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MALACANAN PALACE
Manila

The Philippine economy continues to grow at a respectable pace, with the
gross national product averaging 4.5 percent and gross domestic product, 4 percent
for the period 2001-2003. This growth was made possible mainly by improved
productivity of agriculture and services, both of which benefited from government
programs to modernize agriculture and to deregulate telecommunication, shipping
and trade.

In the next six years, we must do more. Eradicating poverty continues to be
our biggest challenge. Thus, the basic task of our Medium-Term Philippine
Development Plan for the period 2004-2010 is to fight poverty by building
prosperity for the greater number of the Filipino people.

In my recent State-ofthe-Nation Address, I mentioned that before I bow out
of my official term as President of the Republic, I will leave behind a 10-point legacy
that will comprise the major policies and programs to win the war against poverty.
This legacy is elucidated in the Plan under more focused action strategies that
include: the promotion oflivelihood, strengthening of education, attainment of fiscal
stability, decentralized development, and arriving at sustained national harmony.

These strategies also aim to meet head-on the danger signals that have
emerged and threaten these gains and promise harder times ahead. Among such
signals is a still untamed fiscal deficit, insufficient infrastructure, rapid urbanization
that has congested our cities, especially Metro Manila, the growing number of
jobless Filipinos, and the inefficient delivery of basic services.
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These are the problems that prevent us from effectively confronting our
country’s challenges, particularly our efforts to eradicate poverty.

Knowing that so much is at stake in such task, I have thus involved myself
seriously in the formulation of the MTPDP particularly in the crafting of the basic
outline to ensure that the policy strategies and programs therein are more focused. I
want the solutions and interventions to our country’s problems to be more strategic.
My main consideration for the Plan is that it must generate positive impact and must
be doable.

Through this Plan, we are guided in all undertakings needed to strengthen and
sustain a strong and responsive republic. The targets have been set, and I expect all
agencies of government to make sure these are attained. The Plan is the roadmap
through which the 10-point legacy of my administration will be achieved.

Beyond this Plan, however, is the more difficult task of making sure that it is
successfully implemented. I thus call on the support of all sectors of our society to
ensure its realization. The successful implementation of this Plan can only be realized
through a strong partnership as well as more equitable risk-sharing among
government, the business sector, and the civil society.

Thank you, and God bless us all!

GLORIAMACAPAGAL-ARROYO



Preface

NATIONAL ECONOMIC AND
DEVELOPMENTAUTHORITY
Pasig City

Within 100 days after President Gloria Macapagal-Arroyo’s inaugural, the
Medium-Term Philippine Development Plan (MTPDP) 2004-2010 was produced. The
Plan reflects the administration’s focused determination to immediately buckle down
to work and get the country moving toward a higher growth path.

The National Economic and Development Authority (NEDA), the country’s
central planning agency, worked closely with the various government line agencies to
flesh out the President’s 10-point Agenda for the next six years. It comes as no
wonder that President Arroyo herself crafted a comprehensive outline for the entire
Plan, and even detailed strategies and measures for immediate action and
implementation.

While clear directions were coming from the top, equally significant to the Plan’s
formulation were the inputs which came from the private sector, academe, legislature
and civil society. Their contributions were consolidated from inter-agency committee
meetings, with the NEDA Staffs serving as the secretariat.

Prior to its final print, the Plan was presented to the Cabinet Clusters on the
Economy, Social Justice and Security on September 22, 2004. Following the
incorporation of inputs from the said meeting, the Plan was laid out for further
refinement to President Arroyo and her Cabinet during the first week of October.

The Plan consists of five parts — Part I: Economic Growth and Job Creation,
Part II: Energy, Part III: Social Justice and Basic Needs, Part IV: Education and
Youth, and Part V: Anti-Corruption and Good Governance.

The first part covers nine chapters to accelerate growth and job creation,
namely, (1) Trade and Investment, (2) Agribusiness, (3) Environment and Natural
Resources, (4) Housing Construction, (5) Tourism, (6) Infrastructure, (7) Fiscal
Strength, (8) The Financial Sector, and (9) Labor.



Special emphasis was given on vigorous support for micro, small and
medium enterprises and agribusiness as they are the most efficient generators of
jobs in terms of jobs to investment ratio.

One key strategy for job generation is to develop two million hectares of
new lands for agribusiness that is expected to generate two million new jobs and
enhance the productivity and incomes of Filipino farmers who comprise most of
the country’s poor. The Plan also aims to create three million microenterprises
and provide them with credit, technology and marketing support.

An underlying theme in the Part I chapters is on wealth creation through the
facilitation of investments in mining, oil and gas exploration, the re-launch of
massive reclamation projects, and the development of the Clark-Subic corridor as
the logistics center for the Asia-Pacific region.

Part I also tackles the legislative and administrative measures needed to
make the public sector deficit more manageable. These initiatives should generate
about PhP100 billion in terms of additional annual revenues, savings through
austerity and efficiency measures, and more aggressive action against smugglers
and tax evaders.

Part II of the MTPDP covers energy independence and power sector
reforms. Greater energy independence will be achieved through increased oil and
gas exploration, development of renewable energy, expanded use of natural gas,
forging of strategic alliances, and through energy efficiency and conservation.
Power sector reforms, intended to reduce electricity rates, include resolving the
problem of the losses of the National Power Corporation, encouraging private
sector participation in power generation, and total barangay electrification by
2008.

Part III of the Plan is on the theme of Social Justice and Basic Needs. This
section covers the antipoverty program of government, achieving national
harmony through automated elections, the peace process and healing the wounds
of EDSA 1, 2 and 3. This part also discusses the basic needs issues of peace and
order, and the rule of law.

Antipoverty measures revolve around five goals: (1) enhanced livelihood
activities through credit support and capacity building; (2) asset reform that
includes agrarian reform and ancestral domain issues; (3) improved accessibility
and affordability of essential services including clean water and health care and
reducing by half the cost of medicines; (4) protection of the vulnerable, i.e., the
children, youth with special needs, women in difficult circumstances, persons with
disabilities, and the elderly; and (5) empowerment of the poor through the
KALAHI-CIDSS or Kapit-Bisig Laban sa Kahirapan Comprehensive and
Integrated Delivery of Social Services Project and through private sector-led
initiatives such as the Gawad Kalinga and Habitat for Humanity.



Education and Youth Opportunity make up Part IV of the Plan. It contains three
chapters, namely, Education, Science and Technology, and Culture.

The strategies on education are categorized under: (1) early childhood education,
(2) basic education, (3) technical, vocational education and training, and (4) higher
education. The main concern discussed in the Science and Technology chapter is the
acceleration of knowledge creation and transfer to promote technology-based
entrepreneurship. Mainstreaming culture into the overarching goal of development and
institutionalizing culture in education and governance are also tackled in this part of
the Plan.

Part V of the Plan dwells on the theme of Anti-Corruption and Good
Governance. Anti-corruption strategies are categorized into punitive, preventive,
promoting zero tolerance for corruption, and bureaucratic reforms.

Still in line with achieving national harmony, Part V also has a chapter on
Defense Against Threats to National Security expounding on the Philippine Defense
Program, upgrading the capability of the Armed Forces of the Philippines, ensuring the
observance of cease-fires, and enhancing the country’s ability to fight terrorism.

The chapter on Responsive Foreign Policy discusses the primary goal of
protecting the interest of the country amid the realities in the global and regional
environment.

Finally, the Plan closes with the chapter on Constitutional Reform. The goal of
these reforms is to create more effective political institutions and more relevant and
accountable political parties. Constitutional reforms that encourage more liberal
economic policies that would facilitate the entry of more investments and minimize
judicial interference in economic decisions will also be pursued.

Specific programs cited in the MTPDP will be fleshed out in greater detail
with the publication of the rolling medium-term public investment programs, beginning
with the 2005-2007 Medium-Term Philippine Investment Plan. Before yearend, the
Regional Development Plans/Investment Programs that complement the MTPDP
shall also be published.

The MTPDP can and will be successfully implemented provided all sectors of
society rally behind it, each performing their roles and sharing in the great
responsibility to ensure the country’s growth that would benefit the greatest number of
Filipinos.

ROMULO L. NERI
Socioeconomic Planning Secretary
and NEDA Director-General
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Introduction

l. The Basic Tasks

The basic task of the Medium-Term Philippine Development Plan (MTPDP), 2004-
2010 is to fight poverty by building prosperity for the greatest number of the Filipino
people. The country must open up economic opportunities, maintain sociopolitical stability,
and promote good stewardship—all to ensure better quality of life of its citizens. The
country will focus on strategic measures and activities, which will spur economic growth
and create jobs. This can only be done with a common purpose to put the economic house
back in working order.

By 2010, this will be the 10-point legacy of the Arroyo administration:
LIVELIHOOD (Part 1)
1. Ten million jobs shall have been created (Part I).

Three million entrepreneurs shall have been supported, giving them loans and
helping them become good managers, thereby establishing a deep foundation for a broad

middle class.

Two million hectares of agribusiness land shall have been developed, making them
productive and their products transported to the markets efficiently.

EDUCATION (Part 1IV)

2. Everyone of school age will be in school, in an uncrowded classroom, in surroundings
conducive to learning. Three thousand school buildings a year shall have been built
and a computer put in every high school.

FISCAL STRENGTH (Part I, Chapter 7)

3. The budget shall have been balanced with the right revenues collected and spending
on the right things ensured.

DECENTRALIZED DEVELOPMENT

4. The network of transport and digital infrastructure on which the Arroyo government
embarked in 2002 shall have linked the entire country (Part I, Chapter 6 -
Infrastructure).



Introduction

5. Power (Part I, Chapter 11 - Power Sector Reforms) and water (Part I, Chapter 6
- Infrastructure) shall have been regularly provided to the entire country.

6. Metro Manila will have been decongested with economic activity growing and
spreading to new centers of government, business and community in Luzon, in the
Visayas, and in Mindanao (Part I, Chapter 6 - Infrastructure).

7. The Subic-Clark corridor will have become the most competitive international
service and logistics center in the Southeast Asian region (Part I, Chapter 6 -
Infrastructure).

NATIONAL HARMONY

8. Elections will no longer raise a doubt about their integrity. The electoral process
will have been completely computerized (Part 11I, Chapter 13 — Automated
Elections).

9. Peace will have come to Mindanao and all insurgency areas
(Part III, Chapter 14 — Peace Process).

10. The divisive issues generated by EDSA 1, 2 and 3 will have had a just closure.

II. The Macroeconomy

A. SITUATIONER

The Philippine economy grew at a respectable pace over the period 2001-2003.
This notwithstanding internal—fiscal deficit and peace and order issues, which were a
concern for investors—and external challenges—geopolitical tensions in the aftermath
of 9/11, slump in the electronics and information technology sector, severe acute respiratory
syndrome (SARS), and continued increase in the price of oil. The gross national product
(GNP), adjusted for price changes, steadily grew from 3.0 percent in 2001 to 4.7 percent
in 2003 and to 6.3 percent in the first semester of 2004. Over the period 2001-2003,
GNP expanded at an average of 4.5 percent while gross domestic product (GDP) rose
on an average of 4.0 percent. GNP was on track of the MTPDP targets, while GDP
expanded at a slower pace.

However, although growth has been respectable, this is more modest compared to
other Asian countries.

The key growth driver was services, which expanded at an average rate of 5.1
percent over the period 2001-2003 and to a strong 6.9 percent in the first semester of
2004. The continued expansion in this sector is largely owed to the
telecommunications sector as telecommunication companies continue to expand
outside of Metro Manila. Added to this are the new investments in the call/contact
centers, business process outsourcing (BPOs) and software development. The trade
sector has also performed very well due to strong personal consumer spending, which
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Table A: MTPDP 2001-2004 Targets vs. Actual Performance

2001 2002 2003 2004
LATEST
MTPDP | ACTUAL | MTPDP | ACTUAL | MTPDP | ACTUAL | MTPDP | ACTUAL
GNP (growth rate in %) 34 35 4.1-4.6 43 5.5-6.0 56 5.8-6.4 6.17
GDP (growth rate in %) 33 3 40-4.5 43 54-5.9 47 5.7-6.3 63%
Inflation rate 6.0-7.0 6.1 5.0-6.0 3 4555 3 4555 18”
91-day T-bill rate 11.0-12.0 99 10.0-11.0 54 95-10.5 6 95-10.5 72"
NG Fiscal Deficit 4 4 33 52 23 46 09 Py
(as percent of GDP)
Consolidated Public 4.6 4.6 35 55 22 55 0.6 47"
(as percent of GDP)
Public Debt n.a. 120.1 n.a. 130.4 n.a. 137,5” n.a. n.a.
(as percent of GDP)
Current Account 2/
57 1.8 32 57 27 42 15
(as percent of GDP) >
Gross Intemational 14 15.6 144 162 153 169 166 160"
Reserves (US $ Bn)
(no. of months in imports) 42 4.6 42 4.7 4.1 4.7 4 43
1 t ti
Employment generation |, C 30 | 1703 | 874953 907 | 1030-1116 | 566 | 1089-1193 | 1234
(in thousand)
Unemployment rate (in %) [10.73-11.06|  11.1 [ 9.98-10.51 | 1142 | 8.82-9.63 1138 | 755864 | 12.13”
Unemployment
a. 53 a. ) a. 35 a. 63
(ILO-based definition) 1 7 1 77 na 7 - 7

" Preliminary FY 2003 figure (which still includes intrasectoral debt)
2 First Semester 2004
¥ As of January-September 2004
Y As of 1*" quarter 2004
' As of August 2004
% Jan.-July actual
7 Jan-Apr-Jul 2004 Average
n.a. — not available

has been supported by the steady growth of the agriculture sector and remittances of
overseas Filipino workers (OFWs) who are now being deployed in higher paying jobs as
ICT professionals, teachers, and nurses/caregivers.

Agriculture rose at an average of 3.8 percent over the period 2001-2003, which
further surged to 6.3 percent in the first semester of 2004. Favorable weather conditions

complemented by government programs led to respectable growths in major subsectors,

Table B: Comparative GDP Growth Rates of Asian Countries (in percent)

COUNTRY 1992 | 1993 | 1994 1995 1996 1997 1998 1999 | 2000 2001 2002 2003 J2004 S1
Philippines 0.3 2.1 44 4.7 5.8 52 -0.3 3.4 44 3 43 4.7 6.3
Malaysia 8.9 9.9 9.2 9.8 10 7.3 -7.4 6.1 8.9 0.3 4.1 5.3 7.8
Indonesia 7.2 7.3 7.5 8.4 7.6 4.7 -13.1 0.8 4.9 33 3.7 3.9 44
Thailand 8.1 8.4 9 9.2 5.9 -1.4 -10.5 4.4 4.8 2.1 5.4 6.7 6.4
Taiwan 7.5 7 7.1 6.4 6.1 6.7 4.6 5.4 5.9 -2.2 3.6 3.2 7.2
Hong Kong 6.6 6.3 55 39 4.3 5.1 -5 34 10.2 0.5 1.9 3.2 9.5
South Korea 54 5.5 83 8.9 7 4.7 -6.9 9.5 8.5 3.8 7 3.1 54
China 14.3 13.5 12.8 10.5 9.6 8.8 7.8 7 7.6 7.3 8 9.1 9.7
Singapore 6.7 12.3 114 8 8.1 8.6 -0.9 6.9 9.7 2 2.2 1.1 10

Sources: Country Statistical Websites
Asian Regional Information Center (ARIC), ADB
2002 World Development Indicators (WDI)
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such as palay and corn, fishery, poultry and livestock. Prices were also favorable
during this period leading to improving farm incomes.

On the other hand, industry growth was more sluggish, expanding at a mere 2.8
percent over the period, although strengthening to 5.6 percent in the first semester of
2004. Growth has been dragged down by the steep cuts in public construction to
control the deficit, as well as the difficulty of some manufacturing industries to
compete under increasing global competition. One bright spot was mining, which grew
at double-digit rates given favorable international metal prices.

The economy grew under generally stable macroeconomic conditions, although
the fiscal problem emerged as a major threat to growth. Inflation was mild in 2001-
2003 with demand expanding at a modest pace and cost-push pressures fended off by
good agricultural harvest and stable transport and electricity prices as the purchased
power cost was capped at PhP0.40/kWh in May 2002. However, inflationary
pressures built up anew in 2004 due to higher world prices of oil and commodities
used as production inputs like corn, wheat, fertilizer, and tin on account of the
continuing geopolitical tensions in Iraq and huge demand from China. Inflation rose to
4.8 percent in January-September 2004.

The bellwether 91-day Treasury bill rate also stayed within target on account of
modest inflation rates and an accommodative monetary policy to support economic
recovery. However, interest rates have risen anew since 2003 due to the fiscal deficit
and the pick up in inflation in 2004.

The fiscal deficit emerged as the key macroeconomic problem, as actual
performance severely fell short of the targets. The consolidated public sector deficit
(CPSD) surged to 5.5 percent of GDP while the National Government deficit rose to
4.6 percent of GDP. Among the 14 monitored nonfinancial government corporations
(MNFGCs), the largest deficits were registered by the National Power Corporation
(NPC), Light Rail Transportation Authority (LRTA), and the National Food Authority
(NFA). The rising deficit pushed the public sector debt to balloon to 137.5 percent of
GDP by 2003.

Despite the fiscal and domestic debt problem, the country’s external balances
have remained healthy although the sources of foreign exchange need to be
diversified. The current account balance has been positive but this largely comes from
remittances of OFWs rather than trade in goods. Recently, however, inflows from
contact/call sources and other exports of services have contributed to higher foreign
exchange inflows. Capital flows are mostly in the nature of portfolio flows rather than
foreign direct investment. Thus, the competitiveness of the country’s exports and
investment climate has to improve to widen the sources of foreign exchange inflows
and avoid external payments problems in the future.

Unemployment has stayed high, as the number of jobs generated has not been
adequate to absorb the influx of labor entrants. Using the official methodology, the
unemployment rate stood at 11.4 percent in 2003 despite the 3.2 million jobs generated
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in 2001-2003. Using the International Labor Organization (ILO)-based definition,
unemployment stood at 7.35 percent in 2003, which has barely changed since 2001.
Unemployment would have to fall further to significantly reduce poverty.

To address the unemployment problem, the economy has to expand at a faster pace
to address the aspects of growth that are undermining long-term sustainability. Growth
has been largely consumer-driven with investment spending declining from 22.4 percent of
GDP in 2001 to 19.5 percent in 2003. The decline in investment spending is traced to
weakening foreign investments and the cutbacks in public construction as the government
tried to keep the deficit under control, albeit unsuccessfully. Although the country’s

Table C: Medium-Term Macroeconomic Targets*

2004 TARGETS
Latest 2004 2005 2006 2007 2008 2009 2010
Actual
Gross National Product 6.1" 5260 | 5564 | 6575 | 6978 | 7080 | 7282 | 7282
Gross Domestic Product 63" 49-58 5.3-6.3 6.3-7.3 6.5-7.5 6.8-7.8 7.0-8.0 7.0-8.0
Inflation rate 487 40-50 | 4.0-50 | 4050 | 3.040 | 3.0-40 | 3.040 | 3.0-4.0
91-day T-bill rate 727 7.5-8.5 7.5-8.5 7585 | 65.-75 | 6575 6.5-7.5 6.5-7.5
Fiscal Balance (% of GDP) 36" 42 3.6 29 2 1.1 0.2 0
Consolidated Public Sector 3 6.7 6 53 46 19 3 |
Deficit (% of GDP) 47 : : : '
Exports of goods and services "y
(USSMn) 19646 43058 47452 52296 58204 65385 74282 84309
Of which: goods
Growth rate (%) 187342 39853 43838 48222 53528 59950 67141 75869
9.7 10 10 10 11 12 12 12
Imports of goods and services y
(USS$bn) 20993 47157 52730 58455 65336 73624 83510 94691
Of which: goods 19938 42372 47457 52677 58996 66663 75998 86639
Growth rate (%) 5.6 13 12 11 12 13 14 14
5.6 13 12 11 12 13 14 14
Current Account Bal ($Mn) 826 1483 1134 1029 879 678 735 785
% of GDP 507 1.7 1.2 1 0.8 0.5 0.5 0.5
Int tional Re
((;r[‘};sB?l)ema 10NALRESEIVES 1 15917 15 16 17.83 19.79 2254 26.84 31.86
Poverty Incidence (families) 84" 25.60- 24.35- 22.93- 21.61- 20.31- 19.04- 17.88-
: 2604 2504 2395 22 89 2184 2078 19 81
Unemployment rate 12.13 9 12.1 11.9 11.6 11.1 10.4 9.7 8.9
Memo items:
Dubai oil price, avg ($/bl) 32937 33.44 32.96 29.17 28.61 28.04 28.04 28.04
P/$ rate 55.93 54-56 55-57 55-57 55-57 55-57 55-57 55-57

i In growth rates, unless otherwise stated
Y 4s of 1 o semester, 2004

7 s of January-September 2004

Y Preliminary Q1 2004

¥ As of 02 2004

% As of 2000 FIES

i Jan-Apr-July average, 2004

7 Jan-Sept 14



Introduction

current current account remains in a surplus, indicating that savings is still adequate to
finance investment activity, national savings has been low compared to its Asian
neighbors. While the country’s savings rate hovers at an average of 20 percent in
2001 to 2003, its’ neighbors’, like Thailand and Malaysia, averaged 30-40 percent.
The low savings rate would pose a constraint once investment activity accelerates.

Growth strategy

Addressing the fiscal problem is primary and essential to achieve a sustained
and accelerated pace of growth (Part I, Fiscal Strength).

If the fiscal problem is not addressed, growth will considerably be much lower
on account of a severe erosion in investors confidence, which could create balance of
payment difficulties, as well as deep cuts in government spending if the government
will seek to achieve fiscal balance by 2010 in the face of lower revenue growth. The
lack of progress on the fiscal front will also increase the risk premium on interest and
exchange rates and undermine long-term investment. The national government is
aiming to balance the budget by 2010 and to reduce the CPSD to 1.0 percent by 2010.
Underpinning the fiscal program are measures to boost the revenue to GDP ratio to
18 percent in 2010 from 14.6 percent in 2004, mainly from higher revenue collection
efficiency. A credible fiscal program will also lead to a positive shift in investor and
creditor confidence and will also boost growth by providing the fiscal resources to
raise public infrastructure spending from 2.6 percent of GDP in 2003 to 4.2 percent of
GDP by 2010.

The government is targeting inflation to decline to 3-4 percent by 2007 based on
expectations of a drop in global oil prices