio_n' and operation of power stations and roads,
- which the public sector has handled.

Recent worsened economic cond1t10ns in the Philippines and its neighbors,
however, have discouraged investors, and a consequent decrease in fund seems to hinder

private projects.
1.2.8 . The environment and disaster prevention

The Ph]lnppmes envrronmental problems concern national land conservation,
malnly caused by destructlon and deterloratlon of forests in agrlcultural mountainous,
and ftshery reglons and destructlon of the coastal ecosystem They are connected
closely W1th the economy in agrlcultural and fishing villages, and further to poverty
problems of farmers and frshermen ‘Also, various envrronmental pollutron problems
accompanymg urbamzanon and industrial development are becoming obvious, espec1ally
in the Natlonal Capltal Regton (NCR) .

The Phrllppmes has active volcanoes, frequent earthquakes and rivers runnmg
_ rap1dly Situated in the Southeast As;an troplcal monsoon zone, the country has much
prec1p1tation and typhoons strike every year. Under such conditions, disasters from

S such as earthquakes volcamc activities, Jandslides, and ﬂoodmg occur frequently, and

wh1ch are accelerated by the destructron and deterioration of forests due to social
o factors such as thre populatlon mcrease and the 1nadequate management of slope
farmlands . co

. The Phlhppme Government is urged to burld a country resistant to natural dlsasters
' against natural cond1t1ons ‘and social conditions that are v_ulnerable to them.

129 : Gender'

In the Phlhppmes womens pamcrpatlon in the economy, polrtlcs, and professrons
R '1s relatlvely actrve but in terms of gender related development 1ndex there are large
| d1spar1t1es among reglons between urban and rural areas, and among classes. Amid
_' notlceable ]ob spec1a11zat10n by sex, about half of women are as active as men in the -



labor market, Many women in the poor brackets and in squatter quarters in cities,
however, work in the informal sector. More than half of people working abroad are

women, engaging in service labot, such as housekeeping. -

2. Perspective of assistance toward the Philippines
2.1 Perspective of assistance toward the Philippines

The Ph1lrpp1nes during the Ramos Admlmstrauon was able to achteve a
preiequisite condition for full-scale development Wthh is national reconcﬂlatlon Based
on this foundation, the Ramos Admlmstratzon aetrvely tackled economic restoratlon it
1mproved the bottleneck due to a quantrtatrve shortage of mfrastructure and it
1mplemented various economlc reforms toward liberalization and deregulatton based
on the IMF's Structural Adjustment Lendmg Asa result a relatlvely high GNP growth
rate, supported by 1nvestments and exports, was achreved and a budget surplus was
'temporarlly achieved. The 1nfluences of the economic cr1srs in Asia are consrdered to
be less than in nerghbormg countries, and the Phtlrpplne economy can be said to have
gotten back on a track of stable growth R o

On the other hand, there are still wide- rangmg poverty problems that are slow in
improving. Though the ‘share of households below the poverty line is decreasmg, it
was still high, at 32.1%, in 1997, and no 1mprovement can be seen in the real number.
Further, the income share of the upper 1ncome class is expandmg, and reglonal dlspanty'
has not been solved either. : AR ‘ o ]

Poverty allevtatton and correctton of reg1onal dlspartty are purposes of
development and they are also essential to achieving pohtteal stabrhty and sustarnable :
gconomic growth in future development of the Ph111ppmes Therefore in future |
assistance, direct work on these issues is important. Another concern is the expansron '
of disparity that may accompany future economic development From this v1ewpomt
support for poverty allev1auon and correction of regional dlspanty is 1mportant -

In efforts toward such issues as poverty allevratton and reglonal dlspanty, support .

for basrc health servrce and educauon whrch are dlrectly related to these rssues in

addition to suppon for dlrect nnprovement of hvelrhood is necessary N

As to health, there is great disparity between the National Caprtal Regton (NCR) B
and other regions, in terms of mdrces and personnel who work i m health care. As
healthy living is the base of every social and economrc acttvrty, it IS 1mportant to



support improvement of accessibility and quality of public health and basic health
service. ' _

- Education is a basic human need, and it is also closely related to improving poverty
problems environmental problems and public health. It is pointed out that, in the
Philippines, in relation to empowermg citizens to partrc1pate in nation-building, priority
should be placed on 1mprovmg access to and quality of basre educat:on There are
actually many problems related to basic education, and supply of educational
opportumtres to regions that are far behmd as well as improvement of qualrty, 18
‘needed. From the perspectlve of realizing social Justrce, the significance of Japan's
cooperanon is great. : ' : .

Promotion of decentrahzatron is also rmportant as part of efforts to reduce poverty
and rcgronal drsparrty It is h1ghly significant that decentralization since 1991 ‘has
1nst1tutronally given LGUs functions to initiate development plans, including distiibution
- of budgets and staff. Actually, however, things are not proceeding smoothly, due to
- LGUs' lack of administration' experienee and abilities. As the distribution of funds
and staff has become left to the discretion of local govemment umts which have little
know-how and experrence stagnatron in supplymg of basic social services, and lowering
of their standards are seen, also dependlng on the prrorrtres of such local government
units. : ‘ LT
. Support for theSe issues will contribute to improving LGUs' initiatives in their
development and to eorrecting regio'nal' disp'arity, which are the expected purposes of
- the decentrahzanon policy, resulting in greatly helpmg development in the Philippines.
Support for decentrahzatlon is necessary aiso in that the role of local government
: umts is srgmﬁcant in expandmg efforts in each sector of poverty measures, basic health
| servree “and educatlon, ona level close to resrdents and in enhanemg therr effectrveness

- and sustamablllty

o In addrtron support for envrronmental and drsaster-preventron issues is also
1mportant ' : ' .
In agrrcultural and mountamous regions in the Phrhppmes the destructron of forests |

N and devastation of slope farmland are becommg a problem in aspects of both resources

_ anagement and farmers 11v1ng envrronment JIn urban areas, such problems as the
_ detenoratron of air and water and waste drsposal are becommg apparent. Because _
- they constrtute a faetor 1nh1b1tmg sustamable development and they can greatly affect
the low rneome class in parucular cooperation in this field is srgnrfrcant

| There is large- ~scale damage from natural drsasters in terms of human suffermg,

e economrc actrvmes and the basrc economrc foundatron In addrtron to conventronal



cooperation in restoration from disasters and in establishing the disaster-prevention
infrastructure, it is essential, for long-term development, to support irnprovement of
the existing disaster-prevention system from a long-term perspectlve

On the other hand in order to realize progress of social development and poverty
alleviation, efforts for economic development are continually important. Improvement
of product1v1ty in the agricultural sector, which has traditionally prov1ded 1mportant '
employment opportunltles and strengthening of interrelations w1th1n the manufacturmg
sector are necessary to create employment and to Strengthen mternatlonal
competltlveness For that purpose, issues that need continued support are mdusmal
development centered on agrlculture and rnanufacturmg, and the establlshment of an
economic mfrastructure that is prerequisite to industrial development.

2.2 Priority issues in assistance

Based on the above- ment1oned perspectlve, the pnonty issues in a551stance toward :
the Phihppmes are itemized as follows

22.1  Assistance m poverty alleViation
(1) Promotion of rural development
(2) Assistance for the urban poor

222 Ass;stance in health care :
(1) Strengthemng of health admlmstratlon and staff _ _
(2) Expansmn of access to health service m poor reg1ons S : .
(3) Natlonw1de expansion of farmly planmng and maternal and Chlld health
(4) Ass1stance in AIDS and tubercu1031s measures

1223 Ass1stance in educanon . . .
(1) A351stance that contnbutes to 1mpr0vmg the qual1ty and spreadlng of
elementary and secondary education -
(2) Assistance in non-formal educatlon o

(3) Assistance from the planning stage and graspmg of 1ssues m local level
educatlonal development
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Assistance for decentralization and capacity-building of local government units
~ Assistance for capaelty bmldmg of local government units
Addressmg problems emerging with the development of 1ocal autonomy
Adequate financing and budget-sharing with the national Government

~ Assistance in environmental conservation and disaster prevention
(1

- environmental conservation

Assistance in resources management by CBFM and CBCRM focusing on

As51stance in industrial pollution control

Assistance in capacity-building in envxronment related administration
Assnstance in domeettc waste treatment in urban cities :
Assrstance m dlsaster preventlon in areas frequently struck by disasters
Assistance in water resources management

Assistance i in earthquake dlsaster prevention in Metro Mamla

23 lssueé need.ing contlnaed support '

The 1ssues that need support to contmue efforts for economic development are -

1tern1zed as. follows

2.3'.'1' :
(1)

@

.232
)

(3)

.__.(_4)_

Ass1stance in 1ndustr1al development :
Agncultural development
Industry developnr_tent _

Assxstan(:e in the development of economlc mfrastructure
Asmstance in transportatlon sector . _ g : B
Assrstance m the capac1ty bmldmg of LGUS in plannmg and 1mplementmg
: water supply prOJCCtS _ ‘ S '
Assistance i in energy and power development _
A531stance 1n enhanetng the Government s monltortng capacity for
' development of telecommumcatmns network ‘



1. Evolution of the Phﬂippines‘ Development POIicy

This chapter summarizes political and economic changes in the Phrhppmes before
the Ramos Administration, focusing on development challenges confronting the country.

1.1 | Until the Marcos Administration :

Economic development in the Phiiippines, whichbéc'ame independent after World
War 11, was affected greatly by the U.S. -Philippine Trade Agreement™T! (later replaced
by the Laurel-Langley Trade Agreement) which gave 28- year preferentral tariff

treatment to the country and natronai treatment to U.S. crtrzens It was also affected

bya fixed exchange rate system, whrch was malntamed well into the postwar period.
This mcreased the Phrlrppmes dependence on the U.S. market for its tradrtronal

agricultural exports such as sugar and coconut and led to specralrzahon in certain

Crops. ' ' _ .

In the 19503 a favorable envrronment was provrded for early stage 1rnport
substitution 1ndustrrahzanon by over—valuatron of the fixed peso, the forergn exchange
allocanon system stlpulated in the New Necessary Industries Act in 1946, selective
low-interest credit, and exchange and import control tnggered by the balance- of-
payments crlsrs in 1949 despite that domestic markets were open to U.S. products in
aceordancc ‘with the above- rnentroned agreementNmEz In this situation, the 1ndustry

sector attained average annual growth of more ‘than 8% in the 1950s, with

manufacturing production accountmg for as much as 20% of the GDP

Export competltrveness of Philippine manufacturmg, however was reduced toa
large extent due to peso overvaluatlon and a protectromst tariff structure, whlch favored
imports over exports. As a result, Phrhppme trade deficit and extemal deficit mcreased
greatly from 1957 and thereafter The Govemment took- measures, such as restrlctmg
imports of non- -essential consumer goods ‘and trymg further 1mport substltutron but
they turned out not as effectrve as was expected It fmally took actron and hberated

NOTE | Came into effect in 1946. Major contents were as foilows 1) after a duty frce perrod of erght years,

tariff ratcs shall be raised by 5% every year, up to normal tariff rates in 20 years, 2) national treatment

shall be given to U.S. citizens and capital, 3) the sovereignty of the Philippines shall be restricted by not L

~ being empowered to impose expont taxes, or change the par value or stop convertibility of the peso, and '_ :
4y restriction of the absolute volume of traditional exports to the United States, such as sugar and coconut
under the quota system sha]l be conunued oo

NOTE2  Mitsuo Fukushima (1989), "Chapter 1 Hlslory and Resulls of Industriallzatlon in Phrlrppmes

Indusrrralrzatmn, Gropmg for Reconstruction edited by Mitsuo Fukushima, pp. 5- 10 lnstltute of Deve]oprng
Economres . : : .
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imports. In 1962, it removed lmport and exchange controls and devalued the pesoMo™?,
The continued exchange overvaluation in the 1950s made prices of capital goods, most
of which were imports, relatively lower than labor costs. This resulted in low growth
in employment in the manufacturin'g sector, desplte higher growth in production, while
producmg an unfavorable economic environment for agricultural exports This
economic cnwronment continued to the 1960sNOTE4 as the protectionist tariff structure
remamed almost unchanged even after the removal of exchange controls in 1962
Eventually, the import substrlutron pohcy produced economic stagnatron resulting
' from a worsened forelgn currency posrtron in the latter half of the 1960s because of
limited expansion in domestic demand, in the face of internal restrictions, such as
increasing urban- rural gaps due to urban-centered mdustrrahzatron This situation paved
the way for the Marcos Admm1strat10n to come into power advocatmg a polrcy of
socioeconomic reforms and the promotion of national mterests“‘c'TFS _
_ The Marcos Admrmstratron 1mplementmg economrc expansron polrcles utilizing
 easy money and external borrowmg, to cope with economic stagnatlon successtully
ra1sed the rate of growth These policies, however, ‘brought a balance -of-payments
crisis and mflatron ‘These, combmed wrth 1mp0rt substrtutron strategy having reached
-~ its. limits, - and the approachmg 1974 expiration of the Laurel Langley Trade
- 'Agreement““"”a°'l which st:pulated preferentral relations wrth the United States, aroused -
a sense of cr131s among Phrhppme people And it predxsposed them to acceptmg the
Marcos Admrmstratron which advocated national lnterests and social reforms
- The martial law of 1972, proclaimed as a just cause of soc10econ0m1c reforms,
_'aimed at' economic reform for the seco'rid import substitution and export expansion by

utllrzmg forergn currency and social reforms focusmg on agrarian reform The

- estabhshment of the Export Promotron Act and the Investment Promotron Act, as means

B of econormc ‘reform, prov1ded an opportumty for export—orrented mdustrlahzanon In
-' addmon regulatrons were t1ghtened in order to concentrate power in the central

o government ancl selectwe preferentral treatment was expanded The first half of the

' 19703 marked steady advances in reforms m varrous areas producing certain results,

NOTES g pp i

“NOTE 4 Ibtd pp 18 _ c

NOTE S Yukrho Asano (1991), The thhppmes From Marcos to Aqumo Instuute of Developmg Economtes p.p.
: 56. :

In 1955 the agreemcnt revtsmg lhe U, S —Phll:ppme Trade Agreement based on the Bell Trade Act changcd
" the rate of tariff reduction for the remammg period in favor of the Phrllppmes instead of extending the
duty- -free period, Terms favorable to the Philippines included the recovery of currency autonomy, the
" removal of the absolute volume quotas, and the introduction of bilateralism of national treatment.

" NOTE®6

. Cu-



Throughout the 1970s, however, reforms that were disadvantageous for import
substitution industries were apt to be evaded, and protectionist measures were not
removed completely“mm. Government interventions, such as through regutations
allowed rent seeking and the growth of new entrepreneurs henefi_ted by jtNoTES, _

_ 'Government owned and/or controlled corporations (GOCCs), establiehed one after
another, deepened government involvement in the national economy, though they were
launched, in part with the aim of establlshmg national selfmpossessron of energy industry
and key incustry. The <;trengthened state monopoly of sugar and coconut became a
burden to the agriculture sector, because agrlbusmess was made to bear part of the
huge som of capital needed for the frrst and the second rmport substltutron
industrialization, and to bear extemal debt serv1ce ' L

GOCCs and undertakmgs caused borrowing and defrcrts to 1ncrease because of
~ poor domestic managerlal and operattonal capabthty, and under such e'(temal condmons
 as the second oil crisis and worldwide high mterest rates. Thereby the Govemments
fiscal deficit was expanded and external debts became evrdent _ |

- In the giobal economtc depressron begrnmng in 1979 the Marcos Admrmstratmn
had no choice other than acceptmg the structural adjustment program formulated by -
the World Bank and the IMF in 1980, and it started export -oriented 1ndustr1ahzahon '
whlch had made little progress thus far. Acceptmg the IMF recommendattons, it
| adopted an open trade pohcy, but contmued its expansronary frscal pohcy dependmg -
on short-term foreign borrowing, instead of takmg tightening measures™™ . For
example it continued public works and decided to implement 11 large industrial
pro_|ects Their execution consequently increased the fiscal dcﬁcrt Apprehensron arose
| about economtc management by the Marcos Admlmstratron with overvalued peso and
its failure to 1mplement a structural adjustment program In 1981, capltal flight
occurred, time and again, trrggered by a Chtnese busmess tycoon who fled abroad
- while owing a huge debt. Thls produced a credlt crunch and many enterprrses were
plunged into financial drfﬁcultles As the Govemment tried to cope w1th the sduatron_
with emergency ﬁnancmg or through nattonalrzanon a great burden was left to. pubhc

finance reconstruction in later years. In addltron 1ncreased dlstrust of the Phlhppmes e

in the international financial market made medtum-and long term extemal borrowing

difficult for the Government, which became more dependent on short-term borrowmg |

NOTE7  Mitsuo Fukushima (1989), op.cit., p.p. 20

NOTES " Seiichi Fukui (1999) "Chapter ]0 The Phlhppnnes in Asian Economtcs edlted by Yonosukc Hara, P. p
”OTEQ Yukiho Asano, Mttsuo Fukushrma (1988) Aqumos Phr[tppmes From Chaos to Rebmh lnstltute of
‘Developing Economies, p.p. 41. 7 :
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These serious economic conditions were further deteriorated to the extent that the
Philippines could no'longer be financed from foreign private i'nstitutions, due to political
instability triggered by the assassination of Benigno Aquino in 1983. A large amount
of capital was taken out of the country, resulting in a sharp decline in foreign currency
reserves, and the Govemment was driven to declare a moratorium in the same year.
. After repeated negotrattons with the IMF and the foreign banks concerned debt relief
measures were agreed upon finally in 1984, But they called for total reformation of
the system the Marcos Administration had established during'the 1970s. After that,
the president, declining in health, gradually lost leadership, while anti-Marcos
movements '. triggered by the assassination of Benigno Aquino, were united in support

- of one candldate for the pre51dentral election to be conducted in February 1986, ahead
of schedule Amtd confusion caused by the electlon results a political change took
B place in February, and the Marcos Admmtstratron was subverted

1.2 'Aq'uino Administration

Challenges of the Aqulno Admlntstratlon 1ncluded economic reconstruct10n and
- the realrzatron of social equity, which were also faced by its predecessor in addition
to the attamment of political stablhty : ' '

Regardmg political stability, it successfully estabhshed an mst1tut1onal base, by
enactlng a new constitution aimed at resuming the process of democratlzatlon, and a
' political base by winning a rrtajority in the congress ."President Actuino however, did
not have spec1ﬁc political support as her admrmstratron was a coalition of parties that
eame together only to oppose Marcos. These partles became umted only through the
people s support of the presldent herself and her popularlty, ‘when the administration
began It was in & srtuat1on that could collapse at any time if 1ts pol1c1es produced
', ltttle effect and the peoples support was lostNoTE 10, . '
But a more fundamental problem of the Aqumo Admmrstratron was its fallure in

= nat10na1 reconcrhatton It failed to win, to-its side, either of the National Army

Reforrmsts or the commumst force. New People's Army“mr " which led to repeated
- coup attempts and a contmumg armed struggle _ ‘ _

- Polmcal mstabthty greatly affected econom1c reconstructlon that was the top agenda
.' _ of the Aqumo Admmlstratron It won the IMF's understandmg on growth promoting

- NOTE 10 Yuktho Asano (1991), op.cit., pp 250-251
NOTE U phid,, pp. 251, B
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~ economic reconstruction programs that were different from conventional deflatron policy.
It also won international financial support for a huge sum of the forelgn debt burden
the Marcos Administration had left. Therefore, the admrmstratlon, in 1ts Medium-
Term Economic Development Plan, was able to aim at economic growth in order to
realize social equity, the creation of- productlve employment, and poverty alleviation.
The path of the Phlllpplnc economy to its reconstruction, however was often 1mpeded
by repeated coup attempts, which resulted in reduced confidence of forergn caprtal :
and greatly drscouraged investors. : ¥ _'
Structural adjustment programs in- Aqumo Admmrstratron progressed gradually
even during the perrod of CCOII()mlC hovermg after 1990, produced certain results,
Progress was made in prlvatrzmg state enterpnses financial sector reforrns tax reforrns
and improving investment conditions, Trade llberalrzatron however was delayed in
‘the first half stage of the Aqumo Admrntstratlon re51sted by import substltutron
industries. Forergn debt service exceeded the amount borrowed and in the
circumstances publrc borrowmg became dependent exclusrvely on mternal debt The
1mp1ementatron of measures for budget deficit reductron made lrttle progress, confronted
by congressronal objectron The ﬁscal deficit expanded rapldly in 1989.

_ Furthermore the balance of payments was worsened by forergn currency rowmg |
out of the country due to political mstablllty after 1989 and the Gulf War. In 1990, o
financial and monetary trghtenmg measures were taken, in accordance with IMF
recommendations. A series of austerlty measures worsened economrc fundamentals '
and, partially affected by the natural disaster of a Mt.. Pmatubo eruption, economic
growth slowed down consrderably after 1990. Economic mfrastructure mciudmg N
electric power, fell mto even worse eondttlon as shown by the power crrsrs under
restramed government mvestment _ SUENI S N S

-To reahze socral equity, the adrmmstratron decrded to lmplement its Comprehenslve
Agrarran Reform Program (CARP) whrch was an expanded versron of the Marcos
"Adrmnlstratlons agrarlan reform The program produced certain results in 1mplement1ng '_
the remammg part of the prevrous governments tenant land reforms for rice and corn
and the drstnbutron of state owned Jands. In other areas, however lrttle progress was
made due (o budgetary constraints and resistance from landowners From 1991 on
the admtnlstratlon transferred authorlty, facrhtres and. budgets to local govemments
in accordance w1th the Local Government Code of 1991, as part of its democratrzatron |
measures. This ‘opened paths for the local government units to issue bonds and borrow-.
from prtvate banks and foreign donors greatly affectmg natronal developrnent thereafter
- Another notrceable change under the Aqumo Admmlstratlon was an upsurge of "
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national spirit immediately before and after the President's inauguration. This gave
the Philippine pcople great incentive to unite their efforts and address development
issues, an example of which is that NGOs were encouraged to cooperate with the
Government or donor nations. With the Cold “War commg to an end and the position
of U.S. forces bases in the Phlllppmeq changing in terms of security, NGOs and the

private sector bccame more active for development durmg the Ramos Administration,
| playmg an 1mp0rtant role of supplementmg development admmmtratlon '

- Meanwhile, the Phlhppm_es cal_ne to recognize the necessity of opening up new
markets, in the changed US. 'Phiﬁppine 'relati(')ns and movements for forming economic
: blocs in the Americas. In the 1990s, the country strengthened its relationships with
Asian nelghbors regardmg them as potential markets and adopted an open policy.
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2. The Philippines' Development Issues
2.1 Overview of political and economic conditions
2.1.1 Economic trends during the Ramos Administration

The greatest achievement of the Ramos Administration as the successor of the
Aqumo Administration was its efforts to produce a natlonal consensus for realmng
pohttcal stability and economic development It attained polrtrcal stabzlrty by forming

~the majority in the congress and concludlng peace agreements through national
reconciliation policy with the Moro National Liberation Front (MNLF) and the
Rebolutronaryong Alyansang Makabana (RAM, formerly known as Reform the Armed o
Forces Movement) except for the leftist group, namely, the Commumst Party of the .
Philippines and its New Peoples Army (CPP-NFA). This success had a 51gn1f1cant
meaning for development 1mt1at1ves taken by the administration. Regardmg economic.
development it focused on economic ltberallzanon and democratrzatron followrng the -
pollcy of its predecessor and succeeded in establtshmg laws to 1mplement structural
adjustment program Its approach to address economrc development based on poht:cal
-~ stability thus gained were reflected in its vision "the Phrlrppmes 2000 armmg to join
- NIES by the year 2000, and in its attempt to form a nat1onal consensus by formulatmg
-~ its Medium-term Philippine development plan 1993-1998 and holdmg an economic
SummltNOTE 12 :

- The 1nternat10nal financial mstrtuttons such as World Bank and IMF contmued
their support for the six years of the Ramos admrmstranon The admm1strat10n carrred
forward various reformsNoTs 13 whlch constituted condmonahty tied to their support _
for example, a raise in public utility charges tax reforms internal debt reductlon and -
financial sector reforms. The admmrstratton took measures to rernove bottlenecks in
economic infrastructure, such as the- power Crisis caused by 1nsuffrcrent investment,

due to fiscal t1ghten1ng durmg the Aquino Admmlstratlon It actlvely utrlrzed"
| participation of the private sector in the management of the BOT scheme and -
privatization, under the favorable Asran economy and firm busrness conﬁdence and

annd the international trend of recon81der1ng the role of the public and prlvate sectors. '

Asa consequence the Phlltppme economy grew at more than 5% between 1994 -

ROTE 12 Aszan Trends Yearbook (1993), pp. 298 2‘)9

NOTE 13 Ror reforms under the Ramos Admmlstranon rcfer to Seuchl Fukut (1999), pp 364- 366
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and 1.996 and consumer prices wete stabilized, at 8% to 9%, though exceeding target
rates in the medium- term plan. In addition, the goal of per caplta GNP of $1,000 was
attained. This growth was led by investment and exports. Forelgn direct investment
began growing steadily from 1994, as infrastructure and law systems for the favorable
business environment were improvéd. Regarding portfolio investment, capital inflow
and outflow in 1993 increased four times that in the preceding 'year, and the volurr'lo
of transacuons marked a sharp i increase evory year until 1996NOTE 14, T he money of
the higher-income bracket, which had been saved overseas, began returnmg to the
c_ountry by the mid-1990s and flowing into the stock market and real estate sectors,
thus producing a miniature boom. |

(1) Public finances, money, and banking

In the Ph;hppmes the ratio of revcnue to GNP shows an mcreasmg tendency

":Flscal reconstructlon efforts such as tax refonms aboilshment of the Oil

_  Stabilization 1 Fund ‘and the prlvauzatlon of Government Owned or Controlled

: y Corporatlons (GOCCS) have greatly 1mproved the fv;cal balance of the natlonal

Government

NOTE 14 Bangko Sentral ng Pilipinas, Selected Economic Indicators, various issues.
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Table 2-1 Basic Economic Indlcators _
1993 1994 1995 1996 - 1997 1998

Real GNP growth rale 2.1 5.3 5 - 72 53 0.1
Real GDP growth rate S X 4.4 48 58 52 A0S
<By expense>
{Growth rate)
Private consun;o_lion ' 3 3.7 3.8 4.6 5 £ 35
Government consumption : ' 6.2 6.1 5.5 . 41 1.6 0.3
Gross domestic capital formation ' - 79 817 3.5 125 nz A7
Export g - 62 9.8 12 154 L 175 | Al04
Import . : E 145 16 167 144 | All4
<By industry> : B iR ' '
{Growth rate) : . . 2
Agriculture . ) 2.1 26 0.8 38 29 AGS
industries : ' 18 58 6.7 6.4 6.1 A7
Manufactunng as part of above ’ 0.7 5 6.8 56 42 Al
Service - . . 25 42 | - S . 64 55 - 35
- (Percent distribution) : : ’ . ) . o
Agriculture ) S 2237 21.80 20.95 © 3019 19.84 - 18.51
industries : G . . 33.67 3383 - 3448 3428 34.44 © 33187
. Manufacturing as part of above ’ 2427 2422 | 2463 24,32 24.02 2375
© Service T ¢ . 4226 41.85 41.87 4168 . 4163 43.06
inflation rate o - o - . 71 83 [ 8 U I 6 - 9.7 -
Ratio of the current account balance to GNP - | & 55 A4S A43 A46 A5 © ma
Rauo of the central government balance to GNP A5 - 09 - 07 - 03 o006 | MA1B
Ratio of the total official sector balance to GNP A17 AQS A2 03 | &l0 A29 pi
Unemploymert rate R . : 9.3 9.5 " 95 8.6 - 87 10.5
Debl service ratio : ’ . 1T . 1743 15.81 T oam S 11.65 11.99 2]
per capita GNP (current US$) 825.9 9579 | 1,083.9 1,199.77 i,166.1 907.5 -
investment/GNP : 236 235 218 231 . 238 9.3 -
Domestic savings/GNP - 18.1 19 19.3 5.1 221 na

Source: Bangko Sentral ng Pilipinas, Selected Philippine Economic Indicators, various issues
* National Statistical Coordination Board, National Statistical }’earbook 1997, 1998,
National Accounts of the Ph:[:ppmes 1996-1998
Department of Budget and Management Fiscal Statistics Handbook 1980- 1994
(p!) From January to September
{p1) From January to November

‘ " The revenue merease however has resulted mostly from non- tax recelpts
- from prrvatrzatlon " As there are hmrtatrons m assets o be sold, it would be
difficult to mamtam revenues of the same leveI as durmg the Ramos
- Admmrstration Tax revenue have been 1ncreasmg srnce the latter half of the
1980s, as effects of a series of tax reforms initiated by the Aqumo Adrmmstratlon
have become evrdent These reforms however have been !ess effectrve in
individual income tax than in sales tax In the 19903 tax collectron efforts have
reached a deadlock and growth of the tax burden rauo (the ratlo of tax recerpts
'to GNP) has slackened, oroduemg issues that must be addresséd in the future
In expendrture govemment fmances has apparently become ngld The share
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of current expenditures in national Government expenditures remains high, at
73.4% in 1998. Personnel services, Internal Revenue Allotment (IRA), and interest
payment account for as much as 69.6%N°TE 15, With the devolution of national
government functions, IRANOTE 16 hag been increased, and this has expanded the
' Governlmen_t’s non-dlscre_tionary expenses. Although it is making efforts to mobilize
: ﬁ'private capital, such as the BOT scheme, such expenses restrict spending for
production activities and also make it difficult to effectlvely meet changing
conditionsNOTE 17, -
"The volume of budget local government units have to allocate at their
discretion has been expanded In response many of them face the urgent challenge
- of i 1mprovmg their capac1ty of ﬁscal management. Regarding local public finances,
' problems awaltmg solution include heavy dependence on IRA and inequitable
budget allocatton msufﬁcrent tax collection capability, absence of supplementatton
measures for local government units that are suffering losses due to service transfer,
and d1ff1cult1es m local governrnent units that have poor credit standmg in both
pubhc and prlvate fmancmg . e
Regardmg external publtc debts, no serious problems seem to exist. On the
other ha_nd,_ there ha_s been a tendency of _dependence on domestic debts since
'e)tternal borroWing became dlfficult in 1986M7E 15 Interest payments for such
debts, accounting for about 12. 4% of the: national Government expenditures in
1997NOTE 19 gt exceed those for extemal debts. It would be necessary to continue
domestic debt management efforts started in the early 1990s, such as raising the
ratio of medtum-and long-term: govemment bonds. : '
- In money and bankmg, institutional reforms and pohcy operatlon have proved
'successful to a considerable extent. Progress has been made in deregulation of
o _ﬁnancnal market since the end of the 19805 with the relaxanon of foreign exchange
control and regulattons on bankmg With the reorgamzanon of the central bank
in 1993, as the Bangko Sentral ng Plllpmas (BSP) fiscal fmance was transferred
o 'to the Department of Fmance enablmg the BSP to- devote 1tse1f to monetary
.. managemeént: In addltaon regulauons have been- placed on DOSRI (Directors,

_ .NOTE 15 Calculated from data of the Department of Budget and Managemem N
NOTE 16 Intemal Revenue Allotment an allotment to local govemment units. o

- NOTE 1 Monyo Sonoda, Tomoyoshi Tormnaga (1998), "The Plnhppmes Public Finance” in The Course of Monetary
h and Fasca( Po!zcy in ASEAN 4, lnstttute of Fiscal and Monelary Pol:cy, Ministry of Finance, p.p. 361.

NOTEIB Se“cm puku, (1999) op. crr pp 362.

© NOTE1S Bonowed from Bangko Senteal ng Ptl:pmas, Selected lzconamtc indicators, August 1998
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Officers, Stakeholders, Related Interests) Loans. Financial reforms have been
advancing steadily, producing various effects, such as increased financing for small-
and medium-scale businesses and foreign banks' entry to the Philippine market,
Meanwhile the money supply has ‘been regulated to meet IMF
condltronahtyNOTE %, Consistent reduction of the reserve ratio from 1992 to 1996

' lowered lendrng rates.. The improved fiscal balance lowered the yield on 91-day

treasury bilis, the indicator mterest rate. These rendered condltlons favorable for
economic growthNoE2, _

As such sound monetary and fmanmal policy worked effectively, the
Philippines was affected comparatlvely little by the Asian currency crisis, which

- will be mentroned later. However, the country must further promote forergn
. investment and effectlveiy utilize domestic resources, by expandmg the stock

market through advancement and modernization of the long term-caprtdl market

' excludrng government bonds. Also strengthenmg of the central bank's superv1sory

functions, including the momtormg of capital inflow and outflow is 1ndlspensable
for Immrruzrng effects caused by speculatton

Balance of payments

- The austerity’ polrcy adopted by the Aqumo Admrmstrauon in its later stage

“reduced the current account deficit to as low as the 800 m1111on dollar level.

However, it rose agam up to around 3 billion dollars (rat;o to GNP: 4% to 5%),
the level of 1988 and 1989, as the Ramos Admmrstratlon adopted a pohcy that

: prlontmed £conomic reconstruction and 1ncreased imports to cope with the electric

power crisisME 2, In trade balance, exports of electric and electromc products
showed steady growth As the manufacturmg of these products needed 1mportat10n :
of 1nterrned1ate goods, 1mports grew at a rate exceedmg that of expons, supported :
by consumer conﬁdence Regarding balance of caprtal and ﬁnancral account the__' '
flow increased cons1derably after 1993, reflectmg actrve foretgn mvestment ‘and

' lrberahzatlon as well as prosperous condrtrons in ASEAN nauons not to mentlon e
the 1ncreased net surplus '

As for external debts, the Aqurno Adrmmstratlon made efforts o reduce publlc'

NOTE % Kazuhisa Ito (1998), The Phthppmes Fmancml Sysrem and its Reform, lnsmute of Frscal and Monctary

" Policy, Mrmstry of Finance, op cit., p.p. 327

NOTE 21 Ibid.

NOTE 2 Bangko Sentral ng Pilipinas, Selected Econom'r'c Indicators. = 7
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sector debts through negotiations with international financial institutions, creditor
nations, and private banks, and through the introduction of a debt equity swap
program. The Ramos Admlmstranon also succeeded in reducing short-term debts
and the outstandmg external debt to GNP ratio, with support of the international
community. | :
~The number of Ph111pp1ne overseas contract workers (OCWs) is still large,
| and their traceable remittances alone account for 4% to 6%~ 2 of the GNP.
This means ‘the living and econormics of Phlhppme people are easily affected by
overseas economlc conditions, but on the other hand it works as a buffer when

internal economic conditions turn for the Worse.

Tabie 2-2 Balance of Payments (mlllion uss)

£ 1993 . 1994 1995 1996 1997 1998r
Balance of current account : : -3,016 -2,950 -3,297 -3,953 -4,351 928
Balance of current account -5.5 -4.5 -4.3 -4.5 “-5.1 o
" Balance of trade . . . . -6,222 -7,850 -8,944 | -11,342 § -11,127 -488
Exporis {goods) -~ . 11,375 13,483 17,447 20,543 25,228 26,973

" Crowth rate % - - 158 {0 185 | 0 204 17.7 228 | .- na
- imports (goods) E 17,597 21,333 26,391 31,885 36,355 27.461

o - Growthrate % ... -~ Tz | 22 237 20.8 14 na
Balance of service account - - | 2,507 3964 | - 4,765 6,800 5,496 - 1,015
) Balance of transfer account . 699 | : 936 - 882 - 589 1,080 . 401
Balance of capital account . 2,820 4,547 3,393 11,072 6,593 1,704
Net medium- and long-term = - © . 2,455 1,313 1,276 2,841 | 4,824 2,585
. Net credit iransactions - S na . na . na -37 -676 -1,080
Net investments - o ©. 812 1,558 1,609 3,517 762 1,502
" Net short-term capital - - o -148 1,002 . =56 540, © 495 -1,201
- Other items -~ ... R 544 254 . 81 -5 -360 133
Overall balance of payments ' -166 I,802 - 631 4,107 -3,363 1,192

Ip Tcntahve value up to November '
- Source: Bangko Sentral ng P|l1pmas, Se!ecred Economlc l’ndrcamrs February ] 999

- (3) Bottlenecks of the _eeonomio stmcture

As the economy 1mproved under the Ramos Adrmmstratlon the unemployment
rate stdyed around 8%, lower than during the previous aclrmmstratxon The
structure of employment however still showed limited absorption of labor in

o secondary mdustry, thh little movement from the agrrculture sector to the service
-~ sector. Exports whrch underpmned steady econornxc growth durmg the Ramos
. ”Admmrstratlon were accompamed by 1mportdtron of mtermedrdte goods and

NOTE2} Calculated from Bangko Sentral ng .Pilipinas, Selected Economic Indicators.
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supported by increased demand in the U.S. market. Backward linkage effects
were therefore srnall leading to a situation in which a trade deficit was easily

: produced Investments, reflecting levelmg off of the domestic saving rate,

depended heavily on foreign capital.

Further development of Philippine economy requires hberallzatlon in response

to the international liberalization of goods, services, and capital. transactions. At B

the same time, more efforts are needed to resolve fong-standing issues; such as _

" an increased saving rate and ﬁnancral deepening, sounder- public finances, 1mproved

@

soundness of the frnancxal system the fostering of manufacturmg industries for
trade structure improvement, and productrvuy 1mprovement in the stagnant

agrlculture Sector.

From the”C_urrency crisis until the end of 1997 |

The currency crrsrs in A31a trrggered by a sharp declme of the Thar baht in

July 1997, also mvolved the Phrllppmes and the peso deprecratron contmued until

the end of January 1998, due to its speculatwe sales. The value of peso decllned

1o around 61% of the rate in the end of June 1997, lmrnedrately before the eruptlon_ i

- of the crlstsNOTE u Adverse effects of the deprecratron however, did not become

apparent in the Phrhppme economy 1n that year when the rate of GNP growth'

' ~was 5. 2%, and the mfiatron rate was on the 6% level in the Iatter half of the '-

. year. This was attributable o the Phlllppmes good macroeconomrc performance :
_ untll 1996, its relatwely sound fmancml system and its shorter perlod of experlence_

m credit expansron and capltal rnﬂow compared with its Asran nelgh’oorsNOTE %
It can be pointed out, however, regardmg its buoyant economy untrl 1996, that
there was a tendency of concentrauon of mvestrnent in the most profrtable real
estate sector. In addrtlon low- cost transactions in Forergn Currency Deposrts Units

(FCDUs) accounts, together with the stable exchdnge rate at that time, actrvated .

the intake of foreign currency funds and produced a situation m whlch one could' .

" enjoy the internal-external interest- rate drfferentlal wrthout currency I‘lSk whrch |

' encouraged speculatlonNOTE %,

It would be reasonable to regard the Phrlrppme economy as havmg been in

NOTE 24 Calcuiated from Bangko Sentrat ng P11;p1nas S‘elecred Economrc Indrcator.s

NOTE 25 Kazuhisa Ito (1998), ap.cit., PP 323.
NOTE 26 Ibid-, pp. 336-337.
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the adjustment stage from the beginning of 1997N0"¢ 27 Stock prices began

declining in January 1997, and the net outflow of portfolio investment was already

apparent in June, before the eruption of the crisis. Furthermore, manufacturing

production began slowing down during the first half of that year, and exports
showed decrease in real terms.

Flgure 21 Exchange Rate (month end) from January 1997 through
' January 1999 - -

Pesos per $1 ' ,
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_S..oufcc: Bangko Sentral ﬁg Pilipinas, Selected Economic Indicators
(5)  Movements in 1998

Smce the begmnmg of 1998 effects of the weak peso on comm0d1ty pr1ce§
have been observed. The inflation rate rose up to 9 7%, reaching double dlgltS'
'_ in June after a Iapse of two years The GNP growth rate, at 0.1%, also showed .
a larger dec]me than in 1997N°r{’ 3, Agrlcultural productlon reduced by 6.6%,

reﬂectmg poor harvests caus,ed by the El Nmo Current, ete., whlle manufacturing

showed a growth of—l 7% Productlon was lowcr than in 1997 in all sectors,

. NOTE 27 Katsuml Nozawa’ (1998), "Thc Phlllppmes Shght Effects Wlthout Resultmg in Economic Overheatmg
R The As:an Fmanc;al crisis, edlted by Mltsuo Takn and Mitsio Fukushima, p p. 121

NOTE 28 Mam!a Bulletin dated January 31 1999. GDP marked a growth of-0. 5%, a rcductmn of 57 pomts from
" the prccedmg year, - :
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except for the service sector, which marked growth of 3.5%. These declines were
even greater than the 1998 macroeconomic targets, which had' been revised
downward in the negotiations with the IMF Mission in SeptemberNOTE ? 1o study
economic- -policy implementation.
With the devaluatlon of the peso in 1997, the Central Bank of the Phrhpplnes
raised mterest rates. In 1998, however it began restrammg price and interest
' rises by contro]img the money supply“‘m" 0 a3 precautions agarnst credit shrlnkrng
Since the eruptlon of the crisis, the BSP has taken these measures to restore
investors confidence in the Philippine fmancral system whrch have mcluded
1mposmg a cap on bank loans to the real estate sector, prescrrbmg a 30% 11qurd
cover on all forelgn exchange hdbrlrtres of FCDUs, upward ad_]ustment of the
mrmmurn bank capltahzatlon requrrements requrrements for mrmmum loan loss
prov1s10ns hrgher capltalrzatlon requ1rements to encourage mergers and
acqursrtlons trghtemng of the criteria for determmmg non performmg loans,'
issuance of polrcy gurdehnes for resolvmg problerns the banks face, and the
rmplementation of stncter qualrﬁcatlon and competency crltena for processrng new
- bank. lrcenses Srmultaneously, the BSP has pa1d attentlon to preventlng the fund
'posrtron of the pnvate sector from worsemng by 1ncreasmg the 1nterest rate. The - '
- higher mterest rates due to the peso devaluatron put pressure on the manufacturmg‘
sector, but the rates. began dechnmg gradually in January 1998 and the yield on
91-day treasury bills, which is the Ph111pp1nes prime rate was stablllzed ata
level exceedmg that of July 1997, by more than 29MNOTR A, | '
Fixed capital formatron sank 1o a growth rate of~17 196NOTE 32, It seemed tor
be affected rnostly by reduced government mvestments under its austere f1scal
policy. Investment expendrture in the consohdated pubhc sector were reduced by '

13.1%, and those of the national Government by as ‘much as 21:9%, compared o

with the precedrng yearNOTE 3, Forergn drrect mvestment showed a growth of
28% in the first half of the year, compared with the prevrous yearNOTE #» T here
was no consrderable change in the volumc of flow in 1998 e1ther because capltal_

NOTE 23 The target growth rates revised downward were 1.5% for GNP and 1% for GDP

. NOTE 30 Mampulaled wrth mcreasmg and decreasrng in reserves and sell:ng and buymg of government bonds
NOTE! Bangko Sentral ng Pilipinds, Selected Economic Indrcarors

NOTE 32 Borrowed from the NEDA Homepage, 1998 Econormc Performanee o

NOTE® Borrowed from the Department of Fmance The Phrhppmes Economrc Upda.re, Septemher 15, 1998
{projection). . e ST . .

NOTE 34 Borowed from the Department of Fmance, The Phrlrppmes Economrc Update, September 15 1998
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seemed to have flowed to projects that started before the financial crisis, with
less of it directed to new ones.

' In the external sector in 1998, imports marked a decrease of 17.5%, and
£Xports an increase of 16.9%, compared with the preceding year, as a consequence

of the peso depreciation. This resulted in the trade balance marking a deficit of

164 million dollars, the smallest in 26 years. The overall balance of payments

- marked a surplus of 1_,330 million dollars, which resulted from an import slowdown
duc to hovering domestic demand and increased external borrowing. Foreign'
reserves, which had once fallen to a level of 8 billion dollars just after the currency

© crisis, recovered to a 10-billion-dollar level, reachmg 10.8 billion dollars in the
end of 1998N°T=,

' Figur_é 2-2 Rate _of”Com_r'n'od.ity' Price 'F{ise and Interest Rates _
- (January 1997-January 1999)

RN
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- Source: Bangko Sentral ng Pilipinaé, Selected Eccncmic Indicators

Regardmg publ:c fmance, pohcy was focused on baianced budget in the

begmmng of 1998 because flscal deflcus could lead to hlgher mtemal interest

. rates or a declme of currency value To aehleve this, the Government took drastic

measures o reduce 1ts expendltures to cope W1th the lower revenue than
| anucxpated such as by suspendmg 25% of non- personneI expemes

_ NOTF 35 Data selected from among figures publlshed by the Natlonal Stat1st1c<; Bureau in the News Net Asm
. Homepage (dated February 18 and 25, 1999).

- 95 -



As stagnancy of the Philippine economy became apparent in the latter half
of 1998, the IMF and the Government decided in November to changc thc policy
taken thus far. Instead they decided to stimulate the economy by expandmg
Government spendmg, thus producmg a deficit of 50 billion pesos in 1998 (1.8%
in ratio to GNP). For the :1999_ budget bill (on a cash spending basis), expenditures
were 568.4 billion pesos, and revenue was 550.5 billion pesos (a fiscal deficit of
17.9 billion pcsOS), when it was submitted to the congress in Augu_st' 1998. The
budget was revised following the above-mentioned agreement with the IMF in
November that required a change for positive- fiscal pohcy Consequently
expenditure was raised to 590.3 billion pesos and revenue reduccd to 521.9 bxllion
pesos (a f;scal deficit of 68.4 billion pesos), as of March 1999 o

No progress has been made after the mauguratlon of Pre31dent Ebtrddd
regarding non-tax revenue from prlvauzatlon because the Govemment is not very
wﬂlmg to sell stocks held by the state sector or the pubhc sector at iow prlces

Effects on the real economy have become v181bie such ‘as dlsmlssals of
company workers and shortened working hours (80,000 workers were affected in
the first seven months of 1998) with the market shrmkmg, seemmgly as a result
of the crisis and reduccd producuon in the manufacturmg sector due to mcreased-
productlon costs. Enterprlses that are heavﬂy affected include the automobile
and electric appliance industries, and the productlon sector for the domestlc.m_arkct. '

Figure 2-3 Production Indexes in Manufacturing (1997-1998)
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Source: IMF, International Financial Statistics
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2.1.2 Current conditions and issues in the decentralization of power
(1) Evolution of reforms.
The Local Government Code was enforced in 1991 for the purpose of

(i) promoting efficiency of local development, by controlling the concentration
of power in the national Government,

(ii) reducing regional gaps ‘with appropriate distribution of resources from the
national Government to local government umts and .

(111) prOmotmg development by local government units' initiative, through local
citizens' parttclpatron

_ With the inanguration of President Aduino the people's desire to reduce urban-
: rural gaps created i in the past development process intensified. The requirement
" of obtammg natronal Govemment approval to execute any administration regardmg
. _local development had constltuted a great 1mped1ment to promotmg efficient
development The Code served as a means to improve. this 31tuatlon
‘Since the enforcement of the Code decentralization of power has been
'promoted accordtng to a plan comprrsmg three stages the turmng stage (1992~
. 1994}, the transruonal stage (1994- l996) and the stabilization stage (from 1997
| on}. Even today, which falls in the third stage, the strams resultlng from the
drastic reforms have not been removed completely. S .
Wrth the Local Govemrnent Code; adm1n1strat1ve functlons, responsrbrlrtres,
regulatrons supervrsmg power etc., were transterred from the national Government
to local government units. And personnel assets, equrpment ‘and facilities were '
.transferred too. The areas affected most included health care, economrc
1nfrastructure ‘building, agricultural extens1on social welfare and tourist
-'development The decentrallzatron invelved more than 70, 000 personnel
natronwrde and 250 rmll1on pesos in assets.
.~ As financial sources for carrying out transferred undertakmgs local
' govemment units were empowered to collect taxes wrthrn a certain range. ~ This
_' taxmg power was supposed to ensure them their own ftnancral resources. They
 were also authorized to bear debts such as local bond ‘issues and development
loans from the Govemment and prrvate f1nanc1al rnstltutrons Notably it became

. - legmmate for local govemment unrts to have d1rect access to donors in obtammg
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" ODA grants. Internal Revenue Allotment (IRA) provided through the Department
of Budget and Management, which came to be distributed at a uniform standard
according to population and land area, ensured steadier revenue to local government
units.

The present amount of revenue, however, is 1nsuff1c1ent for many local
government units to execute various pubhc works. They have to raise funds
~ independently, in some way or other. Private banks, however are unwﬂhng to
lend money to local government unlts regardmg most of them as high risk.
Government financial institutions and the Mumcnpal Development FungNoTE 3
‘cannot meet their demand either. To cope with this s1tuat1on the Phllnppme
Government announced its scheme of sharmg costs between the nat1onal
Government and local government units, at a donor rneetlng in December 1996,
defining six methods of fund- ralsmgNOTE 3 according to credit standmg of local
government units, for undertakmgs whose cost récovery was deemed difficult™oT® %,
Regarding local development it was decided that a Local Development _

- Council, equipped with rnomtormg and evaluation functlons, would be- establlshed '
in each provmce crty, and town. The code stlpulated that local governrnent umts :
at each level would have their own development plans, and those of htgher rank :
were empowered to examine plans of those of lower rank. - Local development

‘ projects had been 1mplemented as part of natnonal development prolects by the
initiative of NEDA the planmng agency, or departments of the natlonal'
Government. The larger local developme__nt pr0jects were, the more extensive
control those departments had over them. Local government units therefore had.

~ much less ownershlp over local development pI'OjCCtS Decentralization ensured
their legal mdependence in development admlnistratlon '

NOTE 36 Establisht‘.d in 1984 the Fund provide.s tocal gove‘rnmenls with central government _funds.' With t'oreign '
atd as initial funds and Tepayments from local govemments it furmshes funds, -~ ' '

NOTE 37 1) Bond issues, 2) private bank loans, 3) BOT unhzauon 4} government 1nst:tunun loans 5) MDF
- (Mun1c1pal Development Fund) loans, and 6) MDF granls v

NOTE 38 Hiroshi Suzuki (1999), "Chapter 7 Local Government Fmance and ODA" in Reporr of rhe Ph:lzppmes
" Financial Issues Study Group, Institute for lntemauonal Monetary Affairs, p p 55.
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| (2) Problems in the process of decentralization

(a)

Problems regarding development planninghoTE
Many local government units, have not been adequately carrying out the
mandate of planning, c'oordin_at'ing, and implementing development projects

~ transferred to them. This is partly-attributable to insufficiency of accumulated

know-how and experience regarding developrnent planning, and to their lack

- of knowledge in specific fields and issues and administrative management

(b)

capacity. Local D_eveloprnent Councils do not function or have not been
established, due to insufficient budgets or inadequate implementation capacity;
plus there is no administrative coordination between national and local

- development because there is no mechanism to achieve coordination between
~national and local development plan 'As a result, local government units |
g often make investments w1thout coordination with LGUs of higher rank or
~ the national Government, sometimes produ_cmg adverse effects, such as

ineffective utilization of the limited funds they can use at their discretion.

Problems in power transfer - : .

Although part of the natlonal Government's undertakings, as well as its
personnel and assets were transferred to local government units, it was a
totally new expenence_ for them to find, plan_, implement and monitor projects.

- It cannot be said that L.GUs have well—developed capability, even nowNOTE#

'although capab1lrty of 1rnplement1ng projects is expected to be developed as

' projects are camed out. Even though there was no longer a system by which

the national Government sent directions and orders drrectly to LGUs, but the

‘ Government should have gwen ‘them relevant admlmstratlve know-how in

some way or other ‘even after the transfer of power. The Department of .

: Interror & Local Governments or the Department of Social Welfare &

Development provrded technical supportNOTE * for local government units to

| _'"sorne extent, yet it was lrrmted to specrfrc arcas, which produced defects and

| delays in the 1mplementatron of pmJects Accordmgly, it would be necessary

* NOTE 39 Japan lntematlona! Cooperatron Ageney (1997) Prelumnary Survey Report on the Study on Damo
lnregrafed Developmem ngram Ma.srerplanmng the Repubhr of the Phr!rppmer. p-p. 25

NOTE4° Ibid., pp. 2425

o NOTE ‘“ For addressmg by the Department of Social Well'are and Development refer 10 Yasutoshl Yamada (1997,
' T JICA project. formulation specialist report Project Formutarron Reporr for Promotron of Reg:ona[
Develapmenr in the Repubhc of rhe Phahppmes PP 9.
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to establish a transitional mechanism fo extend national Government support
for improving administrative capacity of local government units.

It is thought that power and undertakings transferred to local government

_units include projects pertaining to the basic lrvmg environment and services

that qhould be rmplemented under the same national standarda Regarding

these undertakings, whrch are apt to widen gaps both in financial and

_ administrative capacrty among local government umts, measures are needed

- such as strengthening LGUs' capacity and redeﬁmng responsrbﬂltres as soon
as pos‘;rble The national Government is now studymg such measures.

(c) Frscal problems L : - ‘ : N
_ In many LGUs, the budget scale has been expanded with the transfer of
“a number of undertakmgs Although fmancral resources have also been
_ transferred through an increase m IRA (a grant from the national Governrnent)
‘and expansion of the LGUS' tax1ng power the followmg problems await

solutlon ‘ .
First, local fmanees still depend heav1ly on IRANC'TE 2 even after taxmg '
' power has been transferred to the local government umts beeause of their
- lack of knowledge and experlence in tax admmrstratron Those LGUs
sufferrng frorn insufficient finances have only limited means of revenue
raising. There are no elaborate mechanisms of fund ‘Taising approprrate for
the fmancral conditions and admm1strat1ve capacrty of mdrvrdual local
. govemment umts“m"ﬁ‘“ o o _ s
- IRA is allocated based on populanon and land area.’ Some people pomt
out that this is unfavorable for provmces ‘whose. populatrons are 'small for
thelr land areas, eompared wrth hlghly urbamzed crtles”‘m’“M The national
Government is consrdermg a revision of the standard (1 e. the calculanon
method). v

NOTE 42 JICA(1997) op.cit., pp. 25-26.
NOTE 4 Htroshl Suzukl (1999), op. cit., pp- 57.

NOTE 44 The Jocal government units of the Phrhppmes are eomposed of four elas:,es Accordmg to the National
Statistics Coordination Bureau (NSCB), 78 provinces, 83 cities, 1,525 municipalities, and 41,940 Barangays
were divided into 14 wrde-area blocks, namely 13 regions, lncludlng CARAGA, estabhshed in 1995, and

_the Manila Metropolitan Area, as of the end of 1998. The country is divided into 16 regrons “when

" Muslim Mindanao and sell-governed areas in Cordillera are included. Highly urbanized, crtles among the
'_cmes resemble Japanese government- desrgnated cities, not being under the eontrol of provincial .
' govcrnments As the regions are not legal pefsons, exeept for the Manila Melrepolrtan Area and some
others, and they de not have legislative power, they are not regarded as "loeal govemmental umts
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