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Foreword

Federalism is one of the important policy issues being discussed under the current 
administration. The Philippine Institute for Development Studies, thus, is 
dedicating its 2016–2017 Economic Policy Monitor (EPM) to enable informed 
public discourse on the issue. 

For us Filipinos, the most important challenge is to expand our awareness of the issues 
surrounding federalism and how it could possibly achieve the twin goals of decentralization 
and genuine progress. We intend to contribute to the discourse by studying its fiscal design 
aspect and looking at various options that will ensure that the potential benefits from a 
federal system of government will be realized.

Moreover, as with previous issues, we also provide an analysis of the macroeconomic 
scenario of the past year and an outlook of the economy in the coming year. A review of the 
policies formulated and adopted by the government in a number of sectors, with analyses of 
policy gaps, is also given.  

We hope this issue can serve as a practical resource for the public and policymakers 
alike, as they make decisions regarding the adoption of federalism and other critical reforms 
in the Philippines. 

 CELIA M. REYES
 President
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Executive Summary

Ensuring the relevance and soundness of the country’s policy on economy and 
governance has always been at the core of the service of the Philippine Institute 
for Development Studies (PIDS). This year, as the country continues to explore 
various proposed constitutional reforms, the Institute is once again championing 

evidence-based policymaking and promoting an intelligent discourse among the public and 
policymakers alike. 

Among these proposed reforms is the shift to a federal system of government. Its 
proponents view it as the solution to the uneven development and worsening inequality 
across regions, which have persisted even after the passage of the Local Government Code 
(LGC) in 1991. Its critics, meanwhile, question its timing, as well as the motive of the 
individuals pushing for it. Despite the cacophony of conflicting viewpoints on federalism, 
however, discussions on the substantive aspects of federalism, such as its structure, fiscal 
design, and feasibility in the Philippine setting, have been limited and somewhat scattered. 

Chapter III of the 2016–2017 Economic Policy Monitor attempts to address one specific 
issue on federalism—the design of the fiscal features of a federal system of government. 
Among others, it revealed that there is no single best assignment of expenditure 
responsibilities in terms of the specific functions assigned across different levels of 
government. Nonetheless, the clarity in the assignment of functional responsibilities 
is critical if clean lines of accountability are to be established. If left unaddressed, the 
ambiguity in expenditure assignment is likely to result in either the duplication of efforts in 
service delivery or underprovision of some services.

Such overlapping of assignments is apparent in the current setup of the national and 
local governments under the LGC. Section 17 (c) of the code specifically allows central 
government agencies to continue to implement devolved public works and infrastructure 
projects and other facilities, programs, and services, provided these are funded by the 
national government under the General Appropriations Act, among others. Its Section 17 
(f) likewise allows the national government or the next higher level of local government 
unit (LGU) to provide the basic services and facilities assigned to LGU when such services 
are not made available or, if made available, are inadequate to meet the requirements of its 
residents. In effect, Section 17 (c) and (f) obfuscate what initially appears to be a clear-cut 
assignment of expenditure responsibilities. 

The analysis presented in Chapter III also revealed the weak revenue autonomy of 
LGUs under the current Philippine fiscal decentralization system. This may be attributed 
to limited local taxing authority particularly with respect to rate setting, limited revenue 
productivity of assigned local tax bases, and less than optimal utilization of local taxing 
powers by LGU officials. As a result, accountability at the local level is likely to continue 
to be weak. Given this, it is not surprising that the Philippine Development Plan (PDP) 
2017–2020 has reiterated the call for the strengthening of local accountability.
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Aside from fiscal design, the chapter also assessed additional operational cost 
involved in the adoption of a federal system of government. This cost covers the salaries 
of officials and staff of the regional governments, legislative branch, and the judiciary, 
as well as the operating expense of their offices. Assuming there are 17 regions, the 
estimates of the incremental fiscal cost of setting up a federal system of government 
range from PHP 44 billion to PHP 51 billion. These estimates will also rise if the 
number of regions is increased.

The issue of constitutional reform, however, cannot be divorced from the wider context 
of the Philippine economy. This early, experts have started airing their sides regarding the 
possible impact of federalism on the economy. Debt watcher Moody’s Investors Service, for 
instance, claimed that the shift could be a downside risk for the economy, especially on the 
country’s fiscal position. The Duterte administration, meanwhile, maintains the same will 
boost the economy. 

Despite this seeming clash of opinions, Chapter I of the EPM expects the growth 
of the country’s gross domestic product to maintain its trajectory in 2017. Investment 
spending will likely remain robust due to accommodative monetary and fiscal policies. In 
particular, the renewed emphasis on building physical infrastructure will have significant 
crowding-in effects.   

The year also seems positive for the agriculture sector as well, as it is expected to recover 
from the drought in 2016. Manufacturing has gained sufficient momentum to become a 
steady contributor to economic growth. The key to achieve full economic transformation is 
diversification. The rise in foreign direct investment will contribute toward this trend. 

Completing this issue are policy updates in the fields of health, education, gender and 
development, housing and human settlement, agriculture, natural resources, trade, and trade 
in services. 

In terms of health policies, PIDS recognizes the aggressive stance of the government 
in implementing reforms. These improvements have largely focused on ensuring access 
to health services by increasing social health insurance coverage among the population, 
improving service delivery in government health facilities, and expanding the resource 
capacity of the Department of Health to pursue the country’s evolving national health 
agenda. Various social safety net programs have also been strengthened to aid the poorest 
of the poor.

Despite the many successes, however, health outcomes as measured by various health 
indicators remain mixed. In particular, while health spending per capita has increased over 
the years, its majority is still financed through out-of-pocket payments. Improvements in 
maternal and neonatal mortality rates have likewise stalled. 

In the case of education, this EPM zeroes in on the School-Based Feeding Program of 
the Department of Education, which aims to reduce hunger, improve the nutritional status 
and promote the good health of learners, as well as reduce social inequities by encouraging 
families to send their children to school. Among others, it uncovers program leakages as 
a result of the failure of the national government to provide the teachers with standard 
measurement devices. Aside from the provision of such standard measures, PIDS also 
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recommends the conduct of regular trainings not only on implementation guidelines but 
also on the importance of proper documentation of prefeeding, feeding, and postfeeding 
phases of the program to help in the proper selection of beneficiary schools and pupils, and 
in monitoring and evaluating program outcomes.

On the other hand, substantial progress has been achieved toward gender equality in the 
country. The 2016 Global Gender Gap Report indicates that it has already closed the gender 
gap in health and survival. The same report shows, however, that the country still has a high 
gender gap in political participation. Moreover, possibly due to the social roles ascribed to 
women and to the existing discrimination against them in the labor market, more women are 
still engaged in the informal economy.

Meanwhile, despite the government’s intervention in the provision of housing, many 
poor and low-income families remain unserved. Government housing programs have not 
necessarily worked for this sector due to policies and regulations that tend to have an adverse 
impact on them. The lack of political will of the local and national government to control 
professional squatting compounds the situation. Likewise, some programs have failed due 
to poor site planning and lack of quality control.

Agriculture took the center stage as one of the priority items set forth in the 10-point 
socioeconomic agenda of the Duterte administration. The PDP 2017–2022 also highlights 
two chapter outcomes concerning the agriculture and fisheries sector. First is the expansion 
of economic opportunities in agriculture, forestry, and fisheries. The second one is the 
increase of access to economic opportunities by small farmers and fisherfolk.

In terms of trade policies, the paper argued that the drastic changes in the foreign 
policies of the country’s key economic partners, such as the United States, should serve as 
a wake-up call for the Philippines to be more aggressive in dealing with the challenges. The 
current situation is an opportunity to rethink and implement better policies, such as weaning 
away from the country’s dependence and concentration on a few sectors and diversifying to 
other country markets. Indeed, this appears to be the direction of the Philippines in its new 
industrial policy, which aims for a resurgence in manufacturing, and moving up the global 
value chain, along with the services and agriculture sectors.

In services sector, PIDS commends the passing of the Department of Information and 
Communications Technology Act in May 2016, which created a lead agency to ensure 
advancements in information and communications technology are maximized for the 
benefits of the government, businesses, and communities. The Continuing Professional 
Development (CPD) Act was also enacted in 2016, which mandates the implementation 
of the CPD programs to help enhance and upgrade the competencies and qualifications 
of professionals in line with the Philippine Qualifications Framework, the Association of 
Southeast Asian Nations (ASEAN) Qualification Framework, and the ASEAN Mutual 
Recognition Arrangement. Other laws related to services worth mentioning also include the 
Pharmacy Law, the Philippine Credit Card Industry Regulation Law, and the Republic Act 
10881, which amended specific laws to allow 100-percent foreign ownership in previously 
restricted financial services subject to certain requirements.
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Introduction

Gross domestic product (GDP) growth 
accelerated from 6.1 percent in 2015 to 
6.9 percent in 2016 on the back of strong 
domestic demand. Higher investment and 
a big lift from election spending offset 
the contraction in agricultural production 
largely caused by drought. The favorable 
economic conditions contributed to 
the smooth transition to the Duterte 
administration on June 30, 2016. However, 
structural problems remained including 
a relatively high poverty incidence. To 
address these issues, the new government 
announced a 10-point socioeconomic 
agenda. This became the platform for 
the Philippine Development Plan (PDP) 
2017–2022 that was approved in February 
2017. The PDP lays out the government’s 
strategy to promote more inclusive growth 
and development. While the substantive 
impact will emerge over the medium term, 
the PDP sets the tone for prospects in 2017 
and 2018.

Global economic performance

Economic growth in the major industrial 
economies decelerated in 2016, posting 
an aggregate of 1.6 percent compared with  
2.2 percent in the previous year (Table 1.1). 
This was the main factor behind the weak 
global demand for exports in 2016. The 
United States (US) was the major reason 
for the slowdown with its GDP growth 
moderating to 1.6 percent in 2016 from 
2.6 percent in 2015. The US economy 
began faltering in the last quarter of 2015 
as weak global demand and an appreciating 
US dollar dampened manufacturing 

activity. Investment spending also 
flattened during this period. However, the 
economy rallied in the last quarter of 2016, 
brightening prospects for 2017 and 2018. 
Private consumption remained the pillar of 
economic expansion, validating the surge in 
consumer confidence reflected in surveys. 
One reason for the rebound in the second 
half of 2016 is that the pace of monetary 
policy tightening was scaled back.

The immediate impact of the United 
Kingdom’s decision to leave the European 
Union in June 2016 seems to have been 
muted as economic growth in the Euro 
area slipped marginally to 1.7 percent from 
1.9 percent in 2015. Like the US, domestic 
demand was the main source of economic 
activity, supported by accommodative 
monetary and fiscal policies, as well as 
an improving labor market. Weak global 
demand offset any gains from a depreciating 
euro, making export growth tepid.  

Being the most heavily dependent on 
trade, Japan was affected by weak global 
demand. However, the depreciating yen 
provided a boost to exports. GDP growth 
nevertheless slipped to 1.0 percent in 2016 
from 1.2 percent in the previous year. 
Investment spending was erratic in 2016, 
reflecting the cautious behavior that stems 
from Japan’s structural problems. The same 
caution and the moderate wage growth have 
put a lid on consumption spending. With 
domestic demand fragile, the government 
delayed from April 2017 to October 2019 its 
consumption tax hike, which was originally 
slated for October 2015.

Both China and India experienced 
lower economic growth in 2016 compared 
with the previous year. India registered a 
sharper downturn from 7.9 percent in 2015 
to 7.1 percent in the following year. In 
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November 2016, the government announced 
the withdrawal of legal tender status for all 
existing INR 500 and INR 1,000 currency 
notes to neutralize black money hoarding 
and counterfeiting. This move demonetized 
86 percent of currency in circulation by 
value. While it had a minimal adverse 
impact in 2016, the full brunt is expected in 
2017. A large part of the deceleration in 2016 
can be traced to a slump in investment. Fast 
growth in 2015 led to overcapacity, thereby 
cutting investment in the subsequent year.

Meanwhile, rebalancing in the Chinese 
economy continued to pull down economic 
growth, which stood at 6.7 percent in 2016, 
slightly lower than the 6.9 percent in the 
previous year. Export growth declined in 
response to weaker global demand.

Table 1.1
Baseline assumptions on the international economy 

2015 2016 2017 2018
Actual ADB (2017) Projection

GDP growth (%)   
Major industrial economies 2.2 1.6 1.9 1.9

United States (US) 2.6 1.6 2.4 2.4
Euro area 1.9 1.7 1.6 1.6
Japan 1.2 1.0 1.0 0.9

Newly industrialized economies   
China 6.9 6.7 6.5 6.2
India 7.9 7.1 7.4 7.6

  
Prices and inflation   

Brent crude spot prices 52.4 44.0 56.0 58.0
Food index -15.4 1.6 3.0 2.0
Consumer price index inflation 0.2 0.7 1.7 1.8

  
Interest rates   

US fed funds rate 0.1 0.4 1.0 2.0
ECB refinancing rate 0.1 0.0 0.0 0.1
Bank of Japan overnight call rate 0.1 0.0 -0.1 -0.1
$ libor 0.2 0.5 1.0 2.0

ADB = Asian Development Bank; ECB = European Central Bank
Source: ADB (2017)

Regional trends

Southeast Asia maintained its aggregate 
economic growth at 4.6 percent in 2016, 
in contrast with slower growth elsewhere 
(Figure 1.1). Cambodia remained the 
fastest-growing economy in the region 
registering 7 percent in 2015 and 2016. 
Recovery in agriculture offset the slight 
deceleration in industry and services that 
were both affected by the weaker global 
economy. Brunei Darussalam’s recession 
deepened as international fuel prices 
continued to stagnate. Meanwhile, growth 
dipped in Malaysia for two consecutive 
years owing to declining fixed investment, 
weaker government spending, and lower 
exports. The so-called middle-income trap 



4  The Philippine Economy in 2016 and Prospects for 2017–2018

has weighed down Malaysia’s economy 
for the past several years. In Thailand, 
growth improved slightly from 2015 
largely because of higher consumption, 
aided by a tax rebate for shopping and 
dining, higher rural incomes, and recovery 
in net exports. Growth in Viet Nam 
slowed as weaker agriculture and mining 
production offset robust expansion in 
manufacturing and construction. Lao PDR 
recovered from the deceleration in 2015 

and its economy grew marginally faster at 
6.8 percent, driven largely by electricity 
production for export. It was Myanmar’s 
turn to experience a slowdown, with GDP 
growth falling to 5.9 percent in 2016 
from 7 percent in the previous year. The 
Myanmar economy had to contend with a 
weak external environment, unfavorable 
weather, and uncertainty about the 
direction its economic policy would take 
under the newly elected government.

The Philippine economy 
in 2016

Production sector
Because it has the largest share of GDP—
57.4 percent in 2016—and recorded a 
relatively high growth rate at 7.5 percent, 
the services sector dominated GDP growth 
in 2016 (Table 1.2). The more important 

subsectors would be retail trade and real 
estate because of their relatively high share 
and faster growth. These subsectors, and 
services, in general, cater to the increasing 
population and respond more quickly to 
greater purchasing power. Meanwhile, 
industry was the major sector with the 
highest growth rate at 8.0 percent. It was 
led by the construction subsector which 

Figure 1.1
GDP growth rates of ASEAN countries, 2008–2017

GDP = gross domestic product; ASEAN = Association of Southeast Asian Nations
Source: International Monetary Fund [IMF] (2017a)



Table 1.2
Selected macroeconomic indicators, Philippines, 2010–2017

2010 2011 2012 2013 2014 2015 2016 2017
Gross national product 7.0 3.0 7.1 7.8 6.0 5.8 6.7 6.6
Gross domestic product (GDP) 7.6 3.7 6.7 7.1 6.1 6.1 6.9 6.7

Agriculture, fishery, and forestry -0.2 2.6 2.8 1.1 1.7 0.1 -1.2 4.0
Percent share to GDP 11.6 11.5 11.1 10.5 10.0 9.5 8.8 8.5

Industry sector 11.6 1.9 7.3 9.2 7.8 6.4 8.0 7.2
Percent share to GDP 32.6 32.0 32.2 32.9 33.4 33.5 33.9 34.0

Mining and quarrying 11.4 7.0 2.2 1.2 12.1 -1.5 3.2 3.7
Percent share to GDP 1.2 1.2 1.0 0.8 0.9 0.7 0.7 0.7

Manufacturing 11.2 4.7 5.4 10.3 8.3 5.7 7.1 8.4
Percent share to GDP 17.8 17.6 17.1 16.8 17.0 16.6 16.3 16.2

Construction 14.3 -9.6 18.2 9.6 7.2 11.6 12.1 5.3
Percent share to GDP 5.1 4.5 5.0 5.2 5.2 5.6 5.9 5.9

Electricity, gas, and water 9.9 0.6 5.3 4.7 3.7 5.7 9.0 3.4
Percent share to GDP 3.0 2.8 2.9 2.8 2.8 2.7 2.6 2.6

Service sector 7.2 4.9 7.1 7.0 6.0 6.9 7.5 6.8
Percent share to GDP 55.8 56.5 56.7 56.7 56.6 57.0 57.4 57.5

Transport, storage, and communication 1.0 4.3 6.9 6.0 6.5 8.0 5.3 4.0
Percent share to GDP 5.4 5.4 5.3 5.2 5.1 5.3 5.2 5.1

Trade 8.4 3.4 7.6 6.2 5.8 7.1 7.6 7.3
Percent share to GDP 14.4 14.6 14.7 14.8 14.7 15.0 15.2 15.4

Finance and real estate 8.5 7.2 7.1 10.3 7.7 6.7 8.5 7.5
Percent share to GDP 14.7 15.4 15.6 16.1 16.6 17.1 17.6 17.8

Personal consumption expenditure 3.4 5.6 6.6 5.6 5.6 6.3 7.1 5.9
Percent share to GDP 69.2 70.5 70.5 69.5 69.1 69.3 69.5 68.9

Government consumption 4.0 2.1 15.5 5.0 3.3 7.6 9.0 7.0
Percent share to GDP 10.0 9.8 10.7 10.5 10.2 10.3 10.5 10.5

Capital formation 31.6 2.8 -4.3 27.9 4.2 18.4 24.5 9.4
Percent share to GDP 20.8 20.6 18.5 22.1 21.7 24.2 28.2 28.9

Exports 21.0 -2.5 8.6 -1.0 12.6 8.5 11.6 11.6
Percent share to GDP 42.1 40.6 40.1 38.8 40.2 43.6 49.1 54.4

Imports 22.5 -0.6 5.6 4.4 9.9 14.6 20.2 18.1
Percent share to GDP 16.8 16.3 16.6 17.2 17.1 16.9 16.7 16.6

Inflation 3.8 4.6 3.2 3.0 4.1 1.4 1.8 3.2
91-day Treasury bill rate (%) 3.73 1.37 1.58 0.32 1.24 1.77 1.50 2.15
Nominal exchange rate (period average) 45.11 43.31 42.23 42.45 44.40 45.50 47.49 50.40
Investment-GDP ratio 20.54 20.47 18.20 20.02 20.55 21.21 24.41 25.13

Source: Bangko Sentral ng Pilipinas (BSP) (2017a); Philippine Statistics Authority (PSA) (2017a)
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grew by 12.1 percent in tandem with the 
real estate subsector. Public construction 
expanded by 29.0 percent in 2016, 
outpacing the already impressive growth 
of 19.0 percent in 2015.

The uninterrupted expansion of 
manufacturing since 2010 at fairly robust 
rates—including the 7.1 percent in 2016—
is a sign that economic transformation 
has taken firm root in the Philippines. 
The subsectors with relatively high shares 
and growth rates are food manufacturing 
and chemical and chemical products. The 
former has likely benefited from election 
spending. An underrated factor contributing 
to the manufacturing sector’s success is a 
currency that is clearly not overvalued.

Drought caused by El Niño, the periodic 
weather disturbance, cut agricultural 
output by 1.2 percent during the year. The 
modest recovery in the second half was 
disrupted by the devastating effects of 
typhoons Lawin, Karen, and Nina. Crop 
production and fisheries subsectors were 
hardest hit by the typhoons. Agriculture’s 
share in GDP has shrunk to 8.8 percent, 
though the sector still employs nearly  
30 percent of working Filipinos.

Expenditure sector
Public and private investment made the 
biggest contribution to growth measured 
from the expenditure side. Fixed capital grew 
by an impressive 24.5 percent in 2016 at the 
heels of an 18.4-percent expansion in the 
previous year (Table 1.2). Two consecutive 
years of high growth brought the ratio of 
fixed investment to GDP to 28 percent, 
the highest figure during the period when 
historical data are available. However, it is 
still much lower than the peak of major East 
Asian economies. Nevertheless, investment 

has been gaining ground in the Philippines 
since 2012 because of accommodative fiscal 
and monetary policies and the perceived 
improvement in governance.

Meanwhile, consumer spending 
benefited from election spending, higher 
employment, and steady inflows of 
remittances from workers overseas. 
Personal consumption expenditure grew at a 
7.1-percent clip compared with 6.3 percent 
in 2015. The unemployment rate declined 
to 5.5 percent in 2016, while remittances 
from overseas rose by 4.9 percent to reach 
USD 29.7 billion (ADB 2017). A salary 
increase for government employees further 
drove up public consumption.

Trade and balance of payments
Measured in constant peso terms, exports of 
goods and services grew by 11.6 percent in 
2016. This was lower than the 20.2-percent 
increase in imports of goods and services. 
The difference can be attributed to weak 
external demand that limited exports 
and the rapid growth of investment that 
was supported by imports of equipment 
and durable goods. The same trend was 
recorded for the same variables measured 
in US dollars. As imports rose rapidly and 
exports increased only marginally, the 
merchandise trade deficit widened to equal 
11.2 percent of GDP, up from 8.0 percent 
in 2015 (ADB 2017). However, remittances 
and strong earnings from services exports, 
particularly information technology-
business process outsourcing (IT-BPO) 
and tourism, managed to maintain a current 
account surplus of 0.2 percent of GDP in 
2016. However, this was lower than the 
surplus of 2.5 percent in 2015.

Meanwhile, net inflows of foreign 
direct investment rose to USD 7.9 billion, 
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an increase of 40.7 percent between 2015 
and 2016. However, the unwinding of 
the quantitative easing (QE) program in 
the US beginning December 2015 has 
contributed to a net outflow of portfolio 
investment (Figure 1.2). The overall 
balance of payments fell into a deficit equal 
to 0.1 percent of GDP, a reversal from the 

0.9-percent surplus in the previous year. As 
a result, the Philippine peso depreciated by 
5.3 percent against the US dollar in 2016 
(Figure 1.3). The overall external position 
remained stable as foreign exchange 
reserves stood at USD 81.1 billion as of 
February 2017, equivalent to 9.2 months of 
imports of goods and services.

Figure 1.2
Net foreign investments (BPM6 format), in USD million, 2008–2017

Source: BSP (2017b)

Figure 1.3
Average exchange rate, 2008–2017

Source: BSP (2017c)
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Inflation and unemployment
Despite the buoyant aggregate demand, 
inflation remained modest, averaging 
1.8 percent in 2016 (Figure 1.4). This was 
slightly higher than the previous year’s rate 
of 1.4 percent but was still lower than the 
target range of 2–4 percent set by Bangko 
Sentral ng Pilipinas (BSP). Global oil prices 
maintained a downward trend (Figure 1.5) 
and this kept a lid on inflation. Meanwhile, 

timely imports of rice augmented domestic 
supplies and kept food prices low. 

The Philippines’ economic growth 
has been characterized by a lack of 
quality employment (WB 2013) and the 
low contribution of wage income on 
consumption (AMRO 2016). Largely 
because of the robust economic growth in the 
past since 2012, the unemployment rate has 
continued to decline but underemployment 

Figure 1.4
Inflation

Source: BSP (2017d)

Figure 1.5
Oil prices (USD per barrel)

Source: IMF (2017b)
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has remained persistently high (Figure 1.6), 
reflecting a lack of quality employment and 
labor absorption in the formal sector, as 
well as indicating low upward pressures on 
wages. Real wage growth has persistently 
been below real household consumption 
growth and the unemployment rate has 
a weak and negative correlation with real 
GDP growth, reflecting the low contribution 
of wage income on household consumption 
and growth (AMRO 2016). 

Macroeconomic policy

Monetary policy
Against the backdrop of benign inflation, 
monetary policy remained accommodative. 
The BSP has kept its monetary policy stance 
unchanged since September 2014, with the 
overnight reverse repurchase rate staying at 
3.0 percent. Key interest rates have followed 
this pattern (Figure 1.7). Monetary and 
credit conditions thus continued to support 

Figure 1.6
Employment statistics

Source: PSA (2017b)

Figure 1.7
Selected interest rates

Source: BSP (2017e)



10  The Philippine Economy in 2016 and Prospects for 2017–2018

growth, with the money supply (M3) 
rising by 12.7 percent in 2016, up from 
9.4 percent in 2015. Demand for credit from 
the private sector remained the key driver 
of liquidity growth (Figure 1.8). Inflation 
expectations also remain broadly consistent 
with the inflation target over the policy 
horizon (AMRO 2016). Meanwhile, the 
exchange rate remains flexible in the face 
of increasing external financial volatility. 
This prevents any severe misalignment of 
the peso vis-à-vis major global currencies.

The banking system has remained 
sound with adequate capital buffers, ample 
liquidity, and low nonperforming loan ratio 
(AMRO 2016). Credit growth has kept 
pace with economic activity (Figure 1.9). 
Meanwhile, property-related indicators 
generally still grew at a moderate pace, 
but showed some acceleration compared to 
early this year (Figure 1.10).

Monetary policy should remain 
conservative with its focus on keeping 
inflation within the target range and 
preserving financial stability. However, 

since the consumer price index puts a great 
deal of weight on supply-side factors, the 
responsibility for price stability should 
also be shared by other agencies like the 
National Food Authority. Monetary policy 
generally should not respond to factors 
that lead to swings in headline inflation. 
However, second-round effects may affect 
demand-side factors and there may be role 
for monetary policy in this context.

Fiscal policy
The government’s decision to raise the 
budget deficit ceiling from 2 to 3 percent of 
GDP resulted in accelerated public spending, 
particularly on infrastructure. The fiscal 
deficit widened from 0.9 percent of GDP 
in 2015 to 2.4 percent in the subsequent 
year (Figure 1.11). Expenditure excluding 
interest payments rose by 16.8 percent. The 
new administration vowed to expand public 
infrastructure outlays to at least 5 percent of 
GDP by 2019.

Meanwhile, tax collection rose by 
9.1 percent and provided 90 percent of 

Figure 1.8
Banking indicators (PHP billion)

Source: BSP (2017e)
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revenues (ADB 2017). Tax revenue reached 
15.4 percent of GDP in the second quarter 
of 2016—a record high since the second 
quarter of 2006. However, the full year ratio 
of 13.7 percent remains as one of the lowest 
in Southeast Asia. Despite the widening 
fiscal deficit, the ratio of government debt 
to GDP declined to 42.1 percent in 2016 

owing to faster economic growth. The ratio 
is the lowest in a decade, thereby providing 
the government more fiscal space.

The proposed 2017 budget was 
patterned after the 10-point socioeconomic 
agenda of the Duterte administration. The 
said agenda’s emphasis is on supporting 
infrastructure spending and human capital 

Figure 1.9
Credit-to-GDP ratio

GDP = gross domestic product
Source: Authors’ own calculations; BSP (2017e); PSA (2017a)

Figure 1.10
Bank loans

Source: BSP (2017e)
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development to accelerate economic 
growth, reduce unemployment, and enhance 
inclusiveness. The national budget for fiscal 
year 2017 amounts to PHP 3.35 trillion, 
which is 11.6 percent higher than the 2016 
budget and equivalent to 21.0 percent of the 
projected GDP.

To raise more revenue to support the 
2017 budget in the short term and promote 
the PDP 2017–2022 in the medium term, the 
government is proposing a comprehensive 
tax reform. The Philippines has to improve 
its tax-to-GDP ratio. The proposed reform 
aims to simplify the tax system and yield 
more revenue. At the same time, tax burdens 
will be made more progressive. The Tax 
Reform for Acceleration and Inclusion, also 
known as TRAIN, is in the pipeline and is 
expected to be passed sometime in 2017 
(Box 1.1).

Promoting inclusive development
The Philippines missed the Millennium 
Development Goal to reduce poverty 

Figure 1.11
Budget deficit, as percent of GDP

GDP = gross domestic product
Source: BSP (2017f)

incidence by half between 1990 and 2015. 
However, improved macroeconomic 
fundamentals, including a modest inflation 
rate, the resumption of robust economic 
growth since 2010, and a renewed interest 
in regional development provide the 
opportunity to make up for lost time. 
The national poverty rate fell from  
25.2 percent in 2012 to 21.6 percent in 2015 
(Table 1.3). Approved in February 2017, 
PDP 2017–2022 lays out the government 
strategy to promote more inclusive growth 
and development and bring down the 
poverty rate from 21.6 percent in 2015 
to 14.0 percent by 2022. Programs to 
speed poverty reduction include raising 
agricultural productivity, building rural 
infrastructure such as irrigation systems 
and market roads, and establishing stronger 
links with industry and services to foster 
production and activities with higher value 
added (NEDA 2017). The plan calls for 
larger public investments in infrastructure, 
health care, education, and social protection. 
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The first package, termed the Tax Reform for Acceleration and Inclusion (TRAIN), is a combination 

of revenue-eroding and -enhancing measures as well as tax administration reforms with an overall 

net positive impact on the fiscal position of around PHP 89.9 billion (0.5% of GDP) for 2018. This is 

equivalent to around two-thirds of the original Department of Finance (DOF) proposal. To raise the 

additional revenues of PHP 38.9 billion (0.2% of GDP) for the first year of implementation, the DOF 

plans to initiate in the first quarter of 2018 an estate tax amnesty, general tax amnesty, adjustments 

to the motor vehicle user’s charge, and amendments to the bank secrecy law and automatic exchange 

of information.

The revenue-eroding measures include the reduction of the personal income tax (PIT), value-

added tax (VAT) exemption for businesses with sales below PHP 3 million, and the simplification of the 

estate tax and donor’s tax.

The PIT aims to adjust tax brackets to inflation to correct for bracket creep. PIT rates are also 

reduced, except for the highest-income earners. Taxpayers who have net taxable annual incomes of 

PHP 250,000 (USD 5,008) and below will be exempted from the PIT. The new threshold is intended 

to remove the distortions arising from the current tax code, which imposes a 5.0-percent tax on 

individuals earning annual incomes of PHP 10,000 and below. As such, under the 1997 Tax Code, 

minimum wage earners are discouraged to accept higher wages as this actually results in lower net 

income due to the tax structure. Meanwhile, self-employed and professionals with gross sales below 

PHP 3 million will have the option to pay either an 8.0-percent flat tax based on gross sales in lieu of 

the PIT and percentage tax, or based on the new tax table provided in the legislation.

The expansion of the VAT base; increase in excise taxes for petroleum and petroleum products, 

automobile, tobacco, coal, and mining; the imposition of new taxes for sugar-sweetened beverages and 

cosmetic procedures; and the increase in documentary stamp taxes comprise the revenue-enhancing 

measures. These measures serve to cover for the revenue losses primarily from the PIT reductions.

The expansion of the VAT base entails the removal of numerous exemptions in order to augment 

revenues while also keeping the VAT system simpler, fairer, and more efficient.

Box 1.1
Comprehensive Tax Reform Package

Source: ASEAN+3 Macroeconomic Research Office (2018)

Infrastructure master plans will be fast-
tracked and will prioritize interregional 
connectivity toward integrating poor 
provinces with growth centers to improve 
the ease of doing business and enable the 
efficient delivery of public services.

Major global risks

Many factors can dampen economic 
activity across the world. These factors are 

considered downside risks to forecasts for 
2017–2018. The list of factors is lifted from 
the Asian Development Outlook published 
by the Asian Development Bank (2017).

The first risk to the forecast comes from 
higher-than-expected real interest rates in 
the US and further slight appreciation of the 
US dollar against many Asian currencies. 
This is related to the ongoing unwinding 
of the QE program in the US. Capital will 
flow out of emerging economies causing 
their currencies to depreciate sharply. The 
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balance sheet effects can adversely affect 
investment spending.

A second risk, related to the first, 
comes from unexpectedly sharp interest 
rate hikes in the US and Europe, which 
could affect highly leveraged corporations 
and governments in the region. Such 
corporations in large economies are 
vulnerable to sudden shifts in asset prices 
that could undermine their ability to service 
debt. Moreover, economies in developing 
Asia with growing household debt may 
see households spending less in response 
to higher debt-servicing obligations, 
undermining heretofore strong growth in 
consumer demand.

A third uncertainty comes from possible 
shifts in US tax and trade policy. The new 
administration, which withdrew from the 
Trans-Pacific Partnership, has called for the 
renegotiation of the North American Free 
Trade Agreement, and raised the possibility of 
stiff tariff increases. These have caused a great 
deal of uncertainty in the global economy.

The final risk involves oil prices. The 
baseline assumptions call for a mild and 

steady rise in the price of Brent crude 
oil, averaging USD 56 per barrel in 2017 
and USD 58 per barrel in 2018. However, 
anticipated deregulation of supply in the 
US, including the opening of the Keystone 
pipeline, which will allow the fast delivery 
of Canadian crude to oil refineries along 
the Gulf Coast for export to Latin America, 
may increase global output enough to undo 
the supply cutback agreed in late 2016 by 
the Organization of Petroleum Exporting 
Countries. Developing Asia as a whole is a 
net importer of oil and other commodities, 
so low oil prices would help keep oil 
import bills in check, which is of particular 
importance to India, the Philippines, and 
the newly industrialized economies.  

Major domestic risks

The ASEAN+3 Macroeconomic Research 
Office report (2016) identifies some critical 
risks. The recent government ban on the 
practice of labor-only contracting is a 
double-edged sword. This new regulation 

Table 1.3
Poverty incidence in the Philippines, 2006–2015

Source: PSA (2017c)

2006 2009 2012 2015
Annual per-capita poverty threshold 13,357 16,871 18,935 21,753
Magnitude of poor population 22,643,980 23,300,444 23,745,895 21,927,009
Poverty incidence among population 26.6 26.3 25.2 21.6
Magnitude of poor families 3,809,283 4,036,915 4,214,921 3,746,513
Poverty incidence among families 21.0 20.5 19.7 16.5

Annual per-capita food threshold 9,308 11,780 13,232 15,189
Magnitude of subsistence-poor population 10,233,304 9,703,209 9,811,086 8,225,722
Subsistence incidence among population 12.0 10.9 10.4 8.1
Magnitude of subsistence-poor families 1,596,850 1,553,082 1,610,865 1,303,549
Subsistence incidence among families 8.8 7.9 7.5 5.7
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will have a positive impact on wages and 
benefits but will increase labor cost to firms 
that may reduce the demand for labor in the 
short run. It will likely lead to labor strife 
in industries that depend heavily on labor-
only contracting (e.g., construction).

Meanwhile, the proposed tax reform has 
downside risks to the government’s fiscal 
position. Government revenue may fall 
short of the target if the revenue-enhancing 
measures fail to offset the decline in income 
tax revenue stemming from the income tax 
rate cut.

The decline in international oil prices 
has affected the ability of oil-exporting 
economies to hire foreign workers. Hence, 
if fuel prices continue to stagnate, there 
is a risk that remittances may decline. 
The situation may be exacerbated by 
the uncertainty spawned by the new US 
administration. There may also be a direct 
negative impact on local employment 
related to the IT-BPO industry.

Prospects for 2017 and 2018

This report projects GDP growth to 
moderate to 6.6 percent in 2017 (Table 1.4), 

reflecting in part the high base effect from 
last year’s figure. However, this is still faster 
than the pace achieved in 2014 and 2015. 
Investment spending will likely remain 
robust due to accommodative monetary and 
fiscal policies. In particular, the renewed 
emphasis on building physical infrastructure 
will have significant crowding-in effects.

The agriculture sector is expected 
to recover from the drought in 2016. 
Manufacturing has gained sufficient 
momentum to become a steady contributor 
to economic growth. The key to achieve full 
economic transformation is diversification. 
The rise in foreign direct investment will 
contribute toward this trend.

Meanwhile, GDP growth is expected 
to maintain its trajectory in 2018. An 
uptick in inflation is expected because 
of the increase in excise taxes. However, 
the outcome should still be within the 
BSP target range. The determining factor 
would be the buildup toward the goal of 
achieving public infrastructure spending 
of at least 5 percent of GDP in 2019. This 
will be accompanied by renewed efforts to 
promote development in the regions. The 
shift toward regional economic activity 
will contribute to economic diversification.

Table 1.4
Forecasts of Philippine gross domestic product growth rate

Notes: (1) The figures attributed to NEDA are targets not forecasts. 
 (2) The ADB forecast is reported in the Asian Development Outlook Update published in September 2017.
 (3)  The IMF forecast is as of July 2017.
 (4)  The PIDS forecast incorporates the GDP growth in the first half of 2017.
Source: Authors’ compilation

2017 2018
National Economic and Development Authority (NEDA) 7–8 7–8
Asian Development Bank (ADB) 6.5 6.7
International Monetary Fund (IMF) 6.6 6.8
Philippine Institute for Development Studies (PIDS) 6.6 6.7
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Health 

The government has been aggressive in 
implementing health sector reforms in 
recent years. Previous efforts largely focused 
on ensuring access to health services by 
increasing social health insurance coverage 
among the population, improving service 
delivery in government health facilities, 
and expanding the resource capacity of the 
Department of Health (DOH) to pursue the 
country’s evolving National Health Agenda. 
Various social safety net programs have 
also been strengthened to aid the poorest of 
the poor.

Despite the many successes in terms 
of health-care policy reforms, progress in 
health outcomes as measured by various 
health indicators remains mixed. Based on 
a 2013 report by the Philippine Statistics 
Authority (PSA), the country had done 
well in terms of providing antenatal care 
coverage and decreasing unmet need for 
family planning. The prevalence of malaria 
and tuberculosis (TB) has been declining. 
Childhood mortality rates have decreased 
over time but are still prevalent in rural 
areas and among the poor (PSA and ICF 
International 2014). Health spending per 
capita has increased over the years although 
its majority is still financed through out-
of-pocket payments. Improvements in 
maternal and neonatal mortality rates 
have stalled; burden of noncommunicable 
diseases is expanding to different population 
groups; and burden of injuries, especially 
due to motorcycle-related accidents, is also 
increasing (Solon et al. 2016). 

In 2016, DOH introduced 
Administrative Order (AO) 2016-
0038 that defines the Philippine Health 
Agenda for 2016–2022. Programs for 

health are anchored on three goals, 
i.e., financial protection, better health 
outcomes, and responsiveness of health 
services. The Health Agenda guarantees 
interventions to address health concerns 
at all life stages, including the prevention 
and treatment of the triple burden of 
disease—i.e., communicable diseases, 
noncommunicable diseases (or lifestyle 
diseases), and malnutrition—and diseases 
of rapid urbanization and industrialization 
(e.g., injuries, substance abuse, and mental 
illness). The Health Agenda also guarantees 
the provision of effective and efficient health 
service networks that are fully functional, 
available during disasters, compliant with 
clinical practice guidelines, located close to 
people, and enhanced by telemedicine. For 
health financing, the Health Agenda sets the 
Philippine Health Insurance Corporation 
(PhilHealth) as the main revenue source 
for public care providers by expanding 
its membership benefits to cover a more 
comprehensive range of services. The 
agenda aims to simplify PhilHealth rules 
such that the poor and those admitted 
in basic in-patient accommodation have 
zero copayment, while those admitted in 
nonbasic, private in-patient accommodation 
have fixed copayment. 

New laws were passed in line with the 
commitment of making health inclusive for 
all. Republic Act (RA) 10747 or the Rare 
Disease Act of the Philippines was enacted 
in March 2016 to advance the right to health 
of people suffering from rare diseases. 
Rare diseases are those inherited metabolic 
disorders and other diseases with similar 
rare occurrence, excluding catastrophic 
forms of more frequently occurring 
diseases. This law provides a mechanism to 
increase access to comprehensive medical 



Abrigo et al. 19

care, including drugs, health-care products, 
and health information. One highlight of 
this law is the creation of a Rare Disease 
Registry that covers data on rare diseases, 
persons diagnosed with rare diseases, and 
medicines or other products used to treat 
or alleviate the symptoms of rare diseases. 
Under this law, DOH, in cooperation with the 
National Institutes of Health, shall develop a 
mechanism for training sufficient number of 
medical specialists who will diagnose and 
manage persons with rare disease. 

Another highlight of RA 10747 is the 
designation of persons with rare disease 
as persons with disabilities (PWDs). Thus, 
persons with rare disease can also enjoy 
rights and privileges stipulated in RA 7277 
or the Magna Carta for Disabled Persons. 
While DOH has been assigned as the lead 
agency under RA 10747, the Department of 
Social Welfare and Development (DSWD) 
shall also assist people with rare diseases 
in accordance with the PWD Magna Carta. 
Persons covered by the Rare Disease Act 
may avail of the basic benefit package 
from PhilHealth and medical assistance as 
provided in Section 8 of the Sin Tax Reform 
Act of 2012.

Also in 2016, another law was passed 
with the aim of creating a comprehensive 
approach in combating TB. RA 10767 or the 
Comprehensive Tuberculosis Elimination 
Plan Act focuses on increasing investments 
for TB prevention, treatment, and control. 
This law strengthens the country’s 
National TB Control Program, which was 
first organized under DOH in 1978. Under 
the said comprehensive plan, appropriate 
technologies shall be developed and 
applied to diagnose and treat TB. Linkages 
with local and international organizations 
shall also be strengthened to expand 

research, advocacy, and education, and 
to acquire funding assistance for the said 
activities. The law also aims to establish 
a review and monitoring system to collect 
data and monitor the progress made to 
eliminate TB. Regional Centers for Health 
Development shall also be strengthened to 
facilitate the provision of free laboratory 
services through DOH-retained hospitals, 
to give reliable supply of drugs to patients 
for free, and to train and enhance capability 
of health providers in both public and 
private hospitals, among others. PhilHealth 
is also mandated under this law to expand 
its benefit package for TB patients such 
that new, relapse, and return-after-default 
cases are included, as well as the extension 
of treatment. 

The growing issue on population 
aging was also highlighted last year 
with the enactment of RA 10868 or the 
Centenarians Act of 2016, which honors 
Filipino centenarians by granting them 
additional benefits and privileges. Through 
this law, Filipinos who reach 100 years 
old shall be given a cash gift amounting to 
PHP 100,000.00. Centenarians shall also 
be given recognition during the annual 
National Respect for Centenarians Day, on 
which they shall also receive cash incentive 
from their respective local governments.

Although these policy interventions 
are great steps toward recognizing and 
addressing new and emerging population 
and health concerns, such as the triple 
burden of disease and the financing of an 
aging population, future policy must also 
address the sustainability of these efforts. 
For instance, the grant of unfunded public 
transfers to the elderly may pose a substantial 
fiscal burden in succeeding years as the 
country transitions to a more aged society. 
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Furthermore, sustained implementation of 
health interventions, such as those under the 
Rare Disease Act and the Comprehensive 
Tuberculosis Elimination Plan Act, will 
need strong health systems. The Philippine 
health system, however, is highly 
fragmented, which resulted in a disrupted 
referral system. With the country’s public 
health program largely devolved to local 
government units (LGUs), the continuing 
challenge is to make a working service 
delivery network that is supported by 
adequate human resource complement and 
functional health facilities.

Education
Since 1997, the government, through the 
Department of Education (DepED), has 
been conducting the School-Based Feeding 
Program (SBFP) to reduce hunger, improve 
the nutritional status and promote the 
good health of learners, as well as reduce 
social inequities by encouraging families 
to send their children to school. For school 
year (SY) 2016–2017, the SBFP involved 
feeding for 120 days more than 533,000 
severely wasted and nearly 1.4 million 

wasted pupils enrolled in kindergarten to 
Grade 6 (DepED 2016a).

The Philippine Institute for 
Development Studies (PIDS) conducted 
a process evaluation and an impact 
evaluation study of the SBFP for  
SY 2013–2014 that involved targeting about 
40,000 severely wasted students across 
kindergarten to Grade 6 (Albert et al. 2015; 
Tabunda et al. 2016). Results of these studies 
have served as inputs in the implementation 
of the current SBFP. 

The PIDS process evaluation 
suggested that DepED should reexamine 
the daily feeding budget for SBFP, which 
was at PHP 16 per beneficiary (PHP 15 
for food and PHP 1 for administration 
and monitoring expenses), especially 
to account for inflationary adjustments. 
The daily budget has been increased to  
PHP 18 per beneficiary (PHP 16 for food and 
PHP 2 for administration and monitoring 
expenses). The impact evaluation study 
also suggested that the basis for the target 
in the SBFP nutrition goal for at least  
70 percent of severely wasted students 
to revert to normal status had to be 
reviewed. The study identified, however, 
various factors that are beyond the control 
of program implementers, specifically 
practices of beneficiary families or parents/
guardians and characteristics of the children 
themselves (e.g., their age and severity of 
wasting at the start of the feeding program), 
which affected the nutrition outcome. 

The impact evaluation study found 
inconsistencies in verbal descriptors for 
nutritional status recorded in SBFP forms 
and nutritional status reports, and verified 
prefeeding and postfeeding nutritional 
status computed from birth dates and 
weight and height measurements also Peace Corps/Wikimedia Commons
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recorded therein. Among 464 children 
with verified pre- and postfeeding 
nutritional status, only 62 percent had 
verified severely wasted prefeeding status; 
another 21 percent had verified wasted-
prefeeding status. For children with 
verified prefeeding severely wasted status, 
only about 62 percent attained at least 
normal nutritional status at the end of the 
feeding program, and another 70 percent 
of the children verified to be wasted 
prior to the start of the feeding attained 
normal status at the end of the feeding. 
Thus, the SBFP in 2013–2014 appears to 
have fallen slightly short of its nutritional 
status target to have at least 70 percent of 
the beneficiaries attain normal nutritional 
status by the end of the feeding.  

For the 2015–2016 implementation 
of the SBFP, the nutrition target had 
been increased to 80 percent because of 
increased budget for the program to target 
feeding not only all severely wasted but also 
wasted children. Daily feeding budgets 
were also not yet adjusted. However, for 
the 2016–2017 implementation, not only 
have daily budgets been adjusted but 
the nutrition target has also been scaled 
down to the more reasonable target of 
70 percent, in view of the results of the 
impact evaluation study of PIDS and 
internal monitoring that suggested about 
73 percent of beneficiaries converting to 
normal nutritional status at the end of the 
feeding. The DepED has also recently 
added and amended the implementation 
guidelines for the school year to allow 
other expenses for SBFP implementation 
to be sourced from other local funds or 
regional/division/schools maintenance 
and other operating expenses, as well 
as provided flexibility on hiring of a 

cook, and extra powers to field officials 
(DepED 2016b).

What deserves attention is the 
suggestion for all schools to be provided 
with standard measurement devices by 
DepED to avoid program leakages. School 
heads, school nurses, and class advisers, 
if not all teachers, will also need to be 
regularly trained on the proper use of such 
instruments, when they are made available. 

SBFP implementors will also 
need regular training not only on 
implementation guidelines but also on 
the importance of proper documentation 
of prefeeding, feeding, and postfeeding 
phases of the program to help in the proper 
selection of beneficiary schools and 
pupils, and in monitoring and evaluating 
program outcomes.

More importantly, the government 
will need to complement SBFP with other 
much-needed programs, such as ensuring 
that children get adequate nutrition in 
their first 1,000 days, especially in the 
wake of the country’s persistent problems 
in malnutrition (Aquino 2016) and the 
commitment to attain the Sustainable 
Development Goals so that no child shall 
be left behind.

Gender and development 

To achieve the goals in the Philippine 
Development Plan (PDP), Executive 
Order (EO) 5 series of 2016 was passed. 
This is the 25-year long-term vision 
that will serve as guide to development 
planning. This policy supports 
harnessing the productive capacity of 
the country’s most important resource—
people—50 percent of which is composed 
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of women. Like men, they play an 
important role in steering the country 
toward sustainable and inclusive growth. 

Substantial progress has been achieved 
toward gender equality in the country. 
The 2016 Global Gender Gap Report 
indicates that it has already closed the 
gender gap in health and survival (WEF 
2016). The same report shows, however, 
that the country still has a high gender gap 
in political participation. 

Based on the PSA Millennium 
Development Goal Watch as of May 
2016, the target ratios of girls to boys in 
primary, secondary, and tertiary education 
have been achieved (PSA 2016a). With 
respect to tertiary education, data from the 
Commission on Higher Education indicate 
that female enrollments in academic 
year 2015–2016 were between 53 and 
67 percent of the total enrollees in public 
and private educational institutions. There 
are also more females who enrolled in 
masters (66%) and doctorate programs 
(60%). The 2013 Functional Literacy, 
Education and Mass Media Survey 
indicates that the literacy rates of males 
and females do not differ but the functional 
literacy rate of females is higher across 
various age groups.

Despite advancements in the education 
front, there are several gaps in other human 
capital-related outcomes, particularly in 
wage and labor force participation. Based 
on the 2015 and 2016 Labor Force Surveys, 
females comprised only 40 percent of the 
total persons employed. Their share in 
wage employment in the nonagricultural 
sector is also 9 percent below the target 
(PSA 2016a). Female workers also earn 
less than their male counterpart. The gender 
wage gap, which takes into account human 

capital gender differences, is between 23 
and 30 percent, an indication of high gender 
inequality (ADB 2013). 

Moreover, possibly due to the social 
roles ascribed to women and to the existing 
discrimination against them in the labor 
market, more women are engaged in the 
informal economy. Data from the Global 
Entrepreneurship Monitor indicate that 
there are 30 percent more females than 
males engaged in an enterprise. Despite 
the passage of RA 9501 or the Magna 
Carta for Small, Micro and Medium 
Enterprises in 2007, Lazo (2015) 
identified several challenges still faced 
by women entrepreneurs. These include 
inadequate access to productive resources 
and inadequate technical skills needed 
to sustain and scale up enterprises. As a 
policy initiative to improve access to health 
and social protection, PhilHealth Board 
Resolution 1479, series of 2011, approved 
the implementation of a partial subsidy 
scheme for women microentrepreneurs, 
self-employed, and workers in the informal 
economy while RA 10361 or the Batas 
Kasambahay signed in 2013 provides social 
protection to domestic workers similar to 
those in the formal sector.

There were other significant legislations 
that took effect in recent years. Considered 
the most significant is RA 9710 or the 
Magna Carta of Women (MCW) 2009, 
which implements the Convention on the 
Elimination of Discrimination against 
Women (CEDAW). Moreover, there are 
several gender-focused plans formulated 
since the Philippine Development Plan for 
Women 1989–1992 was released by the 
Philippine Commission on Women (PCW) 
in 1989. These include the Philippine Plan 
for Gender-Responsive Development 1995–
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2025, the PDP 2011–2016, which included 
gender-related target and strategies, and the 
Women’s Empowerment, Development and 
Gender Equality (WEDGE) Plan 2013–
2016. Spearheaded by the PCW, WEDGE 
Plan operationalizes the MCW and is the 
gender-equality guiding plan of the PDP 
2011–2016 (PCW 2014).  

With the MCW and CEDAW as legal 
frameworks, a landmark policy initiative 
concerning women and health—RA 
10354 or the Responsible Parenthood 
and Reproductive Health (RH) Act—was 
enacted in 2012. The RH Law iterates the 
state’s duty to eradicate discriminatory 
practices, laws, and policies that violate 
a person’s exercise of reproductive rights 
and to provide comprehensive health 
services and programs to address women’s 
mortality and morbidity. In terms of health 
care, the RH Law iterates the state’s duty 
to provide services on maternal and infant 
care, family planning, and youth sexuality 
education. It also emphasizes the state’s 
duty to provide services for the elimination 
of violence against women and children, 
the prevention/treatment/management of 
reproductive tract infections and sexually 
transmittable infections, and infertility and 
sexual dysfunction, and the management of 
abortion complications. 

The implementation and support for 
the RH Law are hampered by several 
discriminatory and legal barriers. A national 
inquiry conducted by the Commission on 
Human Rights in early 2016 indicated that 
LGUs have varying degrees of support 
for RH. For instance, Quezon City and 
Marikina City are in full support of the 
RH Law while in Sorsogon, EO 03 was 
declared in early 2015 that resulted in the 
withdrawal of all artificial contraceptives in 

health facilities (CHR 2016). In addition, 
a temporary restraining order (TRO) on 
a contraceptive known as Implanon was 
issued by the Supreme Court (SC) in 2014 
on the ground that this contraceptive is 
abortifacient. The national inquiry found 
that Implanon is preferred by most women 
because its effect lasts for three years. 
With the TRO in place, Implanon shots 
are no longer free, which has affected the 
access of women in poor urban areas to free 
contraceptives. The SC also voided eight 
key provisions of the RH Law, including 
the punishment of RH providers who 
refuse to disseminate information on RH 
services and programs, the punishment of 
RH providers who fail to refer any non-life-
threatening case to another RH provider, 
the punishment of any public officer who 
refuses to support RH programs, the access 
to procedures without spousal consent, and 
the provision of RH services to minors 
without parental consent. 

Policies proposed and/or passed in 2016
While the RH Law has yet to overcome these 
barriers, several legislations on women, 
children, and the family have been filed in 
the Senate in 2016. One is Senate Bill (SB) 
1079 or the Environmental Health Research 
Act, which aims to improve women’s 
health by establishing multidisciplinary 
research centers on women’s health and 
disease prevention. Another is SB 1196, 
which seeks to provide maternal and 
neonatal care to underprivileged women 
through the establishment of birthing 
centers and training of traditional birth 
attendants. Related to this bill, several 
proposed legislations aim to support 
women’s labor market participation and 
to improve maternal health and family 
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life after child birth. SB 1152, SB 1153, 
and SB 1276 are intended to increase 
maternity leave benefits of women in the 
private and the government sectors while 
SB 1209 seeks to increase paternity leave 
benefits. SB 1257 or the First 1,000 Days 
Act aims to provide for a comprehensive, 
sustainable, and multisectoral approach to 
address malnutrition. It covers women of 
reproductive age, pregnant women, and 
lactating mothers. It also covers children 
in nutritionally poor areas and children 
from birth to 2 years old in geographically 
isolated and disadvantaged areas. Several 
researches have established the adverse 
impacts of health and nutrition stress during 
gestation on adult’s life outcomes (Glewwe 
et al. 2001; Almond 2006; Alderman et al. 
2009; Bozzoli et al. 2009). Based on these 
researches, inequality appears to start in the 
uterus. To the extent that IQ is already set 
by age 8 (Heckman et al. 2006) and that 
IQ partly determines the accumulation of 
human capital needed in the labor market, 
correct intervention should start in the early 
years of the human life cycle. To this end, 
SB 1257 appears to be on the right track. 

 In addition, the DSWD issued AO 06 to 
provide for clear and operational direction 
on social technology development, which is 
geared toward addressing the specific social 
issues that affect children, youth, women, 
family, older persons, PWDs, indigenous 
people, and displaced persons. 

Housing and human settlement

Despite current efforts of government 
to directly intervene in the provision of 
housing, many poor and low-income 
families remain unserved. Government 

housing programs have not necessarily 
worked for this sector due to policies and 
regulations that tend to have an adverse 
impact on them. The lack of political will 
of the local and national government to 
control professional squatting compounds 
the situation. Likewise, some programs 
have failed due to poor site planning and 
lack of quality control.  

As shown in Table 2.1, the housing 
needs in various periods are quite 
substantial. For the period 2011–2016, the 
projected housing need totaled 5.56 million 
units. Of this figure, 1.37 million units 
were estimated as the housing backlog 
and 4.19 million units (or 698,000 units 
annually) as future/recurrent needs. These 
are projected to rise with the growth in 
population and household formation. From 
2017 to 2022, a total of 6.80 million units 
are needed. Future/recurrent needs amount 
to 5.36 million units or an annual increase 
of 894,000 units starting 2017. The housing 
backlog is projected to be 1.4 million units, 
higher than in the previous period.

Sixty percent of the backlog is composed 
of unacceptable housing. Most households in 
these units are concentrated in the National 
Capital Region, CALABARZON (or the 
provinces of Cavite, Laguna, Batangas, 
Rizal, and Quezon), and Central Luzon. 
Significant steps must be undertaken to 
address the persistent housing backlog in the 
country. Moreover, trends in projected future 
needs indicate increasing inventory losses 
from infrastructure projects, calamities, 
and obsolescence. In particular, losses from 
calamities have been on the rise due to more 
frequent and larger disasters that appear to 
be the “new normal” in recent years. The 
government may need to examine closely the 
quality of housing and land developments 
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undertaken, whether they conform with 
building and environmental standards, to 
reduce effects of disasters on settlements.

Since 1978, the government has 
implemented a national shelter program that 
aims to support housing for the low-income 
sector through the following strategies: 
(1) direct housing provision, (2) housing 
finance, and (3) housing regulations. 
Among the key shelter agencies (KSAs), 
the National Housing Authority (NHA) 
is largely engaged in direct production 
of housing for households up to the fifth 
income decile. On the other hand, housing 
finance programs primarily involve the 
provision of housing funds for low-income 
households at subsidized interest rates. The 
KSAs that support this program are the 
Socialized Housing Finance Corporation 
(SHFC) and the Housing Development 
Mutual Fund (HDMF) also known as 
Pag-IBIG Fund. The SHFC administers 
a credit program to finance land and/or 
housing of households occupying informal 
settlements while HDMF is directed to 

utilize its loan portfolio for housing loans 
to members including those in the low-
income sector. Meanwhile, the government 
has also instituted housing regulations such 
as the Balanced Housing Act and the Rent 
Control Act to increase investments in 
affordable housing. The Balanced Housing 
Act requires developers of subdivision and 
condominium housing to develop an area 
for socialized housing equivalent to at least 
20 percent of either the total subdivision 
area or total subdivision project.1 On 
the other hand, the rent control law sets 
a maximum rate in rental increases and 
restrictions on evictions of tenants for low-
cost rental housing.   

The outputs from these strategies have 
been insignificant and are still not sufficient 
to cover the housing need as depicted 
in Table 2.1. The NHA and the SHFC, 

1 The balanced housing development regulation was formally 
implemented through RA 7279 (Urban Development and 
Housing Act of 1992), which was amended in 2016 by 
RA 10884 (Balanced Housing Development Program 
Amendments) which included condominium housing 
developers in the regulation.  

Components of Housing Need 2007–2010 2011–2016 2017–2022

Total housing need  3,634  5,556  6,797 

  A. Housing backlog*  1,381  1,372  1,435 

         1. Households in unacceptable housing  932  882  885 

         2. Doubled-up households in acceptable housing  449  490  549 

  B. Future/Recurrent need  2,253  4,185  5,362 

         3. Allowance for inventory losses  891  1,929  2,661 

         4. Increase in households likely to afford to own/rent acceptable housing  1,363  2,256  2,701 

Table 2.1. 
Projected housing need (in thousand household units)

* Authors used housing backlog instead of accumulated housing needs to refer to the unmet housing needs from unacceptable housing at the beginning of the 
period plus the incremental needs from households in unacceptable housing.   
Sources: Statistical Research and Training Center and Housing and Urban Development Coordinating Council [HUDCC] (2015); HUDCC (2017); National 
Economic and Development Authority (2017)
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through their various programs, provided 
housing assistance to around 687,775 
families from 2011 to 2016 (NHA, n.d.; 
SHFC 2015, n.d.).2 NHA assistance was 
highest for families affected by calamities, 
which are considered replacement houses 
rather than “new” or additional housing. 
The program benefited around 346,550 
families, representing more than 50 percent 
of NHA’s total outputs during the period. 
The SHFC, on the other hand, assisted 
around 86,511 families from 2011 to 2015 
by providing communities with financing 
to purchase lot and/or build house. Some 
21,000 households were assisted under a 
special credit window for informal settler 
families (ISFs) in 2014–2016. On the 
average, SHFC loanable funds can support 
only about 13,000 households annually, 
which have the risk of being depleted due 
to rising cases of loan default (Ballesteros 
et al. 2015).

On balanced housing development, 
from 2011 to 2016, there have been 412 
projects that have been issued with a license 
to sell specifically for the compliance 
of the balanced housing requirement. 
On the average, total socialized housing 
development (including compliance 
to balanced housing) represents only 
20 percent of total housing production 
during the period. The bulk of these projects 
is also located outside of Metro Manila, 
thus defeats the objective of providing 
affordable housing in cities where the 
need is highest. Moreover, the effect of the 
balanced housing requirement in terms of 
increased investments in socialized housing 

2 Figures do not include the 2016 accomplishments of SHFC 
(SHFC Annual Report for 2016 has not been uploaded yet as 
of the writing of this chapter). 

and additions to the supply of socialized 
housing stock is yet to be supported by 
empirical data result.  

The rent control law did not also 
achieve the desired output. Ballesteros et al. 
(2016), which looked at the case of renters 
in Metro Manila in 2014, showed that rent 
control mainly contributed to proliferation 
of informal settlements and poor-quality 
rental housing. 

Policies for 2017–2022
The PDP 2017–2022 and the Housing 
and Urban Development Coordinating 
Council’s (HUDCC) 2017 draft document 
entitled “Expanded access to affordable, 
adequate, safe, and secure shelter in well-
planned cities” propose a strategic roadmap 
for housing and urban development. The 
roadmap provides similar programs as in 
the past but proposes strategic policy shifts 
in program implementation. The changes 
in the policies are intended to contribute 
to the goal of building safe and secure 
communities rather than simply providing 
housing units.   

The relevant policy changes that are 
mentioned in the above documents may be 
clustered into five key action goals as follows: 
• Ensuring the security and safety in the 

communities:
 - Prioritize on-site and in-city 

relocation. Off-city relocation 
would be considered as a last resort. 
High-density mass housing and 
vertical developments for socialized 
housing would be promoted.

 - Consider cultural aspects, gender 
responsiveness, and accessibility in 
the provision of housing

 - Push for the passage of the 
National Land Use Act
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 - Develop integrated neighborhoods 
and sustainable communities for 
low-income households. Implement 
a National Spatial Strategy that 
would help address the housing 
and auxiliary services and needs of 
resettled ISFs. 

• Strengthening decentralization of housing 
and urban development interventions:
 - Incentivize LGUs to adopt 

city-wide housing programs 
for socialized and low-income 
households; “Ready LGUs” can 
access the National Housing Fund.

 - Create local housing boards in each 
city and municipality.

• Increasing housing resources:
 - Push for the passage of the 

Comprehensive and Integrated 
Shelter Finance Act which would 
increase budget appropriation for 
the socialized housing program of 
the government.

 - Push for the passage of the Idle 
Lands Tax.

 - Amend the National Home 
Mortgage and Finance Corporation 
Charter by strengthening the 
mandate of the agency to include 
the development of a secondary 
mortgage market for housing-
related, asset-backed securities.

 - Create a Social Housing 
Development Finance Corporation 
that would be allowed to enter 
into loans and/or issue bonds and 
other debentures to raise funds for 
housing construction.

• Increasing the efficiency of KSAs in 
providing housing assistance:
 - Create a Department of Housing 

and Urban Development in order 

to rationalize the structure and 
functions of each housing and 
urban development agency.

 - Adopt a national resettlement 
policy framework and coordinate 
among infrastructure implementing 
agencies and KSAs for the 
implementation of infrastructure 
programs and projects. The 
national resettlement policy 
framework would serve as a basis 
of resettlement action plans for 
proposed infrastructure projects. 
As early as the planning stage of 
proposed infrastructure projects, the 
HUDCC and other KSAs would be 
informed of the need for relocation 
sites intended for ISFs. 

 - Reduce processing time in order 
to improve the rate of housing 
construction (e.g., issuance of 
necessary permits, certifications, 

http://www.nha.gov.ph
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and licenses on housing and land 
development).

 - Mainstream program convergence 
budgeting in housing and 
resettlement and innovative 
housing finance modalities: The 
planning and budgeting would be 
institutionalized in the national 
budget process. An income-
based subsidy approach would be 
considered.

 - Strengthen partnerships with 
stakeholders.

• Adopting and enhancing the 
implementation of various land 
schemes to improve service delivery:
 - Improve the implementation 

of alternatives and innovative 
solutions (e.g., public rental 
housing, mixed-income/mixed-
use housing development, 
housing microfinance initiatives, 
incremental housing programs, 
and housing cooperatives) to the 
housing needs of the vulnerable.

 - Adopt viable land acquisition 
approaches (e.g., usufruct, long-
term lease, lease variants, and 
land banking) and speed up the 
inventory of lands for socialized 
housing development.

 - Institutionalize the preparation 
of resettlement action plan 
(RAP) in infrastructure planning 
and the approval of RAP as a 
requirement to the approval 
by the National Economic and 
Development Authority (NEDA) 
of infrastructure projects.

 - To speed up housing construction 
and reduce cost, promote technology 
that is innovative, cost efficient, and 

indigenous. For the structural design 
of housing units, green technology 
innovations would be considered.

 - Mainstream the People’s Plan 
approach for community-based 
housing programs.

Building communities is the track that 
the housing sector should pursue. Housing 
development should not be a stand-alone 
activity. It has to be part of the land and 
urban development process of cities. This 
implies that the LGUs need to be incentivized 
to integrate development changes in their 
spatial and socioeconomic plans. City-wide 
approach is a step in the right direction. 
LGUs should institutionalize a local 
resettlement plan that would be integrated 
in their physical and development plans. It 
also requires the national government and 
the LGUs to develop financing sources to 
support city-wide planning. Government 
should consider “value capture” to fund 
LGU development and social housing, 
specifically in cities, so that city-wide 
projects are systematically funded and do 
not have to rely on traditional budgetary 
allocation. Value capture allows the 
government to internalize the positive 
externalities of public investments such 
that the increase in land/property values 
from infrastructure developments in 
cities/municipalities, including increase 
in economic activity that results from 
these developments, can be allocated 
for city/municipality-wide upgrading 
and social housing. The appropriate 
mechanisms that could work for the 
country should be explored.

Moreover, there need to be 
major changes in the programs of the 
government and in the organization of 
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the KSAs. Reforms are also necessary in 
land administration and management, in 
the Local Government Code, and in the 
planning and budgeting process.  

From the decades of experience and 
failures in the implementation of the 
national shelter program, government 
should seriously consider redirecting 
housing policy. Several studies based on 
local and international experiences have 
laid down the key considerations to enable 
the land and housing market to work 
effectively. These are (see also Monsod 
2016): (1) unlocking the land markets 
for urban development and housing, (2) 
expanding the reach of housing finance 
to middle- and lower-income households, 
(3) reaching the poor through household 
social assistance and public investments 
to improve access to urban services and 
infrastructure, (4) growing the rental 
housing market, and (5) adopting efficient 
institutional arrangements for inclusive 
urbanization and housing at the national 
and local levels. 

Agriculture

In 2016, Philippine agriculture contracted 
by 1.41 percent due to the El Niño 
phenomenon.3 Prior to this, the sector had 
grown scantily by 1.64 percent from 2010 to 
2015. Most affected by El Niño especially 

3 As early as mid-2015, following the dire warnings from 
the Philippine Atmospheric, Geophysical and Astronomical 
Services Administration, the government had put in place 
the Roadmap to Address the Impact of El Niño or RAIN. 
RAIN aimed at mitigating the adverse effects of El Niño 
by adopting three measures, namely, production support 
in nonvulnerable and mildly affected areas, timely 
importation, and price freeze in “state of calamity” areas. 
The lead agency for implementing RAIN was the NEDA 
while actions related to production support and importation 
were assigned to the Department of Agriculture.

during the first semester was the crops 
subsector. Though production recovered 
somewhat in the third quarter, its growth 
was halted by two strong typhoons—Karen 
and Lawin—during the last quarter. The 
overall production value of the country’s 
major crops—palay, corn, and coconut—
declined by 2.88, 5.14, and 6.29 percent, 
respectively. Meanwhile, the livestock 
and poultry subsectors posted positive 
growth, reaching 5.3 percent for hogs and 
0.8 percent for chicken.

Agricultural policy 
During the first semester of 2016, which 
marked the final six months of the 
Aquino administration, one of the final 
important policy changes in the agriculture 
sector took effect. The joint circular on 
“Rules and Regulation for the Research 
and Development, Handling and Use, 
Transboundary Movement, Release into 
the Environment and Management of 
Plant and Plant Products Derived from 
the Use of Modern Biotechnology” was 
issued in March 2016 by the Department 
of Agriculture (DA), Department of 
Environment and Natural Resources 
(DENR), Department of the Interior and 
Local Government, DOH, Department of 
Science and Technology, and Department 
of Trade and Industry (Galvez 2016).

The background for this joint 
circular is the ongoing development and 
dissemination of modern biotechnology 
products based on genetically modified 
organisms (GMOs) in the Philippines (see 
PIDS 2016 for a full discussion). Modern 
biotechnology has played an increasingly 
important role in Philippine agriculture, 
especially for yellow corn and livestock 
production (i.e., soybean and corn imports 
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containing GMOs). The framework 
governing GMO regulation was provided 
by DA AO 2002-08. However, in late 2015, 
the SC issued a ruling that nullified AO 
2002-08, owing to its inconsistency with 
EO 514 series of 2006 and the country’s 
treaty obligation under the Convention 
on Biodiversity. In doing so, the SC 
effectively imposed a moratorium on the 
testing and dissemination of GMOs until 
a new regulatory framework can be put in 
place that will remedy the deficiencies of 
the repealed AO. 

The joint circular established 
the amended regulatory framework. 
Following the release of the new 
guidelines, the SC lifted the moratorium 
(Torres and Domingo 2016). The 
overhauled GMO guidelines have been 
made more stringent and transparent to 
ensure adequate safeguard measures are in 
place. For instance, there will be Biosafety 
Committees that will review applications 

for field testing and cultivation of GMOs 
(Galvez 2016).

Platform of the new administration
The new administration took over the helm 
of government in June 2016. It set forth a 
10-point socioeconomic agenda for the next 
six years. Among the priority items related 
to agriculture and agrarian reform are to 
promote rural and value chain development 
toward increasing agricultural and rural 
enterprise productivity and rural tourism, and 
to ensure security of land tenure to encourage 
investments, and address bottlenecks in land 
management and titling agencies.4

4 By the end of 2016, there still remained a total of 621,000 
hectares (ha) to be distributed under RA 9700 or the 
Comprehensive Agrarian Reform Extension with Reforms. 
This law targeted the completion of land acquisition 
and distribution (LAD) by June 30, 2014. Under the 
Department of Agrarian Reform, the working scope of 
LAD is 5.4 million ha. Over 0.5 million ha were distributed 
from 2010 to 2016. Numerous difficulties delayed the 
completion of the program, particularly the absence of 
proper land documentation for much of the remaining land 
to be distributed.

Ariel Calub/Pexels
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Meanwhile, the PDP 2017–2022 
highlights two chapter outcomes concerning 
the agriculture and fisheries sector. First is 
the expansion of economic opportunities in 
agriculture, forestry, and fisheries (AFF). 
The second one is the increase of access to 
economic opportunities by small farmers 
and fisherfolk. 

To achieve the first chapter outcome, 
two intermediate outcomes must be 
achieved. One is the improvement of the 
AFF productivity within ecological limit; 
the other one is the increase of AFF-based 
enterprises. Meanwhile, the following four 
intermediate outcomes are needed to attain 
the second chapter outcome: (1) increase 
in access to value chains, (2) increase in 
access to technology, (3) increase in access 
to financing, and (4) increase in access by 
small farmers and fisherfolk to land and 
water resources.

Lastly, the chapter lists nine priority 
legislative agenda: (1) strengthening of 
the Philippine agricultural insurance, (2) 
abolition of irrigation service fees for small 
farmers, (3) reforming the National Food 
Authority (NFA), (4) amending of  the 
Agricultural Tariffication Act of 1996, (5) 
provision of guidelines for the utilization 
of the Coco Levy Fund, (6) providing for 
a National Land Use Act, (7) providing 
for a Land Administration Reform Act, 
(8) extension of the period of Issuance of 
Notices of Coverage, and (9) genuine and 
comprehensive agrarian reform program.

For agriculture, the DA laid down the 10 
Basic Foundations for a Sound Agriculture 
and Fisheries Program (DA 2016). For 
agrarian reform, the Department of 
Agrarian Reform (DAR) launched its five 
policy directions under the term of its new 
secretary. These are: (1) protect farmers and 

ensure their security of tenure, (2) promote 
farmers rights and welfare, (3) contribute to 
rural development, (4) ensure food security, 
and (5) strengthen the DAR community 
(DAR, n.d.).

Recent policy proposals

Moratorium on land use conversion
Since 1990, with the implementation of 
the Comprehensive Agrarian Reform 
Program, legal conversion of land use 
from agriculture to other uses depends on 
DAR’s approval. The new DAR secretary 
recommended to the president the issuance 
of an EO calling for a two-year moratorium 
on the acceptance of application for 
agricultural land use conversion (LUC) 
(PIA 2016). Food security and protection 
of farmer’s rights were invoked to justify 
the moratorium. The proposed moratorium 
was supported by economic managers 
who signed a petition to reconsider the 
issuance of the EO banning LUC (de Jesus 
2016). The area of approved LUC reached 
a cumulative total of 152,000 ha from 
1990 to 2015, driven by demand for land 
for nonagricultural use, such as housing, 
industrial zones, commercial space, and 
other built-up areas like infrastructure 
(DAR 2016). 

Despite ongoing LUC, however, the 
total area for arable land and permanent 
crops has increased by 1 million ha 
between 1987 and 2012, reaching an 
excess of 10 million ha by the end of the 
period as farmers continue to expand area 
of cultivation to meet growing demand for 
agricultural products. 

But rather than moving hastily on a 
moratorium decision, government should 
diligently enforce existing mechanism to 
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reconcile the need for meeting the housing 
and other land use requirements of the 
population with the need for land to produce 
food. At the policy level, the National Land 
Use Committee of the NEDA Board (NB-
NLUC) has been constituted since 2008 
to resolve conflicting advocacies of the 
various agencies. The committee involves 
multiple stakeholders, including the private 
sector as well as the housing and urban 
development agency. The NB-NLUC is 
the proper venue to discuss any proposed 
moratorium and make recommendations to 
the president. 

Rice importation policy
As described earlier, palay production 
suffered in 2016 due to El Niño. However, 
retail price was fairly stable due to 
government intervention (e.g., timely 
importation). This highlights the role of 
government in controlling the level of 
importation and the scope of private sector 
participation, under a regime of quantitative 
restrictions (QRs). While the government 
was usually successful in using its QR 
policy to keep prices stable, low world 

prices did not always translate to cheaper 
rice in the domestic market. The world price 
of rice has consistently been cheaper than 
domestically produced rice since 1990s. 
In 2016, the nominal protection rate or the 
difference between domestic and border 
price of rice was as high as 76 percent 
(Figure 2.1). 

Under the country’s treaty obligation 
to the World Trade Organization (WTO), 
all QRs are supposed to be converted 
into equivalent protection in the form of 
tariffs. On its accession to the WTO in 
1995, the Philippines managed to obtain 
special treatment for a single commodity—
rice; this was to expire by 2005. In 1995, 
the country converted all agricultural 
import QRs into tariffs by law under the 
Agricultural Tariffication Act (RA 8178); 
the law, however, provided an exception for 
rice that was not time bound. This created 
a contradiction between domestic law and 
international treaty obligation. 

In 2005, the Philippines applied for an 
extension of the special treatment, which 
was granted with an expiration date of 
2012. Again, the Philippines requested a 

Figure 2.1
Nominal protection rate (NPR) in rice, various years

Source: Author’s calculations
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further extension, or “waiver”, until June 
2017. In return, it had to extend concessions 
to other WTO members, such as temporary 
reduction of tariffs on mechanically 
deboned meat from 40 percent to 5 percent. 
(These concessions are scheduled to lapse 
by June 2017.) 

In the run-up to the deadline, the DA 
has again insisted on another extension, 
this time to 2019, ostensibly to give farmers 
time to adjust and for the country to achieve 
rice self-sufficiency within that target year. 
Meanwhile, economic managers (including 
NEDA) have advocated for allowing the 
waiver to lapse in July 2017. The DA 
stance will expose the country to pressure 
for nonrice trade concessions, which other 
WTO members are certain to demand. More 
importantly, as long as the tariffs are not 
too high, tariffication is a better option. It 
allows consumers—especially the poor—to 
avail of cheaper rice from the world market. 

An official shift in policy toward 
tariffication can be inferred from the 
legislative agenda through the proposed 
laws to amend the Agricultural Tariffication 
Act and reform the NFA.

Nevertheless, it is important to 
realize that not all of the agenda items 
are conducive to sustained growth of 
the agriculture sector. For instance, the 
abolition of irrigation service fees will 
be a costly policy for taxpayers who will 
now foot the bill for irrigation operation 
and maintenance. They will transfer about 
PHP 2 billion to rice farmers in the form of 
irrigation service fee subsidy. The Genuine 
and Comprehensive Agrarian Reform 
Program will likewise extend 100-percent 
subsidy on land amortization payments 
of agrarian reform beneficiaries. These 
transfers do nothing to raise agricultural 

production or productivity. Such payments 
should be subsumed under a scheme 
targeted to the poor, such as the conditional 
cash transfers. 

Natural resources

Total fisheries production in the 
Philippines has decreased in recent 
years. In terms of value, it consistently 
declined from PHP 244.6 billion in 
2013, to PHP 241.9 billion in 2014 and 
PHP 239.7 billion in 2015 (PSA 2016b). 
Based on latest available data, this fall 
continued in 2016. During the third quarter 
of that year, total fishery production 
displayed a downtrend of 3.77 percent 
compared to the same period in 2015. 
One of the main reasons for the declining 
fisheries production is that, over many 
years, the fishing grounds of the country 
have become increasingly less productive 
and many are in danger of depletion due to 
overfishing (Israel et al. 2016).

In forestry, total roundwood production 
in the Philippines has also fallen in recent 
years. In terms of volume, production 

Bernard Spragg/Flickr (https://www.flickr.com/photos/volvob12b/16156131056/in/
album-72157649579737306/)
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was 1,616 thousand cubic meters (m3) 
in 2013, 1,551 thousand m3 in 2014, and 
1,317 thousand m3 in 2015 (FMB 2016a). 
Data for 2016 were not available but this 
decline likely continued with EO 23 or the 
total log ban, which declared an indefinite 
moratorium on the cutting and harvesting 
of timber in the natural and residual forests. 
On the positive side, using data for the 
2010–2015 period, the Food and Agriculture 
Organization ranked the Philippines fifth 
among countries worldwide with the 
most annual forest gain of 240,000 ha 
representing a 3.5-percent annual increase 
in national forest area (FAO 2015). 

Meanwhile, national mining 
production in the Philippines has been 
erratic in recent years. In terms of value, 
the gross production value in mining was 
PHP 157.1 billion in 2013, PHP 208.2 billion 
in 2014, and PHP 179.7 billion in 2015 
(MGB 2016a). Based on latest available 
data, gross production value in mining 
up to the third quarter of 2016 was only 
PHP 75.9 billion. The metallic mineral 
production value suffered an 11-percent 
setback during the first three quarters of 
2016, compared to the same period the 
year before, from PHP 85.47 billion to 
PHP 75.93 billion in 2016 (MGB 2016b). 
Poor base metal prices of nickel and 
copper coupled with the suspension of six 
nickel mines in the provinces of Palawan 
and Zambales led to this anemic mining 
performance.

Policies in 2016 

Fisheries and aquatic resources 
In May 2016, the Department of Labor and 
Employment issued Department Order 156-
16 series of 2016 that provided the rules 

and regulations governing the working 
and living conditions of fishing personnel 
(i.e., fishing vessel owners, fishers, and 
captains) on board Philippine-registered 
fishing vessels and engaged in commercial 
fishing operation in Philippine or 
international waters. Among its provisions, 
it mandated that the engagement of Filipino 
fishers must be bound by an employment 
agreement and that the compensation 
structure (i.e., wages, benefits, separation 
and retirement pay, among others) must be 
stipulated in the agreement. This order was 
seen as beneficial to ensure decent working 
standards for commercial fishermen 
(Dimasupil 2016) but some commercial 
fishing operators urged its suspension 
because they were not consulted and they 
regarded some provisions as detrimental to 
them (Baquero 2016).

Moreover, RA 10861 was approved 
in May 2016. This law mandated the 
establishment of a Provincial Fisheries and 
Aquatic Resources Training, Development, 
and Product Center in the provinces of 
Leyte, Southern Leyte, Biliran, Eastern 
Samar, Samar, and Northern Samar. This 
center will be under the supervision of the 
Bureau of Fisheries and Aquatic Resources. 
The law will benefit the fisheries subsector 
in the covered provinces and adjacent 
areas. The streamlining of the activities 
of these new centers with the fisheries-
related training, development, and product 
activities of the LGUs in said provinces is 
necessary to avoid duplication of duties.   

Still in this sector, the DENR 
released AO 2016-26 in October 2016. 
This order provided the guidelines for 
the implementation of the Coastal and 
Marine Ecosystem Management Program 
(CMEMP). The CMEMP is a new program 
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that aims to comprehensively manage, 
address, and effectively reduce the drivers 
and threats of degradation of the coastal 
and marine ecosystems. While the program 
is laudable, the intensive review and impact 
assessment of similar past programs of the 
DENR and other related agencies should 
be a regular activity of the departments/
agencies concerned. It is also important that 
the CMEMP is streamlined with similar 
existing programs in fisheries.

Forestry
In July 2016, DENR released AO 2016-
20, which provided the implementing 
rules and regulations of EO 193 series 
of 2015 that expanded the coverage of 
the National Greening Program (NGP). 
While the extension of the NGP is a 
welcome development, the following 
recommendations, which are based on a 
PIDS study, should be considered  for the 
program’s improvement: (1) enhancement of 
the design of the NGP, (2) proper execution 
of its reforestation activities, (3) changing 
of the formula for the computation of the 
survival rate, (4) construction of access roads 
in reforestation areas, (5) proper monitoring 
of impacts of reforestation projects, and (6) 
tie-up of reforestation projects to a forest-
based and community-based entrepreneurial 
business plan (Israel 2015). For the current 
national administration, a broader NGP-
related policy that tackles the role of the 
national government in forest resource 
management should be considered (Bonita 
2013; Israel 2016).

Additionally, the Philippine Master 
Plan for Climate Resilient Forestry 
Development was published in January 
2016 (FMB 2016b). This plan aims to (1) 
strengthen resilience of forest ecosystems 

and communities to climate change, 
(2) effectively respond to demands for 
forest ecosystems goods and services, 
and (3) promote responsive governance. 
The total budgetary requirement for its 
implementation is PHP 135.16 billion 
over a period of 13 years. The bulk of the 
budget (about 69%) will support programs 
related to responding to demands for forest 
ecosystems goods and services while about 
28 percent of the total budget is earmarked 
to strengthen resilience of ecosystems 
and communities to climate change. The 
rest will support strategies to promote 
responsive governance and other support 
programs. While the plan may be timely, 
the key to the attainment of its objectives is 
proper implementation.

Mining
In July 2016, DENR issued Memorandum 
2016-01, which required all operating 
and suspended mines to undergo audit to 
check their compliance with environmental 
protection laws and identify erring 
operators. A moratorium on new mining 
projects also took effect, which covered 
the acceptance, processing, and approval 
of applications and projects for all metallic 
and nonmetallic minerals. Mining firms 
were given one month to comply with their 
deficiencies; failure to do so will result 
in the suspension of their operations. The 
audit was undertaken in accordance with 
the Philippine Mining Act of 1995 and the 
Department Administrative Order (DAO) 
2015-07 on securing the International 
Organization for Standardization (ISO) 
14001 certification. As of January 2016, 
20 mines were issued warning on possible 
closure; prior to the audit, 10 mines were 
suspended (Lim 2016a). These 30 mines 
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make up nearly three-fourths of the 
country’s metal mines and account for 
55.5 percent of the country’s total nickel 
ore production in 2015.

Initially, the Chamber of Mines 
of the Philippines welcomed the audit 
stating that an impartial audit would 
weed out the irresponsible miners and 
highlight the significant contributions of 
responsible miners (Gonzales 2016). Later, 
however, it questioned the way the DENR 
conducted the audit and noted that it was 
not totally impartial as known antimining 
civil society organizations (CSOs) were 
disproportionately included in the audit 
teams. Also, none of the CSO representatives 
included in the audit teams were expert in 
any field that may be relevant to the audit 
process. Furthermore, the audit team lacked 
an expert to assess the social acceptability 
of the mine operations, and regular mine 
audit protocols were not observed. 

In response, the DENR assured the 
mining industry that they will make 
improvements to the audit process (Lim 
2016a). One of the proposed adjustments 
is in the selection of members of the audit 
team. More scientists would be involved 
and the selection of audit members would 
not be based on institutional representation 
but on actual individual selection. Another 
proposed adjustment is that the DENR 
would present clear-cut guidelines that 
cover their audit and that concerned mining 
players should be given due process. While 
the mining audit is in order, it would be 
timely to conduct a study that looks into the 
potential benefits and costs of the audit to 
be presented to all mining stakeholders. 

In June 2016, the Mines and 
Geosciences Bureau (MGB) issued 
Memorandum Circular 2016-05 that 

established the guidelines on offshore 
mining for responsible offshore minerals 
utilization (Lim 2016b). The circular 
covered mining operations, mine 
decommissioning, and mine rehabilitation 
in offshore areas within the Philippine 
territory and its exclusive economic zone 
(EEZ) and extended continental shelf. Its 
provision specified, among others, the 
prohibition on the use of high-pressure 
water jets in the extraction of seabed 
minerals, chemicals and size reduction in 
onboard mineral processing and laboratory 
testing/analysis, and sediment screens/
curtains to minimize the dispersion of 
particulates. It also stated that offshore 
mining must comply with the laws, rules, 
and regulations that concern safety, health, 
social development, and environmental 
protection and enhancement. The circular 
defined offshore mining as mining beyond 
the coastal baseline, in the sea and in the 
seabed, for exploration purposes. It also 
specified offshore mining as that related 
to the mining of minerals on the waters, 
sea bottom, and subsurface from the mean 
low-tide level to the 200 nautical miles 
EEZ of the Philippines, including the 
archipelagic sea and contiguous zone.

RA 10757—an amendment to 
Article 302 of Presidential Decree 442, 
otherwise known as the Labor Code of the 
Philippines—was signed in April 2016. 
This law lowered the retirement age of 
surface mine workers from 60 to 50 years 
old. Surface mine workers include mill 
plant workers, electrical, mechanical, and 
tailings pond personnel.

Lastly, the MGB declared in March 
2016 that mining companies will not be 
allowed to transport and export ores if 
they will not be able to secure ISO 14001 
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certification by April 2016 (Macapagal 
2016). This deadline for the ISO 
processing was mandated under DENR 
DAO 2015-07 that institutionalizes an 
environmental management system that 
ensures the adherence of local mining 
operations to international standards, 
particularly ISO 14001 certification, as 
a measure of responsible mining in the 
country. The ISO certifies that the mining 
company observes international standards 
of keeping the environment safe while 
doing its business.

Trade 

In 2016, disquieting global events 
have brewed strong headwinds against 
policies promoting openness and regional 
integration. There was the Brexit vote 
in the European Union, followed by the 
Trump victory in the United States (US) 
elections that immediately led to the 
US withdrawal from the Trans-Pacific 
Partnership (TPP) agreement. The full 
impact of these developments remains to 
be seen. Moreover, while the Dutch vote 
went against populism, many of the voters 
were reportedly unsure about how they 
will vote until the last minute. Hence, the 
warning signals also remain. There are 
apprehensions that this more ‘defensive’ 
environment—characterized by growing 
protectionism and the rise of populism—
could escalate into serious global trade 
wars and impending global depression. 

Will these developments be the ‘new 
normal’ the world will be operating in? What 
are the implications for the Philippines? 

The economic policy of the new US 
president can be summed up as ‘buy 

American, hire American’. This is not a 
new concept for the Philippines, not unlike 
its old post-war Filipino-first policy. If the 
US turns inward, both in terms of trade and 
investments, the Philippines will be directly 
affected as it is a major trading partner and 
investor of the country. 

Specifically, the magnitude and extent 
of the impact would depend on how much 
the new US administration would follow 
through, particularly in terms of formulating 
and implementing regulatory and tax 
reforms that could favor firms investing 
at home and discriminate against anything 
foreign. As present, what is certain is 
uncertainty, a major concern in and of itself. 
Whether or not the Trump administration 
would actually walk the talk, the immediate 
response is a wait-and-see attitude with 
respect to planned investments given 
the uncertainties created. This means a 
slowdown, if not a halt, in planned US (and 
interlinked) investments abroad, including 
the Philippines. The most vulnerable sector 
for the country in this regard is the business 
process outsourcing (BPO) industry. 
Another question is what would happen 
to overseas Filipino worker remittances. 
There may not be drastic changes in the 
next few years, as the momentum of the 
affected sectors remains. But the slowdown 
in growth appears imminent.

However, if US policies and policy 
direction become more definitive, and if 
indeed, the US turns inward, a more drastic 
downward trend could follow. Hiring of 
nurses and medical workers would become 
restricted, if not closed. American firms in 
the global production network would be 
negatively affected by the ‘Hire American’ 
policy, and, consequently, the related BPO 
subsectors. Hopefully, there would be some 



38  Policy Updates

adjustment in the industry toward those 
functions that could not be efficiently done 
in the US.

This could be taken as a wake-up call 
for the Philippines to be more aggressive 
in dealing with the challenges. It is an 
opportunity to rethink and implement better 
policies, such as weaning away from the 
country’s dependence and concentration 
on a few sectors and diversifying to 
other country markets. This appears to 
be the direction of the Philippines in its 
new industrial policy, which aims for a 

resurgence in manufacturing, and moving 
up the global value chain, along with the 
services and agriculture sectors.

The most immediate policy change 
when President Trump assumed office is 
the US withdrawal from the TPP. Many 
would see a positive impact of this turn of 
events on the Philippines because it was not 
a party to the TPP negotiations. A major 
argument for joining the TPP was the cost 
of nonparticipation, particularly in terms 

of losing out to rivals like Viet Nam in 
market access to the US, for example, in 
the garment industry. Thus, this gives the 
country a reprieve, albeit temporary. 

In the longer run, it is in the interest 
of the global community, the Asia-
Pacific region, and most especially, the 
Philippines, to maintain openness and 
deepen global integration. This is not 
just on the grounds of overall sustained 
economic benefits, but more importantly, 
on the grounds of political stability and 
peace—globally and regionally.

Fortunately, in Asia, there is still a lot 
of optimism, coupled with still moderately 
high average economic growth. Openness 
and regional cooperation have reinforced 
reforms and underpinned this growth and 
optimism in the past. Domestic reforms—
within the framework of regional, 
multilateral system—has been the story that 
characterizes the Association of Southeast 
Asian Nations (ASEAN) and Asia, in 
general. It is important for the region not 
to get dragged behind and get caught in 
the undertow of the global headwinds. 
Borrowing from Mari Pangestu’s words,5 
“Asian integration could be the new 
tailwind” to put the globe back on the 
growth track, one which would be more 
inclusive. Within this context, it has 
become urgent for East Asian countries 
to demonstrate concrete progress on the 
Regional Comprehensive Economic 
Partnership (RCEP). The Philippines is 
hosting ASEAN’s 50th anniversary in 
2017. It could make a great contribution if 
it is able to deliver RCEP, or at least make 
substantial headway toward its conclusion.

5 Regional Comprehensive Economic Partnership: Trade 
Negotiating Committee Engagement with Research 
Community Stakeholders, February 27, 2017, Kobe, Japan
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Trade in services
In 2016, the services sector grew by 
7.5 percent, which was higher than the 
gross domestic product (GDP) growth 
rate of 6.8 percent and the sector’s own 
performance in 2015 (PSA 2017). Against 
this backdrop, key pieces of legislation 
were enacted affecting telecommunications, 
professional services, and financial services. 
Also of note are the Asia-Pacific Economic 
Cooperation (APEC) initiatives that will 
help further strengthen the competitiveness 
of Philippine services.

Domestic laws
In telecommunications, RA 10844, otherwise 
known as the Department of Information 
and Communications Technology (DICT) 
Act of 2015, was passed into law on May 
23, 2016. The DICT is mandated to be the 
primary policy, planning, coordinating, 
implementing, and administrative entity 
of the government to plan, develop, and 
promote the national ICT development 
agenda. DICT functions include policy 
and planning, improved public access, 
resource sharing and capacity building 
in government, and finally, consumer 
protection and industry development.

The establishment of this new department 
is very timely in light of the goals embodied 
in the PDP 2017–2022, which seeks to lay 
a stronger foundation for more inclusive 
growth, a high-trust and resilient society, 
and a globally competitive knowledge 
economy. With these aspirations, there is a 
need for an agency such as the DICT that 
will take the lead in establishing the policies 
and government programs for the digital 
transformation of the country. Currently, 
three agencies, namely, the National 
Telecommunications Commission, National 

Privacy Commission, and  Cybercrime 
Investigation and Coordination Center, are 
attached to the DICT for purposes of policy 
and program coordination.

Major advancements in ICT offer 
tremendous opportunities for inclusive 
growth. A dedicated lead agency such 
as the DICT can ensure that its potential 
applications benefiting businesses, 
government, and communities are 
maximized. Presently, the DICT is 
developing the National Broadband 
Plan which will serve as the blueprint 
in improving the quality, accessibility, 
affordability, and security of broadband 
internet services in the Philippines (see 
discussion below on APEC). 

In professional services, RA 10912, or 
the Continuing Professional Development 
Act of 2016, lapsed into law on July 
21, 2016. The law aims to promote and 
upgrade the practice of professions 
through the continuous development of 
skills, knowledge, and experiences of 
professionals. In each of the regulated 
professions, Continuing Professional 
Development (CPD) programs will be 
strengthened to enhance and upgrade 
the competencies and qualifications of 
professionals in line with the Philippine 
Qualifications Framework, the ASEAN 
Qualification Framework, and the ASEAN 
Mutual Recognition Arrangement. CPD 
will help enhance the quality of the 
country’s professional workers, which is 
not only necessary for strengthening the 
competitiveness of domestic industries 
but will also help improve their mobility 
within the ASEAN Economic Community 
and beyond.

Specific professions were also the focus 
of two laws enacted in 2016: (1) RA 10918 
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or An Act Regulating and Modernizing the 
Practice of Pharmacy in the Philippines, 
Repealing for the Purpose Republic Act 
Numbered Five Thousand Nine Hundred 
Twenty-One (RA 5921), otherwise known 
as the Pharmacy Law and (2) RA 10915 
or An Act Strengthening, Modernizing 
and Aligning the Practice of Agricultural 
Engineering in the Country into the 
Internationally Recognized Practice of 
Agricultural and Biosystems Engineering, 
and for Other Purposes. 

Pharmacists are vital to the success of 
the health sector as their duties include a 
myriad of tasks that range from handling 
and dispensing pharmaceutical products to 
providing other health-related services such 
as analyzing medicinal products, marketing, 
managing and counseling medications, 
and other technical knowledge related to 
pharmaceutical goods and services. Poor 
standards of professional practice and 
weak regulation of services put the lives of 
many Filipinos at great risk as a result of 
mismanagement and misuse of drugs. RA 
10918 aims to address this issue by applying 
more stringent rules, which is in line with 
Good Pharmacy Practice standards, on both 
pharmacy licensing and regulation.

RA 10915 focuses on the agricultural 
and biosystems (AB) engineering 
profession, which play an important role in 
the production, handling, and processing 
of biological materials for food, fiber, and 
fuel, as well as the preservation of natural 
resources and environment quality. RA 
10915 aims to cope with the continuous 
advancements in the field by imposing 
appropriate regulations, modernizing 
and standardizing AB engineering 
education, licensing, and practice. This will 
contribute toward agricultural and fishery 

modernization, food and water security and 
safety, bioenergy, environmental protection, 
and human health and safety in the country. 

In both cases, professionals from other 
countries are allowed to practice in the 
Philippines subject to foreign reciprocity.

In the area of financial services, RA 
10870, also known as the Philippine Credit 
Card Industry Regulation Law, lapsed into 
law on July 17, 2016.  This law fosters the 
development of the credit card industry by 
protecting consumers against abusive and 
unfair practices of credit card issuers and 
collection agencies and by encouraging 
competition and transparency to improve 
the quality and efficiency of credit card 
services. It also mandates the Bangko 
Sentral ng Pilipinas to supervise all credit 
card issuers and acquirers.  

Another bill which lapsed into law was 
RA 10881, which amended specific laws 
to allow 100-percent foreign ownership 
in previously restricted financial services 
subject to certain requirements (Table 2.2).

Compared to banking and insurance 
which grew at 9.2 and 7.3 percent, 
respectively, from 2015 to 2016, the growth 
rate of nonbank financial intermediation 
was only 6.1 percent (PSA, n.d.). The 
amendments stated in RA 10881 removing 
foreign equity restrictions are expected to 
strengthen the sector through increased 
capital, expertise, and technology.

Services-related initiatives in APEC
and the Philippines Individual Action Plan
During the Philippines’ hosting of the 
APEC Summit in 2015, the Renewed APEC 
Agenda for Structural Reform (RAASR) 
was adopted by the leaders with the aim 
to “undertake robust, comprehensive and 
ambitious structural reforms to reduce 
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Table 2.2
Amendments stated in Republic Act 10881

Source: Author’s own compilation based on the website of the Senate of the Philippines

Amended Law Details

Lending companies

Lending Company Regulation Act of 
2007

• Where the loan is secured by land, a lending company, 
with more than 40 percent of its capital owned by foreign 
nationals, may choose to do the following:
 - bid and take part in any sale of such land 
 - avail of enforcement proceedings
 - take possession
 - transfer rights to qualified Philippine nationals for a 

period not exceeding 5 years from actual possession
• The title to the real property shall not be transferred to 

lending companies.

Financing companies

Financing Company Act of 1998

• Minimum paid-up capital is based on the following cases:
 - PHP 10,000,000 if located in Metro Manila and other 

first class cities
 - PHP 5,000,000 if in other classes of cities
 - PHP 2,500,000 if in municipalities

• Financing companies existing before passage of this law 
are given one year to comply with the minimum capital 
requirement.

• In case land is concerned, a financing company shall 
comply with the constitutional provision of foreign land 
ownership.

Investment houses

The Investment Houses Law

Foreign nationals may become members of the board of 
directors to the extent of the foreign participation in the 
equity.

inequality and stimulate growth in their 
economies, and contribute to APEC’s 
overarching goal to promote balanced, 
inclusive, sustainable, innovative and 
secure growth” (APEC 2015). In 2016, each 
member-economy developed an Individual 
Action Plan (IAP) that laid down the 
structural reform priorities and objectives 
they plan to achieve for the years leading to 
2020. In line with the importance given to 
structural reform and services in RAASR, 
the IAP of the Philippines is comprised 
of five priorities, all related or relevant to 
services (Table 2.3).

Moreover, the APEC Services 
Competitiveness Roadmap and its 
Implementation Plan (2016–2025) 
were also adopted in 2016. An offshoot 
of the APEC Services Cooperation 

Framework endorsed by the leaders in 
2015, the roadmap aims to increase APEC 
competitiveness in the services sector by 
2025 and achieve the following: 
• Ensure an open and predictable 

environment for access to services markets 
by progressively reducing restrictions to 
services trade and investment.

• Increase the share (%) of services 
exports from APEC member-economies 
in the total world services exports 
so that it exceeds the current share in 
world services exports by 2025.

• Increase trade in services in the APEC 
region so that, by 2025, the compound 
average annual growth rate exceeds the 
historic average of 6.8 percent and the 
share (%) of value added of the services 
sector in the total GDP of the APEC 
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region exceeds the global average level 
by 2025. 

To meet these targets, APEC-wide 
action involving policy dialogue, peer 
learning, and capacity building for 
developing economies will be implemented. 
Services-related statistics will be improved 

Table 2.3
RAASR IAP of the Philippines

RAASR = Renewed APEC Agenda for Structural Reform; IAP = Individual Action Plan
Source: Author’s compilation from publications.apec.org (accessed on January 9, 2017)

Priority Action 

Pillar 1: More open, well-functioning, transparent, and competitive markets

Priority 1:
Improving the efficiency of the logistics sector

• Establish a one-stop shop to process 
applications for the accreditation and 
registration of multimodal transport operators

• Issue an executive order from the president 
designating the Department of Transportation 
as the national competent body for multimodal 
transport

Priority 2:
Improving broadband access and usage

• Formulate and implement a National 
Broadband Plan

Priority 3:
Developing and institutionalizing quality 

regulatory management system

• Develop capacities of government regulatory 
bodies through the Modernizing Government 
Regulation Program

• Institutionalize Regulatory Impact Assessment 
in Philippine regulation making

• Reduce unnecessary regulatory burdens 
through Project Repeal

Pillar 2: Deeper participation in those markets by all segments of society, including micro, small, and 
medium enterprises (MSMEs), women, youth, older workers, and people with disabilities

Priority 4:
Improving access of MSMEs to financial services

• Create a more comprehensive credit 
information system

• Establish alternative collaterals for borrowers

Pillar 3: Sustainable social policies to enhance economic resiliency

Priority 5:
Promoting skills development opportunities

• Reposition technical vocational education and 
training toward global competitiveness and 
social equity

to help measure progress and inform 
decisionmaking, including establishing 
an APEC index on the services regulatory 
environment by 2020. Member-economies 
are also encouraged to implement unilateral 
reforms, which include RAASR IAP 
commitments, aimed at further improving 
the services sector.
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Introduction

The shift to a federal system of government 
is one of President Rodrigo Duterte’s 
campaign promises and he reiterated 
this thrust in his first State of the Nation 
Address in 2016. It has strong support 
among the members of the super majority at 
the House of Representatives (HOR), being 
part and parcel of proposed constitutional 
revision/amendments that are currently 
being deliberated by the HOR Committee 
on Constitutional Amendments.1 On 
the other hand, the PDP Laban, headed 
by Senate President Aquilino Pimentel 
III, is actively involved in the advocacy 
and design of a “federalism model” for 
the Philippines. The PDP Laban draft 
constitution, which was crafted under the 
auspices of the PDP Laban Federalism 
Institute and which proposes the adoption 
of a semipresidential federal system of 
government, was submitted to the HOR 
Committee on Constitutional Amendments 
on September 27, 2017. Meanwhile, 
another draft “Constitution of the Federal 
Republic of the Philippines” was presented 
by ABS Party-list Congressman Eugene de 
Vera and Pampanga Congressman Aurelio 
Gonzales Jr. to the same committee on 
August 2, 2017. 

The federalism discourse in the public 
arena is oftentimes framed along two  
strands. First, the adoption of a federal 
system of government is seen as a 

This chapter was previously published in Critical 
perspectives on federalism for regional development 
(Proceedings of the Third Annual Public Policy Conference 
2017) by the Philippine Institute for Development Studies.

1 On October 19, 2016, the committee voted to have the 17th 
Congress constitute itself into a Constituent Assembly for 
the purpose of amending the 1987 Constitution.

means to reverse the “unequal allocation 
of resources between what critics 
call ‘imperial Manila’ and the rest of 
the country” (Taruc 2016) that has, 
in turn, resulted in the persistence of 
wide regional disparities in per capita 
household incomes, per capita gross 
regional domestic product (GRDP), and 
poverty incidence. Proponents of the 
federal movement point out that the share 
of the National Capital Region (NCR) 
in the national government budget is 
disproportionately large, accounting for 
over 14 percent of total appropriations 
under the 2016 General Appropriations 
Act, for instance, compared to the 
combined share of the remaining seven 
regions in Luzon (21%), the aggregate 
share of the three regions in the Visayas 
(10%), and the share of the six regions in 
Mindanao taken together (13%) (Malaya 
2016). The cumulative effect of such 
disproportionately favorable treatment 
of NCR and its periphery over the years, 
they note, is reflected in the highly uneven 
level of economic development across the 
regions and the persistence of poverty with 
the “rich regions becoming richer and the 
poor regions, much poorer” (PDP Laban 
Federalism Institute 2017). They then 
argue that a federal system of government 
will address this problem by allowing 
regional or state governments to “retain 
more of their income” and “channel their 
own funds toward their own development 
instead of the bulk of the money going to 
the national government” (Ranada and 
Villarete 2016; So 2016). However, closer 
scrutiny of the provincial level per capita 
household income from the Family Income 
and Expenditure Surveys of 1985, 1991, 
1994, 1997, 2003, 2006, 2009, and 2015 
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provides evidence of beta-convergence2 
in 1991–2015 in contrast with the period 
1985–1991 prior to the implementation 
of the 1991 Local Government Code 
(LGC) (Manasan and Tolin forthcoming). 
Not only is estimated speed at which 
the per capita household incomes of the 
poorer provinces are catching up with 
that of their richer counterparts faster in 
the post-LGC period relative to the pre-
LGC period, but also the convergence 
coefficient in latter period is found to be 
statistically significant while that in the 
earlier period is not.

Moreover, simply allowing subnational 
units to keep most of their income may not 
be enough to undo the huge imbalance in 
economic and human development across 
regions at present; nay, it may even worsen 
the situation given the current wide disparity 
in the tax base across the different regions 
(Table 3.1). This paper highlights the fact 
that there is no single federal model, and 
that the federal model may (or may not) 
work in the Philippine context depending on 
the specific design features of the particular 
model that is proposed. To use a cliché, the 
devil is in the details.

Second, advocates view the shift to 
a federal system of government as key to 
attaining sustainable peace in Mindanao 
given its potential in securing national unity 
while protecting regional diversity arising 
from religious, linguistic, ethnic, or cultural 
differences.3 However, while Bangsamoro 

2 Absolute beta-convergence is said to exist if poorer 
economies (regions) tend to grow faster than richer ones 
(Sala-i-Martin 1996). That is, it measures the speed at which 
poorer regions catch up with richer ones.
3 No less than President Duterte articulated this thought 
during the first presidential debate held on February 23, 
2016 (Inquirer.net 2016), and then again in a speech he 
delivered on November 30, 2016, five months after winning 
the presidency (Ramos 2016).

experts continue to support federalism as a 
solution to the Mindanao conflict, they also 
recognize that “there are potential pitfalls 
[from federalism] that may bring more harm 
than good in our search for [a] sustainable 
formula for peace in Mindanao. … In 
pushing for a shift to the federal system 
which is necessarily national in scope, the 
majority [of] Filipinos must guard against 
imposing their will on the minority and in 
the process violate their [the latter’s] right 
to self-determination. The Moro people 
and other indigenous groups must always 
be considered sui generis—a class on their 
own. Thus, a symmetric federal system 
that fails to recognize the distinctiveness 
of the minority may not catalyze peace but 
more conflicts in the future” (Bacani 2009,  
p. 26).4 Again, this discussion underscores 
the importance of paying close attention to 
the design of the federal model in ensuring 
its success.

Given this perspective, this paper 
focuses on the design options for the fiscal 
aspects of a federal model that will help 
ensure that the potential benefits from the 
adoption of a federal system of government 
are realized. In this regard, the economic 
literature on fiscal federalism provides 
some guidance. It suggests a framework that 
delineates the potential benefits that ensue 
from the adoption of a federal system of 
government, as well as the design elements 
of the fiscal architecture that supports the 
achievement of these benefits.

This paper then puts forward a possible 
design option for each of the four pillars 
of intergovernmental fiscal relations. 

4 While this article was originally written in 2009, it was 
republished on the Institute for Autonomy and Governance 
website on June 1, 2016, attesting to its continued relevance 
to ongoing federalism debate (Bacani 2016).
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These design options generally respond to 
the call for greater local autonomy while 
paying close attention to accountability and 
equity concerns. It should be emphasized 
though that the design options offered in 
this paper are for the most part illustrative 
and best characterized as “work in 
progress”. They highlight the challenging 
task of establishing coherence and 
internal consistency among the different 
components of the intergovernmental 
fiscal relations based on available data on 
central government and local government 
unit (LGU) revenues and expenditures, as 
well as indicators of possible tax bases and 
expenditure needs across the regions. 

Overview of the fiscal  
federalism framework

The literature on fiscal federalism posits 
that a federal system of government is 
likely to yield potential benefits in the 
form of (1) increased efficiency and, 
consequently, increased societal welfare; 
(2) enhanced local accountability; and 
(3) stronger national unity in the face of 
regional diversity. First, under a federal 
system, optimal provision of public services 
is likely to be achieved if the jurisdiction 
of the level of government responsible for 
the financing and delivery of a given public 
service coincides with the geographic 

Table 3.1
Gross regional domestic product (GRDP), per-capita household income, and poverty incidence across regions 

Region 2015 GRDP Per-Capita Household 
Income (PHP)

Poverty Incidence of Population (%)

In PHP 
Billion % Share Per Capita 1994 2015 1991 2006 2009 2015

NCR  5,048 37.9 389,700  37,070  110,792  7.1  4.7  3.6  3.9 
CAR  234 1.8 132,892  15,457  69,814  42.7  26.0  25.1  19.7 
I  407 3.1 80,654  14,233  59,704  36.6  25.9  22.0  13.1 
II  236 1.8 68,136  15,296  61,731  42.8  26.8  25.5  15.8 
III  1,184 8.9 105,026  18,481  73,230  21.1  13.1  13.7  11.2 
IV-A  2,061 15.5 140,491  21,875  81,075  22.7  10.3  11.9  9.1 
IV-B  204 1.5 68,129  13,076  60,857  44.4  40.6  34.5  24.4 
V  281 2.1 48,192  11,227  45,877  54.5  44.2  44.2  36.0 
VI  547 4.1 72,006  13,418  55,881  39.6  29.1  30.8  22.4 
VII  867 6.5 116,791  12,254  58,621  43.6  35.9  31.0  27.6 
VIII  270 2.0 61,711  10,740  49,682  50.0  41.5  42.6  38.7 
IX  276 2.1 73,795  10,401  47,344  40.3  45.0  45.8  33.9 
X  516 3.9 108,506  12,254  54,468  46.6  39.0  40.1  36.6 
XI  564 4.2 114,437  14,713  64,072  39.6  30.6  31.4  22.0 

XII  356 2.7 76,698  12,802  48,001  53.3  37.9  38.3  37.3 
Caraga  158 1.2 60,552  11,122  50,654  54.3  49.2  54.4  39.1 
ARMM  99 0.7 28,262  9,661  26,437  30.5  47.1  47.4  53.7 
Philippines  13,307 100.0 131,181  17,564  67,622  34.4  26.6  26.3  21.6 

NCR = National Capital Region; CAR = Cordillera Administrative Region; ARMM = Autonomous Region in Muslim Mindanao
Source: GRDP from Philippine Statistics Authority (PSA) (2015b); Per capita household income based on author’s estimates using 1994 and 2015 Family 
Income and Expenditure Survey public use files from the PSA (1994 and 2015a); Poverty incidence from PSA (various years)
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area where benefits of said public service 
are confined (Olson 1969; Oates 1972). 
Otherwise, government would tend to 
underprovide services which has positive 
benefit spillovers to other jurisdictions, 
while overprovision may result if lower-
level governments are able to secure funding 
from higher-level governments for projects 
that only benefit the local jurisdiction, i.e., 
they will tend to ask for more projects 
relative to a situation when they have to 
finance said projects themselves. Also, 
greater decentralization under a federal 
system of government would tend to 
increase efficiency and societal welfare to 
the extent that it brings government closer 
to the people, thereby allowing lower-
level governments to respond to the local 
needs and preferences of their constituents 
(Oates 1972). This tendency is further 
reinforced through interjurisdictional 
competition when the population can “vote 
with their feet” to get the “public services-
tax package” that they prefer (Tiebout 
1956), thereby dampening the rent-seeking 
tendency of local politicians (Brennan and 
Buchanan 1977).

Second, the federal system enhances 
local accountability to the extent that 
lower-level governments have some degree 
of revenue autonomy (i.e., if they raise a 
significant amount of revenues from local 
taxes and user charges). Increased local 
accountability also results from greater 
citizen participation in local governance 
under a more decentralized setting (Slack 
2006; Ivanyna and Shah 2010). Third, 
the federal system is also seen to have 
the advantage of addressing ethnocultural 
conflict as it accommodates regional 
diversity—religious, linguistic, ethnic, 
or cultural.

The first two of these potential gains 
are largely a function of the extent of 
decentralization. These gains may be secured 
through greater fiscal decentralization with 
or without shifting to a federal system of 
government. Also, countries with a federal 
system of government are not necessarily 
decentralized to the same degree, and some 
of them may even be less decentralized 
than those with a unitary system of 
government. (Box 3.1 summarizes the 
distinction between a multitiered unitary 
government and one with a federal system.) 
For instance, Germany, which is federal, 
is more centralized than Canada, which is 
also federal. Moreover, Australia and India, 
which are federal, are more centralized than 
Sweden, Norway, and Denmark, which are 
unitary (Shah 2007a). 

With regard to the third potential 
benefit, the adoption of a federal system of 
government does not necessarily prevent 
the breakup of conflict-ridden states. For 
instance, pre-1971 Pakistan has split up into 
the present-day Pakistan and Bangladesh.

The fiscal federalism literature (e.g., 
Shah 1991; Litvack et al. 1998; Bahl 1999; 
Shah 2007a) also provides guidance in 
answering the basic questions that are key 
in crafting the country’s fiscal constitution, 
i.e., the body of rules and regulations 
that frames intergovernmental fiscal 
relations, and which are enshrined in the 
constitution and/or the basic laws of federal 
governments and multitiered unitary 
governments (Blöchliger and Kim 2016):
• Which level of government should 

have the power to define and 
implement policies in the delivery 
of public service in specific 
policy areas? Or, the question of  
expenditure assignment.
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• Which level of government should 
levy different types of taxes? Or, the 
question of tax assignment.

• What policy instruments and 
mechanisms should be used to address 
the gap in expenditure responsibilities 
and revenue powers assigned to 
subnational governments (SNGs) and 
the regional imbalances in the fiscal 
capacity of SNGs? Or, the question of 
intergovernmental transfers.

• What rules should be put in place with 
respect to subnational borrowing to 
enforce hard budget constraints on all 
levels of government and ensure the 
fiscal sustainability of the government 
as a whole? Or, the question of SNG 
access to credit and capital markets. 

These design principles are aimed 
at ensuring that the federal government 

and SNGs face the right incentives 
for an efficient and equitable delivery 
of public services, and enhancing the 
downward accountability of SNGs to their 
constituents. These principles are discussed 
in greater detail below, together with the 
design option for each of the four pillars 
of intergovernmental relations for a federal 
system of government for the Philippines. 

Some caveats. The four pillars of 
intergovernmental fiscal relations (i.e., 
functional or expenditure assignment, tax 
assignment, intergovernmental transfers, 
and subnational borrowing and debt 
management) are best considered as parts 
of one system in which “all the pieces must 
fit together” (Bahl 1999). In this sense, the 
coherence among these four components of 
the intergovernmental fiscal arrangements 
is just as important as the details of the 
specific functions and taxes assigned to 

Multitiered Unitary System of Government Federal System of Government

• Subnational government units exercise only the powers 
that the CG chooses to delegate to them; “lower levels 
of government can be attributed with own political 
institutions, decision-making powers and resources” (i.e., 
some degree of self-rule) (Iff and Topperwien 2017, p. 
26).

• Powers are shared by at least two levels of government 
(i.e., federal central government and constituent units). 
Each one has some degree of autonomy in the exercise 
of powers assigned to them and each one “deals directly 
with the citizens in the exercise of their powers” (self-
rule) (Watts 1996, p. 21). 

• The CG can unilaterally withdraw powers delegated to 
subnational government units.

• Division of powers and allocation of resources between 
the FG and constituent units (state/regional/provincial 
governments) are written/guaranteed in the constitution.

• Constituent units are not represented in decisionmaking 
at the CG level.

• Constitutent units are “involved in the decisionmaking 
at the federal level” through representation of the 
constituent units in central policymaking institutions 
(shared rule) (Iff and Topperwien 2017, p. 14).

Under a multitiered unitary government, subnational units exercise only the powers delegated to them by the central government 

(CG) and the latter can unilaterally withdraw these powers. In contrast, the division of powers and allocation of resources 

between federal government (FG) and constituent units (which may alternatively be called state, regional, or provincial governments) 

are written/guaranteed in the constitution. Neither level of government can unilaterally alter the powers of the other.

Box 3.1
Distinction between the multitiered unitary system of government and federal system of government

Source: Adapted from Iff and Topperwien (2017)
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SNGs, the particular configuration of 
intergovernmental transfers, and the specific 
form and character of the rules that govern 
SNG borrowing. Said coherence may be 
defined in terms of “giving states similar 
degrees of autonomy in various budget 
items (taxation, spending, borrowing, 
etc.)”, or in terms of the balance between “a 
certain level of autonomy with a matching 
level of responsibility” (Blöchliger and 
Kim 2016, p. 33). Put another way, the 
design of specific aspects of this system 
cannot be done in isolation. “If not assessed 
and designed as part of a comprehensive 
framework, these isolated changes may 
eventually create inconsistencies and 
imbalances across government levels and 
undermine the effectiveness of fiscal policy” 
(Fedelino and Ter-Minassian 2010, p. 31).

Also, the guidance from the fiscal 
federalism literature in designing the four 
pillars of intergovernmental relations 
should not be taken as rigid, one-size-fits-
all prescriptions. No one single federalism 
model may be considered the best in 
a vacuum. Some aspects of the design 
principles may, at times, conflict with one 
another depending on the relative importance 
one assigns to the various objectives of 
fiscal federalism (i.e., efficiency, equity, and 
stabilization) given the specific political 
and economic circumstances of a country 
(Bird and Vaillancourt 2006).

Design options for the fiscal 
features of the proposed 
federal government

The design options for the critical 
fiscal elements of a federal system of 
government offered below do not only 

take the guiding principles available from 
the fiscal federalism framework, but are 
also informed by the lessons from the 
Philippines’ past experience with fiscal 
decentralization since the enactment of 
the 1991 LGC. In addition, they are also 
informed by a review of the extent to 
which existing federal governments have 
incorporated the principles from the fiscal 
federalism literature in their constitutions. 

Expenditure assignment
The importance of the distribution of 
powers between the federal government 
and the state governments is highlighted 
by Iff and Topperwien (2017, p. 71), thus, 
“The distribution of power determines 
the decisionmaking space of the different 
tiers of government. … [It] is at the 
core of the self-rule. The distribution 
of powers will determine in what fields 
the federal units have a genuine right to 
self-rule and can therefore define and 
implement their own policies.”

The basic principle that guides what 
functional or expenditure responsibilities 
should be assigned to the different levels of 
government is attributable to Oates (1972, 
p. 55): “Each public service should be 
provided by the jurisdiction having control 
over the minimum geographic area that 
would internalize the benefits and costs of 
such provision.” Following this principle, 
functions and competencies whose benefits 
are national in scope should be assigned 
to the federal government. Thus, national 
defense, foreign affairs, functions related to 
economic stabilization and macroeconomic 
management (i.e., monetary policy, 
currency, and banking; fiscal policy), and 
functions related to the preservation of 
internal common market (e.g., regulation 
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of international and interstate trade/
commerce) are best assigned to the 
federal government. At the same time, 
the economic literature also suggests that 
functions related to the redistributive role 
of government be assigned to the federal 
government (Musgrave 1997). It is argued 
that generous redistribution programs 
carried out by subnational jurisdictions 
are not likely to be sustainable because 
such programs will tend to result in the 
in-migration of the poor from other areas, 
which may prompt them to increase tax 
rates in response to the pressure to expand 
these programs—a move that will likely 
drive away their richer, more mobile 
residents (Martinez-Vazquez 1999).

In contrast, public services with little 
or no benefit spillover (i.e., public services 
whose benefits are local in scope) are 
best administered and financed by lower-
level governments. This principle may be 
tempered by government’s desire to have 
some degree of uniformity in the delivery 
of “quasi-public goods” and “merit goods” 
(e.g., basic education, health, and social 
insurance) in line with its equity objectives. 
In this case, while the provision of these 
goods/services is typically assigned to 
SNGs because the benefits of these goods/
services generally accrue to residents 
of subnational jurisdictions, the federal 
government is often involved in setting 
uniform standards of service that will apply 
across all jurisdictions (Shah 1991).

Provisions related to expenditure 
assignment in federal constitutions. 
Constitutions of countries with a federal 
system of government typically enumerate 
(1) the exclusive powers that are assigned 
to the federal government; (2) the exclusive 
powers assigned to the states, provinces, or 

regions; and (3) the level of government 
which is assigned residual powers (i.e., 
powers which are not explicitly assigned 
to either the federal government or the 
SNGs in the constitution). Some federal 
constitutions also specify the concurrent 
and/or shared powers. In particular, the 
Constitutions of India and Malaysia literally 
include “lists” of (1) exclusive powers of the 
federal governments, (2) exclusive powers 
of the states, and (3) concurrent powers of 
the federal government and the states.

Also, the level of detail with respect 
to the division of powers between the 
federal government and the states varies. 
In some countries with a federal system of 
government, the constitution specifies the 
distribution of powers not only in terms of 
policy or service areas, but also in terms of 
legislative-executive powers. For instance, 
the Constitution of Austria differentiates 
the policy or service areas in which (1) the 
federation has powers of legislation and 
execution; (2) legislation is the business of 
the federation, execution that of the Länder; 
and (3) legislation as regards principles and 
uniform regulations is the business of the 
federation, the issue of implementing laws 
and execution the business of the Länder.

In principle, assigning powers 
exclusively to one level of government 
bolsters its autonomy by giving it the right 
to define and implement its own policies 
in the specified area/s of competency. It 
also provides clarity as to which level of 
government is accountable and responsible 
to their citizens for the said function/s 
(Watts 1996). 

The grant of concurrent powers 
over a given policy or service area to 
both the federal government and the 
state governments “establishes parallel 
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competencies” and, by implication, the 
possibility of parallel legislation and 
parallel public service delivery systems. In 
case both levels of government choose to 
“act based on the concurrent competency”, 
rules have to be put in place to delineate 
which legislation and/or delivery system 
will prevail if there is some conflict between 
them (Iff and Topperwien 2017). Otherwise, 
coordination issues between the two levels 
of government would tend to be magnified. 

In a number of federal countries, the 
constitution provides that the legislation 
of the federal government related to areas 
of concurrency takes precedence over 
state legislation, e.g., Australia, Brazil, 
India, Mexico, and Nigeria (Boadway and 
Shah 2009). In others, state legislation 
is paramount, e.g., provincial legislation 
prevails over federal legislation in Canada 
in the area of old-age pensions. 

As with concurrent powers, shared 
powers also give both the federal government 
and the state governments the authority to 
exercise legislative and/or administrative 
powers over some broad policy areas/
fields. However, in the case of shared 
powers, each policy area/function is broken 
down, to the extent possible, into distinct 
tasks/subcompetencies which, in turn, are 
assigned exclusively to either the federal 
government or the state governments. 

Concurrent/shared powers may be 
deemed desirable to balance the potential 
efficiency gains from the decentralized 
delivery of a given public service against 
the attainment of national objectives such 
as ensuring uniformity and equal access to 
certain merit goods, or compensating for 
interjurisdictional spillovers (Boadway and 
Shah 2009). The use of concurrent powers, 
instead of shared powers, tends to minimize 

the need to enumerate in detail the various 
tasks/subcompetencies that constitute any 
given shared policy area/field. On the other 
hand, clearer lines of accountability are more 
forthcoming with the use of shared powers.

However, there are alternatives to 
enumerating every subcomponent of 
each shared policy or service area. First, 
instead of listing every subcomponent of 
each shared policy area, the constitution 
may simply include a provision which 
defines how the subcomponents of any 
given policy area will be determined and 
how they will be assigned to the different 
levels of governments. Such an approach 
is especially suitable in the case where the 
sharing of powers may be defined along 
national-local dimensions of a broader 
policy area/field, e.g., national highways 
versus state highways and provincial roads. 
Still another way of providing greater 
clarity when the power over specific policy/
service areas is shared by the federal 
government and the state governments is by 
giving the federal government the power to 
legislate national standards (or framework 
legislation) while assigning to the state 
governments the power to enact more 
detailed legislation and to administer the 
same in a manner that is responsive to the 
demand of their respective constituencies 
(Watts 1996). This is the case, for example, 
in Switzerland (Iff and Topperwien 2017).

The system of administrative federalism 
practiced in Germany, South Africa and, to 
a lesser extent, Austria and Malaysia may 
be viewed as an extreme form of shared 
powers (Iff and Topperwien 2017). In these 
federal countries, the power to legislate in 
certain policy areas/fields is assigned to 
the federal level while the administration 
(i.e., power to implement and execute) of 
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the federal legislation is constitutionally 
assigned to state governments (Watts 1996).

There is also considerable variation in 
the distribution of functional/expenditure 
responsibilities between the federal 
government and the state governments 
as specified in federal constitutions not 
only in terms of exhaustiveness of the list 
of exclusive and concurrent powers, but 
also in terms of the level of government 
to which residual powers are assigned. 
The assignment of significant residual 
powers to state governments would 
highlight their autonomy and the limited 
nature of powers assigned to the federal 
government, and vice versa. At the same 
time, the significance of residual powers 
depends on the comprehensiveness of the 
enumerated list of exclusive, concurrent/ 
shared powers. Conversely, the assignment 
of residual powers becomes less important 
the more exhaustive the lists of exclusive 
and concurrent powers are.

In sum. The discussion above 
necessarily implies that, in practice, there is 
“no single best assignment” of expenditure 
responsibilities in terms of the specific 
functions assigned across different levels 
of government (Martinez-Vazquez 1999). 
However, establishing utmost clarity in the 
assignment of functional responsibilities to 
the different levels of government is critical 
if clean lines of accountability are to be 
established. Also, ambiguity in expenditure 
assignment is likely to result in either the 
duplication of efforts in service delivery or 
underprovision of some services. 

Deficiencies in expenditure assignment  
under the 1991 LGC
At present, national government–local 
government relations are weighed down 

by the overlapping, and at times, unclear 
assignment of functions across various 
levels of government (i.e., among the 
national government and the different 
levels of LGUs), which tends to result in 
the waste of resources. A cursory reading 
of the LGC suggests that Section 17 (b) 
provides an explicit and clear delineation 
of functions across levels of governments, 
except perhaps in the area of environment 
and natural resource management  
(Table 3.2). However, Section 17 (c) allows 
central government agencies to continue 
to implement devolved public works and 
infrastructure projects and other facilities, 
programs, and services, provided these 
are “funded by the national government 
under the annual General Appropriations 
Act, other special laws, pertinent executive 
orders, and those wholly or partially 
funded from foreign sources”. At the same 
time, Section 17 (f) allows the national 
government or the next higher level of 
LGU to “provide or augment the basic 
services and facilities assigned to a lower 
level of local government unit when such 
services or facilities are not made available 
or, if made available, are inadequate to 
meet the requirements of its inhabitants”. 
In effect, Section 17 (c) and (f) obfuscate 
what initially appears to be a clear-cut 
assignment of expenditure responsibilities. 
Gonzalez (1996 ) goes even further to say 
that the prevailing regulatory framework 
effectively permits the existence of a two-
track delivery system, where both national 
government agencies and LGUs can initiate 
devolved activities (Manasan 2005). 

On the other hand, numerous unfunded 
mandates result in relevant services being 
delivered either in sufficient quantities or 
not at all. In either case, the welfare of local 
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communities is adversely affected. The 
most important of these unfunded mandates 
refer to the implementation of the salary 
standardization law and the provision 
of additional benefits to health workers 
and social workers under their respective 
Magna Carta legislations. Moreover, LGUs 
are expected to provide budgetary support, 
in the form of either additional personnel 
benefits or outlays for maintenance and 
other operating expenditures to many 
central government agencies operating at 
the local level like the police, fire protection 
bureau, and local courts. 

Possible design option for expenditure 
assignment for the proposed  
federal government
Given the foregoing discussion, the 
following illustrative design option for the 
assignment of expenditure responsibilities 
under the proposed Philippine federal model 
may be characterized as one that pushes the 
envelope in favor of a more decentralized 
regime where exclusive powers assigned to 
the federal government are very close to the 

minimum that is consistent with the guiding 
principles of fiscal federalism (Table 3.3). 

The indicative costs of the assigned 
functions presented in Table 3.3 are 
estimated based on the actual allocation 
for these functions in the 2016 General 
Appropriations Act (Table 3.4). The 
exclusive powers of the federal government 
enumerated in Table 3.3 correspond to the 
functions of some 18 agencies, including 
the constitutional commissions, under the 
present government structure. On the other 
hand, the shared powers enumerated in 
Table 3.3 correspond to the functions of 
some 25 agencies. For any given policy 
area/function (e.g., road infrastructure) 
that falls under the shared powers category, 
the estimate of the respective shares of 
the federal government and regional 
governments in its total cost is arrived 
at by sorting the various components of 
that policy area/function into those whose 
benefits are national in scope and those that 
are regional/local in scope.

The combined cost of exclusive and 
shared powers assigned to the federal 

https://commons.wikimedia.org/wiki/File:San_Juanico_Bridge_2.JPG
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Table 3.2
Functional assignment under the 1991 Local Government Code

Provinces Municipalities Barangays
Agriculture 
extension and 
on-site research 
services

Agricultural extension and on-site 
research services and facilities which 
include the prevention and control of 
plant and animal pests and diseases; 
dairy farms, livestock markets, animal 
breeding stations, and artificial 
insemination centers; and assistance 
in the organization of farmers and 
fishermen's cooperatives, and other 
collective organizations, as well as the 
transfer of appropriate technology

Agriculture extension related to dispersal of 
livestock, poultry, fingerlings, and seedlings; 
operation of demonstration farms, improvement 
of local distribution channels, interbarangay 
irrigation systems, enforcement of fishery laws

Agricultural 
support services 
which include 
planting 
materials 
distribution 
system  
and operation 
of farm produce 
collection and 
buying stations

Natural resource 
management 
services

Enforcement of forestry laws limited 
to community-based forestry projects, 
small-scale mining law,  
and minihydroelectric projects

Implementation of community-based forestry 
projects which include integrated social forestry 
programs and similar projects; management and 
control of communal forests with an area not 
exceeding 50 square kilometers; establishment 
of tree parks, greenbelts, and similar forest 
development projects

Environmental 
services

Enforcement of pollution control law Solid waste disposal system or environmental 
management system and services or facilities 
related to general hygiene and sanitation

Services and 
facilities related 
to general 
hygiene and 
sanitation, 
beautification, 
and solid waste 
collection

Health services Health services which include hospitals 
and other tertiary health services

Health services which include the implementation 
of programs and projects on primary health care, 
maternal and child care, and communicable 
and noncommunicable disease control services; 
access to secondary and tertiary health services; 
purchase of medicines, medical supplies, and 
equipment needed to carry out the services 
herein enumerated

Health services 
which include 
maintenance of 
barangay health 
center

government is estimated to be equal to 
PHP 1,149 billion which is equivalent to  
8 percent of the gross domestic product 
(GDP) (or 51% of the national government 
budget net of debt service). On the other 
hand, the combined cost of exclusive 
and shared powers assigned to regional 
governments (inclusive of those funded 
from LGU own-source revenue) is 
estimated to be equal to PHP 1,299 billion, 
which is equivalent to 9 percent of GDP 
(or 49% of the national government 
budget net of debt service). Unless new 
sources of revenue are assigned to regional 

governments and LGUs under the proposed 
federal model, intergovernmental transfers 
to SNGs inclusive of their revenue share 
in federal revenues will have to expand to  
59 percent of total collections, from the 
current 22 percent of national internal 
revenue taxes.

Tax/Revenue assignment
Expenditure assignment and tax 
assignment are interrelated. Tax assignment 
is central to helping ensure that SNGs 
have access to revenues that they need 
to finance the expenditures assigned 
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Note: For cities, they are also assigned functions related to transportation and communication facilities in addition to functions assigned to provinces 
and municipalities. 
Source: Section 17 (b) of the Local Government Code

Provinces Municipalities Barangays
Local 
infrastructure 
services

Infrastructure facilities intended to 
service the needs of the residents of 
the province and which are funded out 
of provincial funds including, but not 
limited to, provincial roads and bridges; 
intermunicipal waterworks, drainage and 
sewerage, flood control, and irrigation 
systems; reclamation projects; provincial 
buildings, provincial jails, freedom 
parks, and other public assembly areas 
and similar facilities

Infrastructure facilities intended primarily 
to service the needs of the residents of the 
municipality and which are funded out of 
municipal funds including, but not limited to, 
municipal roads and bridges; school buildings 
and other facilities for public elementary and 
secondary schools; clinics, health centers, and 
other health facilities necessary to carry out 
health services; communal irrigation, small water-
impounding projects and other similar projects; 
fish ports; artesian wells, spring development, 
rainwater collectors, and water supply systems; 
seawalls, dikes, drainage and sewerage, and 
flood control; traffic signals and road signs; 
municipal buildings, cultural centers, public parks 
including freedom parks, playgrounds, and other 
sports facilities and equipment, and other similar 
facilities

Maintenance of 
barangay roads 
and bridges 
and water 
supply systems; 
infrastructure 
facilities such 
as multipurpose 
hall, 
multipurpose 
pavement, 
plaza, sports 
center, and 
other  
similar facilities

Social welfare 
services

Social welfare services including 
programs for rebel returnees, relief 
operations, and population development 
services

Social welfare services including child and youth 
welfare programs, family and community welfare 
programs, welfare programs for women, elderly, 
and persons with disability, community-based 
rehabilitation programs for vagrants, beggars, 
street children, juvenile delinquents, victims of 
drug abuse; nutrition services and family planning 
services

Social welfare 
services 
which include 
maintenance of  
day-care center

Housing 
services

Programs and projects for low-cost 
housing and other mass dwelling

Other services Tourism development and  
promotion programs

Tourism facilities and other tourist attractions, 
including the acquisition of equipment, regulation 
and supervision of business concessions, and 
security services for  
such facilities

Intermunicipal telecommunication 
services

Information services which include investments 
and job placement information systems, tax and 
marketing information systems, and maintenance 
of a public library

Information and  
reading center

Public markets, slaughterhouses, and other  
economic enterprise

Satellite or 
public market, 
where viable

Public cemetery
Maintenance 
of Katarungang 
Pambarangay

Planning Adoption of comprehensive land  
use plan

Adoption of comprehensive land use plan

Regulatory 
functions

Regulation of any business, occupation, or 
practice of profession within its jurisdiction

Enactment of integrated zoning ordinances and 
approval of subdivision plans

Table 3.2 (continued)
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Exclusive Powers of the Federal Government Exclusive Powers of the Regional Government
Monetary policy, currency, and banking Supervision of local government units
National defense Fire protection
Foreign affairs Early childhood education
Immigration Water supply, sanitation, and sewerage
International trade Waste management
Interstate commerce Road traffic management
Agrarian reform Parks
Social insurance Social welfare/assistance
Redistributive programs 

Shared Powersa

Regional planning Agriculture, fisheries, and aquatic resources
Land use management Environmental management
Education (basic, TVET, higher) Natural resource management
Labor and employment Industry
Health Tourism
Housing Road infrastructureb

Police Flood control infrastructureb

Science and technology Transportation and communication
Residual Powers

Federal government

Table 3.3
Illustrative design option for assignment of expenditure for the proposed 

Philippine federal model

TVET = Technical and Vocational Education and Training
a For the most part, the role of the federal government in shared powers involves national-level policy development and 
standard setting but may also involve financing for services with interregional externalities.
b National primary roads and flood infrastructure whose benefits are not confined to state boundaries are assigned to the 
federal government.
Source: Author’s illustrative design option

to them. Thus, “finance should follow 
function” is a well-established principle in  
fiscal federalism. 

In the fiscal federalism literature, the 
assignment of taxing/revenue powers to 
different levels of government is guided by 
the following considerations: (1) economic 
efficiency, (2) equity, (3) administrative 
feasibility, and (4) revenue autonomy (Shah 
2007a). The economic efficiency criterion 
is largely anchored on the benefit principle 
of taxation which states that, to the extent 
feasible, subnational taxes should be related 
to the benefits that local taxpayers receive 

from local services. As a corollary, user 
charges and fees should finance the services 
that SNGs provide. Conversely, this implies 
that SNGs should not be assigned taxes 
which may be exported to residents of other 
jurisdictions or those that distort the location 
decisions of firms and households (McLure 
1999). From this perspective, taxes on 
immobile factors (e.g., real property tax) are 
appropriately assigned to SNGs, while taxes 
on international and interjurisdictional 
trade and those on mobile factors are best 
assigned to the federal government. To the 
extent that SNGs are assigned functions that 
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Table 3.4
Estimate of indicative cost of expenditure responsibilities assigned to federal level 

and state governments per Table 3.3

a Inclusive of functions funded from the General Appropriations Act, internal revenue allotment, and local government unit (LGU) own-source revenue
b Exclusive of subnational government functions funded out of LGU own-source revenue netted out in computing this ratio
Source: Author’s estimates

Exclusive Power Shared Power Total Percent of Gross 
Domestic Product

Percent of the National 
Government Budget

Federal government 632.2 516.7  1,148.9  7.9 50.7 
Regional government 687.8a 611.8  1,299.6  9.0  49.3b

Total  1,319.9  1,128.5  2,448.4  16.9  100.0b

provide “generalized benefits or benefits 
that cannot be closely related to taxes on 
their beneficiaries” (Martinez-Vazquez 
et al. 2006, p. 24) and to the extent that 
consumption (the spending of income) is 
probably more closely related to the benefits 
of public spending than is production (the 
earning of income), “residence-based 
income taxes are probably superior to 
employment-based payroll taxes, and 
destination (consumption)-based sales taxes 
are better than origin (production)-based 
ones” (Martinez-Vazquez et al. 2006, p. 25).

Equity considerations, on the other 
hand, require that the progressive taxes 
(e.g., taxes on personal income and wealth) 
be assigned to the federal government 
which is likewise assigned the expenditure 
responsibilities related to the redistributive 
objective of government (Litvack et al. 
1998). Meanwhile, the administrative 
feasibility criterion indicates that taxes are 
best assigned to the jurisdiction that is able 
to collect them most efficiently in terms of 
both collection and compliance cost. 

Finally, from the perspective of 
securing incentives for local accountability 
to local constituents, the public choice 
strand of the fiscal federalism literature 
(e.g., McLure 1999) emphasizes the 
need to provide subnational units some 

degree of revenue autonomy. The revenue 
autonomy criterion requires that each level 
of government must be assigned sources of 
“own” revenues at whose level they have 
the power to control at the margin (McLure 
1999).5 The link between revenue autonomy 
and accountability is articulated succinctly 
by Bird (1999, p. 9): “If subnational 
governments are expected to act responsibly, 
such governments must be able to increase 
or decrease their revenues by means that 
make them publicly responsible for the 
consequences of their actions.” A similar 
sentiment is expressed by Bahl (1999,  
p. 10): “Voters will hold their elected 
officials more accountable if local public 
services are financed to a significant extent 
from locally imposed taxes, as opposed to 
the case where financing is primarily by 
central government transfers. The tax must 
be visible to local voters, large enough to 
impose a noticeable burden, and the burden 
must not be easily exported to residents 
outside the jurisdiction.” On the other hand, 

5 It should be emphasized that while revenue sharing with 
the central government (e.g., through the internal revenue 
allotment) may provide LGUs with “own” revenues, 
this scheme does not provide revenue autonomy because 
SNGs do not have the power to affect the amount of shared 
revenues they receive. On the other hand, SNGs are said to 
have control over their own revenues when they are able to 
(1) determine the tax rate/s, (2) define the tax base/s, or (3) 
administer tax collection.
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Shah (2007a, p. 9) argues that revenue 
autonomy also provides SNGs incentives to 
allocate their resources more efficiently and 
effectively: “If subnational governments 
are not responsible for raising at least some 
level of their own revenues, they may have 
too little incentive to provide local public 
services in a cost-effective way.”

Provisions related to tax assignment 
in federal constitutions. Constitutions of 
existing federal countries vary relative to the 
manner by which the taxes assigned to the 
different levels of government are specified. 
“Some constitutions are very precise about 
how and which taxing powers are assigned 
to different levels of government. Others, 
by contrast, are vague or simply silent. … 
In some countries, constitutional voids are 
filled by legal interpretation” (Blöchliger 
and Kim 2016, p. 35). For instance, the 
Constitution of Germany sets out detailed 
provisions on the assignment of exclusive 
and shared taxes to the federal government 
and the Länders. In like manner, the 
Constitution of Switzerland contains 
provisions that delineate the taxing powers 
of the federal government and the canton in 
some detail. The same is also largely true of 
the Constitution of India.

In contrast, the only taxing power that 
is specified in the Constitutions of Australia 
and the United States (US) refers to the 
exclusive power of the federal government 
to impose custom duties and excises. Aside 
from this, these constitutions assign the 
federal government unspecified taxing 
powers while providing that provinces/
states will retain all the taxing powers they 
enjoyed prior to the formation of their 
respective federation. The Constitution of 
Mexico, on the other hand, specifies the 
taxing powers of the federal government 

but is quiet with regard to the taxing 
powers of the state. Meanwhile, the 
Constitution of Belgium provides both the 
federal government and the communities/
regions open-ended taxing authorities; 
thus, the authority to impose a tax on most 
subject matters may be considered as a  
concurrent power.

Related to this, Martinez-Vazquez 
et al. (2006, p. 25) cautions: “Excessive 
subnational latitude in the choice of tax 
bases and in tax administration can create 
unacceptable complexity and administrative 
burdens, as well as inequities and distortions 
in the allocation of resources.” For 
instance, in the US, the courts have had to 
perform the task of reconciling alternative 
interpretation of the various constitutional 
provisions related to taxation.

The constitutions of some federal 
countries (e.g., Argentina and Germany) 
contain provisions governing the sharing 
of the revenues from certain specified 
taxes between the different levels of 
government. In contrast, in other countries 
(e.g., Australia), tax sharing is provided 
in ordinary law. In some countries (e.g., 
South Africa and Spain), their constitutions 
provide for the creation of an independent 
body tasked to set and adjust tax shares 
(Blöchliger and Kim 2016).

It is also notable that some constitutions 
include provisions that state certain 
important principles of taxation. Such 
provisions have the potential of providing 
some clarity in areas where there is lack 
thereof. For example, Article 127 of the 
Swiss Constitution says: “Principles of 
taxation. (1) The main structural features 
of any tax, in particular those liable to 
pay tax, the object of the tax and its 
assessment, are regulated by law. (2) 
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Provided the nature of the tax permits it, the 
principles of universality and uniformity 
of taxation as well as the principle of 
taxation according to ability to pay are 
applied. (3) Intercantonal double taxation6  
is prohibited.” 

In sum. As with the assignment of 
expenditure responsibilities, there is no 
single best assignment of taxing powers 
in the sense of which particular taxes 
are assigned to the different levels of 
government. Oftentimes, the guidance 
provided by economic efficiency, equity, and 
administrative feasibility considerations are 
not consistent with each other. However, the 
revenue autonomy criterion appears to be of 
primordial importance in creating the right 
incentives for local accountability. Again, 
as with the assignment of expenditure 
responsibilities, greater clarity in the 
distribution of taxing powers between the 
central government and SNGs is critical.

Deficiencies in revenue/tax assignment  
under the 1991 LGC
Philippine fiscal decentralization to 
date is characterized by weak revenue 
autonomy. The low local tax-to-GDP 
ratio and own-source revenue (OSR)-to-
GDP ratio of all LGUs in the aggregate, 
as well as their heavy reliance on fiscal 
transfers, particularly the internal revenue 
allotment (IRA), is indicative of the low 
degree of revenue autonomy of the LGU 
sector in the country during the post-
LGC period. As a result, accountability at 
the local level is likely to continue to be 

6 “Double taxation results from the overlapping of 
different taxation authorities. Consequently, the taxpayer 
is simultaneously subject to the same or similar taxes on 
the same tax object by different tax jurisdictions and for 
the same tax period” (Swiss Federal Tax Administration 
2016, p. 8).

rather weak. Given this, it is not surprising 
that the Philippine Development Plan  
2016–2020 has reiterated the call for the 
strengthening of local accountability. 

The improvement in the OSR 
effort of LGUs under the 1991 LGC is 
fairly modest, with OSRs for all LGUs 
in the aggregate rising by only a slim 
margin from 0.7 percent of GDP in  
1985–1991 to 1.2 percent of GDP in 
1992–2016 (Table 3.5). The increase in 
LGU OSRs is also more limited when 
compared to the expansion in the IRA and 
other external sources of LGU income. 
Consequently, LGUs in the aggregate have 
become less self-reliant (and, therefore, 
less revenue autonomous) with LGU OSR 
accounting for a smaller proportion of 
total LGU income in the post-LGC period 
(34%) relative to the pre-LGC period 
(50%) (Table 3.5). Because of this, many 
analysts (e.g., Manasan 2007; Llanto 2012) 
give the 1991 LGC a low score in terms 
of the revenue autonomy criterion so that 
downward accountability at the local level 
is likely to be deficient.

Weak local revenue autonomy and 
high IRA dependency are manifested by 
all levels of local governments but is more 
muted in the case of cities. Moreover, local 
revenue autonomy has deteriorated with the 
implementation of the 1991 LGC in the case 
of both cities and municipalities. To wit, the 
share of OSR in total LGU income of cities 
and municipalities declined from 63 percent 
and 47 percent, respectively, in 1985–1991 to  
54 percent and 22 percent, respectively, in 
1992–2016. While the revenue autonomy 
of provinces has remained practically 
unchanged before and after the enactment 
of the LGC, provinces are the least self-
reliant, with their OSR accounting for only  
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16 percent of their total LGU income 
(Table 3.5).

After the initial upswell in the early 
years of LGC implementation, LGU OSR, 
in general, and local taxes, in particular, 
have started to show signs of stagnation, 
if not deterioration, in 2000–2013, with 
exception of some slight improvement in 
2014–2016. In particular, after increasing 
almost imperceptibly from 0.14 percent 
of GDP in 1991 to 0.15 percent of GDP 
in 1993–2000, the OSR of all provinces 
in the aggregate deteriorated to an average 
of 0.14 percent of GDP in 2001–2013 
(back to pre-LGC level) before rising to  
0.16 percent of GDP in 2014–2016 (Figure 
3.1). In like manner, the OSR of all 
municipalities in the aggregate increased 
from 0.33 percent of GDP in 1991 to an 

average of 0.38 percent in 1993–2000 but 
dipped to an average of 0.23 percent of 
GDP in 2001–2016, a level even lower than 
the average in pre-LGC period. In contrast, 
the OSR of all cities as a group increased 
steadily in the post-LGC period. To wit, it 
went up from 0.20 percent of GDP in 1991 
to a peak of 0.61 percent of GDP in 1992–
2013 and subsequently to 0.67 percent of 
GDP in 2014–2016. 

Low local revenue autonomy may 
be attributed to (1) limited local taxing 
authority particularly with respect to rate 
setting, (2) limited revenue productivity of 
assigned local tax bases, and (3) less than 
optimal utilization of local taxing powers 
by LGU officials.

First, LGU tax authority under the 1991 
LGC is limited with respect to their power to 

1985–1991 1992–2016
Provinces Cities Municipalities All LGUs Provinces Cities Municipalities All LGUs

Percent of gross domestic product

LGU own-source 
revenue 0.14 0.31 0.27 0.72 0.14 0.77 0.24 1.15

Local tax 0.07 0.22 0.18 0.48 0.07 0.62 0.15 0.84
Real property tax 0.06 0.13 0.11 0.29 0.05 0.26 0.06 0.37
Local business tax 0.07 0.06 0.13 0.30 0.07 0.36
Percent of total LGU tax
Real property tax 80.5 56.9 58.2 61.0 73.8 41.1 43.3 44.4
Local business tax 0.0 31.9 33.3 27.8 48.2 44.0 42.3
Percent of provinces/cities/municipalities to all LGUs
LGU own-source 
revenue 19.7 42.7 37.6 100.0 12.2 66.7 21.1 100.0

Local tax 15.2 46.8 38.0 100.0 8.7 73.7 17.6 100.0
Real property tax 20.1 43.6 36.3 100.0 14.5 68.3 17.2 100.0
Local business tax 54.1 45.9 100.0 82.1 17.9 100.0
Own-source revenue to 
total LGU income ratio 16.2 62.9 47.4 49.5 16.4 54.1 21.8 33.6

Table 3.5
Own-source revenue and local tax revenues for all local government units (LGUs) combined  

in pre-1991 Local Government Code (LGC) and post-1991 LGC period, by level of local government

Source: Author’s estimates based on data from the annual financial reports on local governments of the Commission on Audit (COA)
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set tax rates. The LGC or the code explicitly 
enumerates 11 taxes that LGUs may impose 
(Table 3.6). In addition to these 11 taxes, 
Section 186 of the code also gives LGUs the 
power to levy other taxes, fees, or charges 
“on any base or subject not otherwise 
specifically enumerated herein or taxed 
under the provisions of the National Internal 
Revenue Code”. In contrast, Section 133 of 
the LGC contains the common limitations 
on the taxing powers of the LGUs, i.e., the 
taxes, fees, and charges that all LGUs are 
specifically not allowed to levy.

The low score of the 1991 LGC in terms 
of the revenue autonomy criterion has been 
primarily ascribed to the limited power of 
LGUs to set local tax rates (Manasan 2005; 
ADB and AFD 2012; Diokno 2012). One, 
the code fixes the tax rate of some of the 
taxes that are assigned to LGUs (like the 
Special Education Fund, real property tax 
[RPT], and the community tax). Two, while 
LGUs do have some discretion in setting 

tax rates in the case of other local taxes, the 
code sets limits (i.e., floors and ceilings) 
on the tax rates that LGUs may impose. 
Moreover, the maximum allowable rates 
appear to be low. For instance, although the 
LGC raised the ceiling rate for real property 
taxation at the provincial level from 0.5 to  
1 percent, it withdrew the power of 
municipalities7 to impose such tax, thus 
maintaining the effective RPT rate in 
provincial municipalities at the pre-LGC 
level (Manasan 1992). In terms of real 
property assessment levels, the LGC set 
maximum assessment rates for different 
classes of property, whereas the levels 
themselves were fixed in the pre-LGC period. 
The maximum assessment rates set under the 
LGC are no higher and often significantly 
lower than the fixed assessment rates in the 

7 Municipalities in Metro Manila are still allowed to 
impose RPTs.

Figure 3.1
Own-source revenue of local government units as percentage of gross domestic product, 

by level of local government, 1991–2016

Source: Author’s estimates based on data from the annual financial reports on local governments of 
the COA
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pre-LGC period,8 thereby resulting in the 
reduction in the effective assessment levels 
of residential land, all types of buildings, 
and all types of machinery, leading to a 
potentially substantial reduction in RPT 
revenues. Three, the code mandates that 
tax rates can only be adjusted once in five 
years and by no more than 10 percent. This 
provision is particularly restrictive in the 
case of taxes (like the professional tax and 
the tax on delivery vans and trucks) whose 
rates are specified in nominal peso terms. 
Clearly, the resulting adjustments will not 
allow LGUs to maintain the real value of 
their revenues.

Second, the revenue productivity of the 
local tax bases assigned to LGUs under the 
1991 LGC is likewise limited. The 1991 
LGC authorizes LGUs to levy local taxes on 
a good number of tax bases (including some 

8 The LGC also provided for the exemption of residential 
buildings with market value below PHP 175,000 from real 
property taxation. 

Cities Provinces Municipalities Barangays

On business x x x

On real property x x a a

On idle lands x x

On transfer of real property ownership x x

On business of printing and publication x x

On franchise x x

On sand, gravel, and other quarry resources x x a a

On amusement places x x a

On professionals x x

On delivery vans and trucks x x

On community tax x x b

Table 3.6
Taxes assigned to provinces, cities, municipalities, and barangays 

under the 1991 Local Government Code

a = Shares in proceeds of levy of province
b = Shares in proceeds of levy of municipalities/cities
Source: Manasan (2007)

which were not allowed under Presidential 
Decrees (PD) 231 and 464 during the pre-
LGC period, like banks and other financial 
institutions, and printing/publication). 
However, despite these changes, the size of 
the tax base outside of the RPT and the local 
business tax is not significant as the bulk of 
the productive tax bases still rests with the 
central government. This point is illustrated 
starkly in Figure 3.2 which shows how small 
LGU tax revenues (which never breached  
1 percent of GDP in 1991–2016) are relative 
to national government tax revenues 
(which ranged from 12% to 15% of GDP 
during the same period) when measured 
in terms of GDP. Thus, the increase in the 
share of LGUs in total tax revenues of the 
general government between the pre-LGC 
and the post LGC period is modest, from  
4.0 percent in 1985–1991 to an average of 
6.0 percent in 1992–2016. 

Only two of the taxes that are assigned 
to LGUs are actually important in terms 
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GDP in 1992–2000, local tax revenue of all 
provinces in the aggregate gradually dipped 
to 0.06 percent of GDP in 2014–2016, a level 
that is even slightly lower than its 1991 level 
(Figure 3.3). In like manner, after increasing 
sharply from 0.21 percent of GDP in 1991 to  
0.41 percent of GDP in 1993, local tax 
revenue of all municipalities combined 
persistently declined to 0.12 percent of 
GDP in 2016. On the other hand, local tax 
revenue of cities has exhibited an upward 
trend from a low of 0.23 percent of GDP in 
1991 to an average of 0.69 percent of GDP 
in 2014–2016. It appears that the LGC has 
redistributed local tax bases away from 
provinces and municipalities in favor of 
cities. Thus, the share of cities in local tax 
revenues of all LGUs combined increased 
from 47 percent in 1985–1991 to 74 percent 
in 1992–2016, while the share of provinces 
in local tax revenues of all LGUs combined 
decreased from 16 percent to an average 

of revenue yield. In 1985–1991, prior 
to the implementation of the LGC, RPT 
contributed the bulk (61%) of total local 
tax revenues of all LGUs in the aggregate, 
followed by the local business tax (28%) 
while other taxes accounted for the 
remainder (11%). In 1992–2016, the local 
business tax gained more importance with 
the share of local business tax and RPT 
in total local tax revenues about equal at 
44 percent and 42 percent, respectively, 
while the share of other taxes went up to 
13 percent.

The inadequacy of the tax bases 
assigned to LGUs is most pronounced in 
the case of provinces and municipalities. 
The local tax-to-GDP ratio of provinces 
is not only the lowest among all levels of 
local government, but has also shown a 
declining trend in more recent years. To wit, 
after increasing from 0.07 percent of GDP 
in 1991 to an average of 0.10 percent of 

Figure 3.2
Tax revenues of national government and local government unit 

as percentage of the gross domestic product, 1991–2016

Source: Author’s estimates based on data from the annual financial reports on local governments of 
the COA and from the Bureau of the Treasury for national government
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of 9 percent in 2009–2013, and that of 
municipalities contracted from 37 percent to  
18 percent (Table 3.5).

It is also notable that there are significant 
differences in the degree of self-reliance 
of LGUs across regions (see last column 
of Table 3.7), a reflection perhaps of the 
varying level of economic development 
across the regions. When all LGUs in a 
region are taken as a group, LGUs in the 
NCR, Region IV-A, and Region III are found 
to be the most self-reliant in 2016, posting 
OSR–to–total-LGU-income ratios of  
78 percent, 41 percent, and 31 percent, 
respectively. In contrast, LGUs in the 
Autonomous Region in Muslim Mindanao 
(ARMM), Region IV-B, and Region VIII 
are ranked poorly in this regard, with OSR-
to-total-LGU-income ratios of 2.1, 13.8, 
and 14.7 percent, respectively.

The differences in the revenue 
performance of provinces, cities, and 
municipalities may partly be explained 

by differences in their tax bases as well as 
differences in their taxing powers. Being 
more urbanized and having economies 
that are more market based, the tax base 
of cities tends to be more buoyant when 
compared to those of municipalities and 
provinces. However, the changes in the 
OSR effort of cities may also be explained 
by the reclassification (i.e., the conversion) 
of a significant number of municipalities 
into cities in more recent years. Manasan 
(2007) compared the revenue effort of the 
original 60 cities at the time the code was 
enacted with the revenue effort of all cities 
(including those that have been converted 
from municipalities into cities following 
the implementation of the code) and found 
that almost all improvement in the revenue 
effort of all cities in the aggregate in the last 
half of the 1990s and early 2000s is due to 
the latter factor.

Third, earlier studies have pointed out 
that LGUs have not fully maximized the 

Figure 3.3
Local tax revenues as percentage of gross domestic product,  

by level of local government, 1991–2016

Source: Author’s estimates based on data from the annual financial reports on local governments of 
the COA
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utilization of the local taxing powers that 
have been assigned to them under the LGC 
(Manasan 2005, 2007; Taliercio 2005). First, 
many of the personnel assigned to the tax 
division are not technically well equipped 
for their tasks. Very few of these units have 
certified public accountants in their rolls, 
thereby impairing their audit capability. 
Also, not many LGUs have computerized 
the assessment and collection functions 
of their local treasurers office. Two, the 
LGC prescribes different tax rate schedules 
for different categories of firms. This 
situation tends to increase administrative 
and compliance costs and further strains 
the capacity of an already weak local tax 
administration (Taliercio 2005). Three, 

many LGU officials tend not to fully utilize 
the tax powers assigned to them. For 
instance, as of the end of 2015, the schedule 
of fair market values of real properties was 
up-to-date in only a small number of LGUs, 
22 percent of all provinces and 7 percent 
of cities.9 Also, few LGUs have revised 
their local tax codes since 1992 despite 
the fact that the rates of some taxes are 
not indexed to inflation. This development 
is reportedly due to resistance on the part 
of either the local chief executive or the 
local Sanggunian (or both) to increase the 
tax rates for fear of a backlash from their 

9 The code mandates that LGUs conduct a general revision 
of market values once every three years with the first one 
taking effect in 1994.

Region Real  
Property Tax

Local  
Business Tax

Own-Source 
Revenue

Own-Source 
Revenue Percentage 

Distribution

Own-Source Revenue  
as Percentage of Total Income  

of Local Government Unit
 NCR  21,288  38,664  74,554  41.1  78.5 
 CAR  518  527  2,378  1.3  15.5 
 I  1,445  1,419  6,543  3.6  18.9 
 II  627  928  3,572  2.0  15.9 
 III  5,135  4,900  15,397  8.5  31.0 
 IV-A 10,395  9,215  26,973  14.9  40.7 
 IV-B  496  669  2,578  1.4  13.8 
 V  866  1,003  4,044  2.2  16.1
 VI  2,369  1,881  9,097  5.0  23.9 
 VII  2,436  3,895  11,184  6.2  28.3 
 VIII  527  590  3,590  2.0  14.7 
 IX  474  607  2,737  1.5  15.4 
 X  1,413  1,683  6,027  3.3  23.5
 XI  1,517  2,245  6,500  3.6  27.0 
 XII  811  832  3,431  1.9  17.0 
 Caraga  473  752  2,661  1.5  14.8 
 ARMM  40  151  337  0.2  2.1 
 All  50,829  66,028  181,603  100.0  33.8 

Table 3.7
Own-source revenue performance of local government units, by region, 2016 (in PHP million)

NCR = National Capital Region; CAR = Cordillera Administrative Region; ARMM = Autonomous Region in Muslim Mindanao
Source: Bureau of Local Government Finance
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constituents during election. It may also 
be due to the disincentive effect of the IRA 
distribution formula on local tax effort 
(Manasan 2007).10

Thus, reform in the area of revenue 
assignment need to be focused on enhancing 
LGUs’ revenue autonomy by assigning 
them more taxes whose rates and bases they 
can control. In this manner, LGUs will have 
the incentive to allocate public funds and 
deliver services in an effective and efficient 
manner. Greater downward accountability 
of SNGs will also be enhanced. Related 
to this, a number of specific amendments 
to the 1991 LGC have been proposed 
including: (1) transferring the authority 
to approve the schedule of market value 
(SMV) of real properties (which is used 
as the basis of real property taxation) from 
the local Sanggunians to the Department of 
Finance, while still retaining the autonomy 
of provinces and cities to set tax rates and 
assessment levels so as to depoliticize the 
needed adjustments in the RPT tax base, 
if the SMVs of all provinces and cities 
were to be fully updated; (2) simplifying 
the differentiated and graduated local 
business tax structure that currently applies 
to different types of business enterprises 
to a single flat tax rate not exceeding  
1.5 percent of their gross receipts/sales, a 
recommendation that is justified on the 
grounds that the different graduated local 
business tax rate schedule for different 
types of businesses complicates local tax 
administration and provides a venue for tax 
evasion; (3) finding a pragmatic solution to 

10 This finding is based on a regression analysis of per 
capita local tax revenue on per capita household income 
(as a proxy for the local tax base) and per capita IRA (as a 
way to check whether intergovernmental grants stimulate or 
substitute for local government revenue effort) using panel 
data for provinces, cities, and municipalities for 1995–2000.

the situs issue in the local business tax;11 
and (4) expanding the taxing powers of 
provinces by allowing them to impose a 
surcharge on the national personal income 
tax (Manasan and Avila 2014).

Local taxation and the cost of doing 
business. More recently, the business sector 
has called for greater clarity on the taxing 
powers of LGUs. Section 18 of the 1991 
LGC gives LGUs the power and authority to 
create their own sources of revenues and to 
levy taxes, fees, and charges, provided they 
do not impose a specified list of taxes levied 
by the central government. Perhaps because 
of their desire to raise revenues on their own, 
some LGUs have decided to raise permit 
fees and licenses that are at times deemed 
to be excessive by the business sector and 
to impose taxes on bases that are otherwise 
reserved for the central government. This 
practice has led to numerous disagreements 
between the LGUs and the business sector 
that have oftentimes ended in court and 
added to the cost of doing business and 
introduced greater uncertainty in the local 
business environment.

Possible design option for tax assignment 
for the proposed federal government 
Given this background, the following 
illustrative design option for the assignment 
of taxing powers puts emphasis on enhancing 
the revenue autonomy of subnational units 

11 While the LGC authorizes all cities and municipalities 
to levy the local business tax on the gross receipts of all 
businesses that operate in their jurisdiction, many firms, 
especially those whose operations are vertically integrated, 
choose to pay the local business tax on the basis of their 
consolidated financial statement in the city/municipality 
where their head office is located. As a result, LGUs which 
host the plants, branches, warehouses, sales offices, etc., of 
these vertically integrated businesses find it difficult to secure 
their rightful share in the local business tax paid by the head 
office of these businesses. It has also magnified the inequality 
in the distribution of OSRs of LGUs across regions.
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by giving regional governments the power 
to impose/levy.
1. A residence-based surtax on personal 

income tax, say, 1 percent of taxable 
personal income of residents; 
this measure is estimated to yield  
PHP 19 billion a year in 2016 prices.

2. The motor vehicle user’s charge 
(MVUC) and drivers’ license fees 
which are assigned to the central 
government at present;12 this measure 
is estimated to generate PHP 13 billion 
a year in 2016 prices (Table 3.8).

It should be emphasized that these 
two measures need not increase the total 
tax burden overall. With respect to item 
(1), the federal government may reduce 
the personal income tax rate in order to 
give regional governments more space 
to exercise more control over their OSR. 
On the other hand, item (2) is a tax that is 
currently being collected by the national 
government. Essentially, the proposal 
is intended to transfer the power to levy 
and collect the MVUC from the central 
government to regional governments 
without necessarily increasing tax rates. 
Taken together, the two proposed measures 
will increase total OSRs of SNGs by  
19 percent. Despite this, total projected 
SNG OSRs inclusive of these two measures 
represent 19 percent of the total cost of 
expenditures assigned to SNG, even lower 
than the 44-percent share of LGU OSRs in 
total LGU expenditures in 2016.

Table 3.8 also presents the likely 
distribution of revenues from these 

12 The transfer of the MVUC from the central government to 
regional governments may be justified from the perspective of 
benefit taxation, since proceeds from the tax are conceivably 
used to finance the maintenance of regional and local roads.

taxes across the different regional or 
state governments, assuming that their 
jurisdictions will coincide with the existing 
administrative regions. Ideally, this table 
should reflect fiscal capacity which may be 
measured in terms of potential revenue, not 
actual collections as it does right now.13

These figures highlight the importance 
of further enhancing the revenue autonomy 
of SNG moving forward. In this regard, 
the possibility of transferring the authority 
to levy the excise tax on sin products 
to regional governments appears to be 
justified, given that it is the regional 
governments which bear the burden of the 
health-care costs related to smoking and 
the consumption of alcoholic beverages. 
In like manner, the authority to levy the 
excise taxes on gasoline and diesel may 
also be transferred to regional governments 
which are responsible for maintaining 
regional and local roads. Needless to say, 
if the power to levy said taxes are indeed 
transferred to regional governments, the 
manner of collecting these excise will have 
to change—from collection upon removal 
of products from the factory, to collection 
at point of final sale. The administrative 
feasibility of such a change will require 
further study.

Alternatively, the proposed assignment 
of expenditure responsibilities shown in 
Table 3.3 may be revisited with the end in 
view of moving some of the functions in the 
shared powers list to the list of exclusive 
federal powers.

13 For Table 3.8, actual collections of MVUC at the 
national level are distributed across regions on the basis 
of the number of registered motor vehicles in the regions. 
On the other hand, the revenues from the proposed surtax 
on personal income tax are estimated based on personal 
household income from the Family Income and Expenditure 
Survey in the regions.



72  Designing the Fiscal Features of a Federal System of Government

Intergovernmental fiscal transfers
Intergovernmental transfers of one form 
or another14 are ubiquitous in all federal 

14 Intergovernmental transfers may take various forms: (1) 
unconditional or general-purpose grants, (2) conditional 
matching grants which delimit the use of the grant to 
prespecified activities and which require counterpart 
financing on the part of SNGs, and (3) conditional 
nonmatching grants which delimit the use of the grant to 
prespecified activities and which do not require counterpart 
financing on the part of SNGs. Differences in the form that 
intergovernmental transfers take result in differences in the 
way they affect the behavior of subnational units.

and decentralized unitary states, generally 
serving as the primary instrument in the 
attainment of the following objectives: 
• To close the vertical fiscal gap 
• To compensate for the disparities in the 

fiscal capacities and expenditure needs 
of SNGs 

• To assist the federal governments 
influence SNG spending toward 
meeting national government objectives 
in areas of low local priority

Region Proposed New Taxes 2016 Total 
Own-Source 

Revenue 
(existing 

under Local 
Government 

Code)

Own-Source 
Revenue 

Percentage 
Distribution

Projected 
Revenues 
from Old 
Revenue 

Sources +  
New Taxes

Percentage 
Distribution1-percent 

Personal 
Income Tax 

Surtax

Motor Vehicle 
Registration

Percentage 
Distribution 

of New Taxes 
Combined

NCR  5,641  5,075  33.5  74,554  41.1  85,270  39.9 

CAR  345  240  1.8  2,378  1.3  2,963  1.4 

I  609  511  3.5  6,543  3.6  7,663  3.6 

II  637  320  3.0  3,572  2.0  4,529  2.1 

III  2,348  1,634  12.4  15,397  8.5  19,380  9.1 

IV-A  2,283  1,591  12.1  26,973  14.9  30,847  14.4 

IV-B  631  103  2.3  2,578  1.4  3,312  1.6 

V  358  261  1.9  4,044  2.2  4,663  2.2 

VI  985  651  5.1  9,097  5.0  10,734  5.0 

VII  1,110  952  6.4  11,184  6.2  13,246  6.2 

VIII  571  199  2.4  3,590  2.0  4,360  2.0 

IX  494  341  2.6  2,737  1.5  3,572  1.7 

X  690  396  3.4  6,027  3.3  7,113  3.3 

XI  900  454  4.2  6,500  3.6  7,853  3.7 

XII  553  477  3.2  3,467  1.9  4,497  2.1 

XIII  351  162  1.6  2,661  1.5  3,174  1.5 

ARMM  116  0.4  301  0.2  416  0.2 

Philippines  18,624  13,367  100.0  181,603  100.0  213,594  100.0 

Table 3.8
Projected subnational government revenues aggregated at the regional government level (in PHP million)

NCR = National Capital Region; CAR = Cordillera Administrative Region; ARMM = Autonomous Region in Muslim Mindanao
Source: Author’s estimates
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• To ensure common minimum standards 
in quality, access, and level of service 
in certain service areas

Because intergovernmental transfers 
create incentives that affect the efficiency 
and effectiveness of local public service 
provision and the accountability of SNGs, 
the importance of their design cannot be 
overemphasized. In this regard, the fiscal 
federalism literature indicates the need to 
use the type of transfer that is consistent 
with the objective that it is meant to achieve. 
Conversely, the use of a single type of grant 
to address multiple objectives will likely 
result in failure to achieve most of these 
objectives (Shah 2007a).

One, in many decentralized economies, 
a vertical fiscal gap (which results when the 
revenue capacity of SNGs as a group falls 
short of their expenditure responsibilities) is 
evident. Such gaps have been attributed to 
one or some combination of the following 
reasons: (1) inappropriate assignment of 
responsibilities, (2) centralization of taxing 
powers, (3) SNGs’ pursuit of wasteful 
tax competition policies, or (4) lack of 
tax room at the subnational orders due to 
heavier tax burdens imposed by the national 
government (Shah 1991). In principle, 
vertical fiscal gaps are best addressed 
by expenditure and/or tax reassignment, 
including tax-base sharing. Moreover, the 
fiscal federalism literature cautions that 
while unconditional transfers/revenue 
sharing may also be considered to rectify 
the situation, this policy alternative tends 
to weaken local accountability to taxpayers.

Two, horizontal fiscal gaps, or 
disparities in fiscal capacity, across regions 
are largely driven by variations in the 
economic base available to the regions as 

a result of the uneven level of economic 
development across regional jurisdictions 
(Table 3.1). However, the fiscal capacity 
of regional governments may also diverge 
because of differences in their ability to 
collect taxes as a result of differences in the 
structure of their local economy (Martinez-
Vazquez and Boex 2000). More urbanized 
jurisdictions whose economies are more 
market based and dependent on the formal 
sector may find it easier to collect the 
business tax than more rural jurisdictions 
whose economies are less market based 
and more dependent on the informal 
sector. On the other hand, variations in 
fiscal needs across regions may result 
from cost differentials due to differences in 
geographic conditions, poverty incidence, 
and demographic composition.

In the fiscal federalism literature, the 
use of equalization transfers to compensate 
for disparities in the net fiscal capacity of 
SNGs is justified on equity and efficiency 
grounds. On one hand, the inability of SNGs 
to “provide comparable levels of public 
services at comparable rates of taxation” 
weakens social cohesion and may be 
politically divisive (Boadway 2007, p. 59). 
On the other hand, disparities in net fiscal 
capacities across regions create incentives 
for fiscally induced migration which, in 
turn, results in the inefficient allocation of 
labor and capital across regions.

Equalization transfers aim to reduce, if 
not fully eliminate, differences in net fiscal 
capacities by equalizing fiscal capacity, as 
measured by “potential revenues that can 
be obtained from the tax bases assigned 
to the region if an average level of effort 
is applied to those tax bases” (Martinez-
Vazquez and Boex 2000, p. 15), to a 
specified standard and by providing 
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compensation for differential expenditure 
needs across regions. As such, equalization 
transfers provide more resources to regions/
states with lower fiscal capacity relative 
to their expenditure needs. Ideally, the 
equalization standard will determine the 
total pool of funds for the transfer as well 
as the allocation among recipient units. 
Shah (2007b) further underscores the need 
for a national consensus on the standard of 
equalization for the sustainability of any 
equalization program.

Martinez-Vazquez and Boex (2000, 
pp. 19–20) enumerate the following 
principles that should guide the design of 
equalization grants. 
• The transfers should take the form 

of unconditional lump-sum grants 
because “the objective of equalization 
is best served by providing subnational 
governments with the equivalent of 
their own revenues, which in principle 

they can use without any limitations 
or constraints.”

• The transfer should “not create negative 
incentives for revenue mobilization 
by subnational governments, neither 
should they induce inefficient 
expenditure choices… In order to avoid 
these negative incentives, it is critically 
important that the formulas do not 
try to equalize actual revenues and 
expenditures but instead fiscal capacity 
and expenditure needs.”15

• The equalization formula should be 
simple and transparent so that it is easily 
understood by all stakeholders and “not 

15 Expenditure needs refer to the amount of funding necessary 
to cover the costs of providing all the responsibilities 
assigned to the SNG at a standard level of service provision 
taking into account “differences in needs arising from 
different demographic profiles (percent of the population 
of school age or retired), geographical and climatological 
conditions, incidence of poverty and unemployment, and so 
on” (Martinez-Vazquez and Boex 2000, p. 21).

By Patrick Roque. https://en.wikipedia.org/wiki/File:Bangko_Sentral_ng_Pilipinas_(BSP)... .jpg
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be subject to political manipulation or 
negotiation in any of its aspects”.

• Introduction of equalization transfers 
should include “hold harmless” or 
grandfathering provisions to ensure that 
there is no diminution in the amount of 
unconditional transfers received by all 
subnational units relative to the pre-
reform period. 

While there is agreement in the literature 
that, in principle, equalization transfers 
should equalize net fiscal capacity of SNGs, 
the design of equalization transfers actually 
used by different countries shows some 
variation with respect to the inclusion of the 
two components of net fiscal capacity in the 
equalization formula. Some countries like 
Australia and Switzerland incorporate fiscal 
capacity and expenditure need in the design 
of their equalization transfers. In contrast, 
other countries like Canada and Germany 
do not include compensation for differences 
in expenditure need in the design of their 
equalization transfers. Related to this, Shah 
(2007b) proposes that, given the practical 
difficulties in implementing expenditure 
needs equalization, equalization transfers 
focus solely on the equalization of fiscal 
capacity to an explicit standard and that 
fiscal need compensation be undertaken 
through specific-purpose transfers for 
merit goods.

Three, intergovernmental transfers are 
also used for the purpose of assisting the 
achievement of national objectives when 
spending authority has been decentralized. 
There are instances when the central 
government deems it necessary to set 
national minimum standards for certain 
public services which have been assigned 
to SNGs because these standards serve 

a national equity objective or assist in 
the preservation of the internal common 
market. Education, health, and social 
welfare services are commonly viewed as 
merit goods and, as such, there is demand 
for common minimum standards in quality, 
access, and level of service. On the other 
hand, the proper maintenance of the road 
network may be deemed important to ensure 
the free flow of goods and services across 
regional boundaries. The fiscal federalism 
literature suggests that conditional output-
based nonmatching grants with conditions 
on standards of service and access are 
most appropriate in ensuring that SNGs 
do not underprovide merit goods. On the 
other hand, conditional capital grants with 
matching rates that vary inversely with local 
fiscal capacity are considered most suitable 
to address local infrastructure deficiencies 
that affect the functioning of the internal 
common market. 

Provisions related to intergovernmental 
transfers in federal constitutions. 
Intergovernmental transfers is not a subject 
matter that is found in the constitutions 
of all countries with a federal system of 
government despite the prevalence of 
vertical and horizontal fiscal gaps. For 
instance, the US Constitution is absolutely 
silent about intergovernmental transfers of 
any kind despite the widespread use of the 
federal government’s power of the purse 
or spending power to influence state-level 
governments’ spending priorities (Shah 
1991). The same is true in Mexico.

The constitutional provisions related 
to intergovernmental transfers in federal 
countries also differ with respect to the 
purpose of said transfers. For example, the 
provision on intergovernmental transfers in 
the Australian Constitution is rather open-
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ended with the federal-level parliament 
being given the power to grant financial 
assistance to any state on such terms and 
conditions as the former sees fit.16

In contrast, the Swiss and German 
Constitutions contain provisions that 
differentiate intergovernmental transfers 
with respect to the objectives that these 
grants are meant to support. For instance, the 
German Constitution contains a provision 
which enables the federal government 
to extend capital grants to SNGs for 
economic stabilization purposes.17 On the 
other hand, both the German and the Swiss 
Constitutions have provisions that allow 
their federal governments to use transfers 
in the pursuit of national level objectives.18 
Finally, the constitutions of both countries 
provide for equalization transfers. In the 
case of Germany, equalization transfers 
are intended to be distributed in a manner 
that “will establish a fair balance, avoid 
excessive burdens on taxpayers, and ensure 
uniformity of living standards throughout 
the federal territory”. In comparison, 
equalization transfer under the Swiss 
Constitution are intended to: “(i) reduce 
the differences in financial capacity among 

16 Australia’s fiscal equalization transfers, one of few such 
transfers in the world that considers both revenue capacity 
and expenditure needs, is not constitutionally guaranteed 
but is instead enacted under ordinary legislation.
17 Article 104b of the German Constitution provides that the 
federal government may give capital grants to the Länder 
and municipalities for the purpose of averting a disturbance 
of the overall economic equilibrium or for promoting 
economic growth.
18 Article 104a of the German Constitution provides that 
when the Länders act on federal commission (i.e., when 
the Länders implement functions that are inherently the 
responsibility of the federal government), the federal 
government is responsible for financing the resulting 
expenditures. On the other hand, Article 46(2) of the 
Swiss Constitution provides that the cantons may 
implement programs that receive financial support from 
the confederation when there is agreement between the 
confederation and the cantons that said programs are needed 
to fulfill specific goals.

the cantons; (ii) guarantee the cantons 
a minimum level of financial resources; 
(iii) compensate for excessive financial 
burdens on individual cantons due to 
geotopographical or sociodemographic 
factors; (iv) encourage intercantonal 
cooperation on burden equalization; (v) 
maintain the tax competitiveness of the 
cantons by national and international 
comparison” (Article 135). In both cases, 
the scheme may be considered fraternal in 
nature in the sense that the transfer payments 
are financed partly from the contributions 
of the richer Länders/cantons and partly by 
the federal government.

Equalization transfers are also 
guaranteed in the Constitutions of Canada 
and South Africa. The Constitution of 
Canada states this guarantee in unequivocal 
terms: “Parliament and the government of 
Canada are committed to the principle of 
making equalization payments to ensure 
that provincial governments have sufficient 
revenues to provide reasonably comparable 
levels of public services at reasonably 
comparable levels of taxation.”19 On the 
other hand, the Constitution of South 
Africa requires an independent council 
for the crafting and implementation of 
its equalization policy (Blöchliger and 
Kim 2016).20

Meanwhile, the Constitution of 
Argentina includes a provision which allows 
its National Treasury to grant subsidies to 
provinces whose incomes fall short of their 
ordinary expenses. This is perhaps one of 

19 This definition is perhaps the closest to the economic 
definition of equalization transfers.
20 The Commonwealth Grants Commission was established 
in 1933 under the Commonwealth Grants Commission Act 
to recommend how the revenues raised from the goods and 
services tax should be distributed to the states and territories 
to achieve horizontal fiscal equalization.
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the surest ways to disincentivize sound 
fiscal management.

Deficiencies in intergovernmental transfer 
arrangements under the 1991 LGC
The IRA, a formula-based block grant, 
accounts for the bulk (94%–99%) of all 
national government transfers to LGUs 
in 1994–2014. Most of the remaining 
transfers come in the form of derivation-
based special share of LGUs in other taxes, 
like the excise tax on tobacco products, 
and the value-added tax and origin-based 
LGU share in national government income 
from the exploitation of natural resources. 
In addition, LGUs also receive sector-
specific categorical/matching grants that 
are administered by a number of sectoral 
national government agencies and the 
Department of the Interior and Local 
Government (DILG). 

The 1991 LGC increased the 
aggregate IRA from a maximum of  
20 percent of total collections from national 
internal revenue taxes, three years prior 
to the current year as mandated under PD 
144, to 40 percent of collections of national 
internal revenue taxes.21 As such, under the 
1991 LGC, the IRA has not only increased 
but has also become a more predictable and 
secure source of funding for LGUs that 
allows them wide discretion in terms of 
spending allocation.22

21 The amount of IRA that was actually appropriated in 
the pre-Code era was 13 percent of net Bureau of Internal 
Revenue tax receipts on the average in 1987–1990.
22 Despite a provision in the 1991 LGC that calls for the 
automatic release of the 40-percent IRA share of LGUs in 
national internal revenue taxes, the national government 
failed to either appropriate or release the designated IRA 
amount in 1998–2004 because of fiscal difficulties faced 
by the national government. However, after two Supreme 
Court rulings that supported the LGU position, one in 2000 
and another one in 2004, a law was passed in 2006 stating 
that, henceforth, the IRA will be automatically appropriated.

Nonetheless, a vertical fiscal imbalance 
is evident after the implementation of the 
1991 LGC given the mismatch between 
tax assignment and intergovernmental 
transfers on the one hand, and expenditure 
assignment, on the other (Manasan and 
Chatterjee 2003). As pointed out earlier, 
the cost burden of expenditure assignment 
under the 1991 LGC weighs more heavily 
on provinces than on municipalities and 
cities, in that order, while tax assignment 
tended to favor cities and municipalities, in 
that order, more than provinces. On the other 
hand, the distribution of the IRA across the 
different levels of LGUs under the 1991 
LGC favors cities and barangays relative 
to provinces and municipalities. Under the 
1991 LGC, the intertier allocation of the 
aggregate IRA is 23 percent to the province,  
23 percent to cities, 34 percent to 
municipalities, and 20 percent to barangays. 
In comparison, the share of provinces 
in the aggregate IRA under PD 144 was 
27 percent, that of cities 22 percent, that 
of municipalities 41 percent, and that of 
barangays 10 percent. Thus, the share 
of provinces and municipalities in the 
aggregate IRA contracted following the 
passage of the 1991 LGC while that of 
cities and barangays expanded. Clearly, 
there appears to be some inconsistency 
in the design of expenditure assignment, 
tax assignment, and intergovernmental 
transfers under the 1991 LGC. 

Because of the higher LGU share in 
national internal revenue taxes under the 
1991 LGC, the IRA rose from 0.5 percent 
of GDP in 1985–1991 to 2.2 percent of 
GDP in 1992–2016, and the contribution of 
the IRA to total LGU income of all LGUs 
combined went up from 35 percent to  
64 percent (Table 3.9). However, because 
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of the assignment of greater taxing powers 
to cities and municipalities and the more 
buoyant local tax base in cities, plus the 
smaller share of provinces in the aggregate 
IRA compared to that of municipalities, 
provinces are more IRA-dependent than 
cities and municipalities in the post-1991 
LGC period.

Another weakness of the IRA design 
pertains to its inability to sufficiently 
equalize the net fiscal capacity of LGUs 
in the sense of providing more resources 
to LGUs with lower revenue capacity 
relative to their needs and less to LGUs 
with greater revenue capacity relative to 
their needs. This follows from the fact that 
the IRA distribution formula only takes 
into account indicators of expenditure 
needs like population and land area and 
does not explicitly consider the revenue-
raising capacity of LGUs. Note that the 
IRA is distributed to specific LGUs within 
each level according to a predetermined 
formula that is based on population 

1985–1991 1992–2016

Percentage of gross domestic product

   All local government units 0.5 2.2

   Provinces 0.2 0.6

   Cities 0.2 0.6

   Municipalities 0.2 0.9

Percentage of local government unit income

   All local government units 36.7 63.9

   Provinces 59.3 79.9

   Cities 33.2 44.2

   Municipalities 38.2 76.2

Table 3.9
Internal revenue allotment as percentage of gross domestic product 

and of total income of local government units 

Source: Author’s estimates based on data from the annual financial reports on local governments of the COA

(50%), land area (25%), and equal sharing 
(25%).23 There is also some evidence 
that the IRA distribution formula was 
counterequalizing in the case of provinces 
and municipalities but was weakly 
equalizing in the case of cities (Manasan 
2003). This finding is still generally 
supported by analysis done for this study 
using more recent data.24

Finally, there is widespread agreement 
among LGU officials that the share of LGUs 
in national taxes is not enough for them 
to deliver the basic services that they are 
responsible for. Thus, there are proposals 
to increase the IRA share from the current  
40 percent of national internal revenue taxes 
to as much as 50 percent of all national 
taxes. Expectedly, said proposals are being 

23 In contrast, the weights used under PD 144 were: 
population (70%), land area (20%), and equal sharing (10%).
24 When 2012 data are used, the distribution of the IRA 
across individual cities and municipalities was found to 
be counterequalizing. On the other hand, the same data set 
shows that the distribution of the IRA across provinces is 
weakly equalizing.
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opposed by the fiscal oversight agencies 
because of fears that they will weaken 
national government control over the fiscal 
aggregates even while doubts have been 
raised as to how well LGUs have performed 
in delivering the services assigned to them 
(Diokno 2012 ). 

The most important reform in the 
area of intergovernmental transfers, from 
the perspective of the country’s past 
experience with decentralization, pertains 
to the need to introduce a new transfer 
mechanism in the form of an equalization 
grant that shall take into account the 
disparities in the revenue-raising capacity 
or revenue potential of LGUs in line with 
their expenditure needs. 

Considerations in the design  
of intergovernmental transfers  
under the proposed federal government
If the proposed design option for the 
assignment of expenditure functions is as 
outlined in the expenditure assignment 
section of this paper, and if the proposed 
design option for the assignment of 
taxing powers is as discussed in the tax/
revenue assignment section, then the 
vertical fiscal gap is estimated to be about 
PHP 1,086 billion, 84 percent of the total 
expenditure needs of SNGs, or 57 percent 
of total revenues from national government 
internal revenue taxes in the current year, or 
7.5 percent of GDP (Table 3.10). It should 
be emphasized that this figure is inclusive 
of the amount that is currently distributed 
to LGUs in the form of the IRA.

The estimates of the expenditure needs 
in Table 3.10 refer to actual expenditures of 
LGUs in the case of old SNG expenditure 
functions. In the case of new SNG 
expenditure functions which are proposed 

to be reassigned to regional governments 
under a federal setup, the estimates are 
based on actual aggregate spending of the 
central government at present which is 
distributed to the different regions using 
some allocation factor like population, etc. 
Admittedly, this approach is far from ideal 
and should be treated as indicative only.

It is notable that the assignment of 
taxing powers to SNGs (i.e., regional 
governments and LGUs) discussed in 
the expenditure assignment section is 
still limited relative to the assignment 
of functional responsibilities to SNGs 
discussed in the tax/revenue assignment 
section, such that not a single one of the 17 
regions would be self-sufficient. To be sure, 
the indicative estimate of the fiscal gap for 
NCR is smallest at PHP 15 billion per year, 
or less than 1.5 percent of the aggregate 
fiscal gap. However, while estimates of 
the fiscal capacity of Regions IV-A and 
III are high, ranking second and third after 
NCR, estimates of their expenditure needs 
are considerably higher than those of the 
other regions. Consequently, the indicative 
estimates of the fiscal gap for these two 
regions are ranked second and third after 
the ARMM. 

The large variations in the indicative 
estimates of SNG expenditure needs and 
SNG revenue capacity in absolute terms 
(Table 3.10) and in per-capita terms 
(Table 3.11) highlight that one of the more 
demanding tasks at the technical level in 
designing the fiscal features of the proposed 
federal government involves the design 
of the equalization transfer. Otherwise, 
preexisting inequities in the level of 
economic development across regions may 
actually worsen with the introduction of the 
federal system of government. 
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SNG borrowing
Subnational borrowing is a primary source 
of finance for local infrastructure which is 
critical for the delivery of local services. This 
is so because financing local infrastructure 
from local taxes and other forms of recurrent 
revenues tends to be inefficient for a number 
of reasons. First, if SNGs have no recourse 
but to finance local infrastructure from their 
recurrent revenues, the lumpy nature of 
most infrastructure investments means the 
amount of resources needed to finance the 
same is typically too large to be adequately 
sourced from their recurrent revenues in 

Subnational Government Expenditure Need 
(in PHP million)

SNG Revenue 
Capacity

Fiscal Gapb

New SNG 
Expenditure 
Functions

Old SNG
Expenditure 
Functionsa

Total SNG 
Expenditure 

Need

 Level
(in PHP million)

Percent 
Distribution

NCR 54,970 45,252 100,222 85,270 -14,952 1.4

CAR 14,427 18,210 32,637 2,963 -29,674 2.7

I 31,372 33,967 65,340 7,663 -57,676 5.3

II 25,852 31,611 57,463 4,529 -52,933 4.9

III 60,811 58,121 118,932 19,380 -99,552 9.2

IV-A 72,397 62,479 134,876 30,847 -104,030 9.6

IV-B 23,664 26,010 49,674 3,312 -46,362 4.3

V 37,914 34,781 72,695 4,663 -68,031 6.3

VI 46,528 48,044 94,573 10,734 -83,839 7.7

VII 44,465 45,662 90,127 13,246 -76,880 7.1

VIII 32,185 36,225 68,410 4,360 -64,050 5.9

IX 25,383 28,049 53,432 3,572 -49,860 4.6

X 32,538 38,371 70,909 7,113 -63,796 5.9

XI 32,720 39,439 72,158 7,853 -64,305 5.9

XII 30,680 33,641 64,321 4,497 -59,823 5.5

Caraga 19,556 22,550 42,106 3,174 -38,932 3.6

ARMM 26,366 85,340 111,707 416 -111,290 10.2

Philippines 611,828 687,753 1,299,580 213,594 -1,085,987 100.0

Table 3.10
Indicative estimates of subnational government (SNG) expenditure needs and SNG revenue capacity

NCR = National Capital Region; CAR = Cordillera Administrative Region; ARMM = Autonomous Region in Muslim Mindanao
a refers to local government unit expenditure responsibilities under the Local Government Code 
b inclusive of the amount that is now distributed in the form of internal revenue allotment
Source: Author’s estimates

any given year. Thus, this situation would 
tend to result in the underprovision of local 
infrastructure as local communities wait 
for several years until their SNGs have 
accumulated enough savings before they 
are able to access and enjoy the benefits 
from these capital investments. Also, given 
the close association between infrastructure 
investment and economic growth, the 
underprovision of local infrastructure 
necessarily constrains local economic 
growth and development. Second, because 
the benefits from infrastructure investments 
are spread out over several years, borrowing 
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allows for a more equitable way of financing 
long-lived infrastructure investments (i.e., 
those with long life spans) as it provides a 
venue for matching the economic life of the 
investment with the maturity of the loan. As 
such, the cost of infrastructure services is 
essentially paid for by those who use them 
over the entire life span of the investment. 
Third, SNGs which access the credit and 
capital markets are necessarily exposed to 
the discipline of the market place as banks 
and other financial institutions subject them 
to rigorous creditworthiness assessment 
and reporting requirements, thereby 

strengthening fiscal transparency and public 
financial management (Liu 2008).

However, SNG borrowing is associated 
with risks related to fiscal distress and 
fiscal insolvency, which may result from 
excessive or inappropriate local government 
debt accumulation. Excessive borrowing by 
SNGs results in adverse externalities not just 
on the federal government but also on other 
SNGs in the form of higher interest rates and 
higher risk premiums on government debt/
bonds (Fedelino and Ter-Minassian 2010).

In principle, fiscally unsustainable 
behavior of SNGs can be avoided if 

Subnational Government Expenditure (SNG) Need SNG Revenue 
Capacity

Fiscal Gap Percent 
Distribution

New SNG 
Expenditure 
Functions

Old SNG
Expenditure 
Functionsa

Total SNG 
Expenditure 

Need
NCR 4,269 3,514 7,783 6,622 -1,161 0.1
CAR 8,378 10,575 18,953 1,721 -17,232 1.6
I 6,242 6,758 13,000 1,525 -11,475 1.1
II 7,490 9,159 16,649 1,312 -15,337 1.4
III 5,421 5,181 10,602 1,728 -8,874 0.8
IV-A 5,022 4,334 9,357 2,140 -7,217 0.7
IV-B 7,986 8,777 16,763 1,118 -15,645 1.4
V 6,540 6,000 12,540 804 -11,736 1.1
VI 6,174 6,375 12,549 1,424 -11,125 1.0
VII 6,011 6,173 12,184 1,791 -10,394 1.0
VIII 7,249 8,159 15,407 982 -14,425 1.3
IX 6,993 7,727 14,720 984 -13,736 1.3
X 6,939 8,183 15,121 1,517 -13,605 1.3
XI 6,687 8,060 14,746 1,605 -13,141 1.2
XII 6,750 7,401 14,151 989 -13,162 1.2
Caraga 7,531 8,684 16,215 1,222 -14,993 1.4
ARMM 6,973 22,569 29,541 110 -29,431 2.7
Philippines 6,059 6,811 12,870 2,115 -10,755 1.0

Table 3.11
Indicative estimates of per-capita subnational government (SNG) expenditure needs 

and per-capita SNG revenue capacity (in PHP)

NCR = National Capital Region; CAR = Cordillera Administrative Region; ARMM = Autonomous Region in Muslim Mindanao
a/ refers to local government unit expenditure responsibilities under the Local Government Code 
Source: Author’s estimates
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they face hard budget constraints. If the 
credit market is functioning properly, the 
risk of excessive borrowing by SNG is 
averted even if SNGs have full borrowing 
autonomy. This occurs as the credit market 
ensures that only creditworthy SNGs will 
be able to borrow and only to the extent 
that they have the capacity to service their 
debt. However, when the market players 
perceive a lack of credible commitment 
on the part of the central government not 
to bail out SNGs in fiscal distress, then 
market discipline breaks down. On the 
one hand, financial institutions do not have 
the incentive to diligently apply prudent 
creditworthiness tests when they evaluate 
SNG loan applications. On the other hand, 
SNGs will have the incentive to spend 
beyond their means and borrow excessively. 

The credit market’s bailout expectations 
are driven by (1) previous history of actual 
central government bailouts and/or (2) the 
extent of the revenue autonomy of SNGs. 
The first point is obvious. If the central 
government has a history of assuming the 
debt of fiscally weak SNGs in the past, 
then the market will come to expect that 
they will behave in the same manner in 
the future. Second, the political economy 
fiscal federalism literature suggests that bail 
expectations are strong when SNGs rely 
on revenue-sharing and intergovernmental 
transfers rather than on local taxes 
in financing local spending. Rodden  
(2006, p. 12) expounds on this point 
further: “When a highly transfer-dependent 
government faces default and must close 
schools and fire stations or fail to deliver 
health or welfare benefits that are viewed 
as national entitlements, the eyes of voters 
and creditors turn quickly to the center 
for a solution, even if the fiscal crisis was 

actually precipitated by bad decisions at the 
local level. If local governments believe 
that the center’s role in financing them will 
cause the political pain of default to be 
deflected upward, this affects not only their 
beliefs about the probability of a bailout, 
but also reduces their own disutility of 
default.” …. Thus, “intergovernmental 
grants are at the heart of the commitment 
problem.” … “When the link between taxes 
and benefits is distorted or broken, as is the 
case with intergovernmental grants, voters 
are less likely to sanction overspending 
by politicians. Intergovernmental grants 
create the appearance that local public 
expenditures are funded by nonresidents.” 

Given this perspective, the guidance 
from the fiscal federalism literature on SNG 
access to the credit and capital market may 
be summarized as follows:
• The first best approach to the issue is 

to increase the revenue autonomy of 
SNGs, giving them more independent 
taxing authority. In this manner, the 
efficiency and accountability gains 
from more decentralized spending 
and more autonomous subnational 
borrowing will be more forthcoming.

• A strong commitment on the part of 
the central/federal government not to 
bail out fiscally distressed SNGs and 
not to guarantee SNG borrowing is 
needed to help ensure fiscal discipline 
in all levels of government. The no-
bailout rule may be reinforced by the 
institution of insolvency frameworks 
that will specify the policies and 
mechanisms that will apply in the 
event of SNG bankruptcy. 

• Perhaps in response to the subnational 
debt crises in a number of countries 
(e.g., Brazil, Mexico, India, and Russia 
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during the 1990s), multilateral agencies 
(e.g., World Bank, International 
Monetary Fund [IMF]) have advised 
decentralized governments, particularly 
those where taxation is not, or only 
weakly, decentralized, to strengthen the 
regulatory frameworks for SNG debt 
financing. These frameworks generally 
include fiscal rules or ex ante borrowing 
regulations which “may take the form 
of quantitative ceilings on borrowing, 
debt, or debt service of subnational 
governments (often specified in 
relation to these government revenues, 
as in Brazil and Colombia); or of 
procedural rules relating to subnational 
governments’ budget processes. These 
rules may be embodied in national 
legislation (e.g., Brazil and Spain) or in 
subnational government constitutions 
or laws (e.g., some states of the US 
and some Canadian provinces). The 
effectiveness of such rules depends on 
their specificity, comprehensiveness 
of coverage, and most important, the 
degree of political commitment to 
their observance and enforcement. 
The design of the rules also matters, 
particularly clear specification of 
appropriate escape clauses (that is, 
legal provisions that would waive the 
application of the fiscal rules under 
well-specified circumstances, such 
as a national disaster) and of credible 
sanctions for noncompliance” (Fedelino 
and Ter-Minassian 2010, pp. 57–58). 
 Related to this, Boadway and Shah 
(2009, p. 426) argue that “fiscal rules 
are neither necessary nor sufficient 
for fiscal discipline. However, fiscal 
rules accompanied by ‘gatekeeper’ 
intergovernmental councils or 

committees provide a useful framework 
for fiscal discipline and fiscal policy 
coordination for countries with 
fragmented political regimes.” On the 
other hand, Blöchliger and Kim (2016, 
p. 43) point out that “constitutional 
fiscal rules are more difficult to amend 
and may entail high reputation costs for 
the government if breached.”

• One of the fiscal rules related to SNG 
budget processes mandates balanced 
budgets net of public investment or, 
alternatively, that borrowing is allowed 
only for long-term public capital 
investments (sometimes referred to 
as the “golden rule”). Many countries 
(e.g., Germany, Brazil, India, and 
Russia) have enacted laws to this effect. 
On the other hand, the South African 
Constitution prohibits borrowing 
for consumption expenditure (South 
Africa National Treasury 2001 as cited 
in Liu 2010). 

Provisions related to SNG borrowing 
in federal constitutions. The adherence to 
the golden rule (i.e., borrowing for the sole 
purpose of making capital investments) 
is specified in the constitutions of some 
federal countries. This is true, for example, 
of Mexico (Article 117-viii, paragraph 2), 
Brazil, except when authorized otherwise 
by supplemental or special appropriations 
for a precise purpose and approved by an 
absolute majority of the Legislature (Article 
167-iii), and South Africa as noted above.

With regard to provisions related to 
federal government bailout of SNGs’ debt, 
“the Brazilian and Spanish Constitutions 
forbid them, while those of Argentina and 
Germany enable them, … And, although, 
some fiscal constitutions do not contain 
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explicit bail-out provisions, they offer 
alternatives such as federal borrowing 
guarantees which are akin to an implicit 
bailout (e.g., Pakistan)” (Blöchliger and 
Kim 2016, pp. 37–38).

The treatment of SNG access to 
borrowing in federal constitutions varies 
from country to country. For instance, the 
Constitution of Mexico does not allow 
the states to borrow directly or indirectly 
from foreign sources or in foreign currency 
(Article 117-viii, paragraph 1). In contrast, 
the Constitution of Pakistan allows provinces 
to borrow from domestic and international 
sources within such limits as may be fixed 
by provincial legislation (Article 167-1&4). 
Meanwhile, the Constitution of Malaysia 
provides that states may borrow only from 
the federation or from a bank or other 
financial source approved by the federal 
government, and subject to such conditions 
as may be specified by the federal 
government and only under the authority 
of a state law (Article 111). In like manner, 
in Spain, the state and the self-governing 
communities must be authorized by law 
before they can issue bonds or contract 
loans (Section 135-3).

The constitutions of a good number 
of federal countries include references 
to balanced budget rules or the like. For 
example, the Constitution of Germany 
provides that the budgets of the federation 
and the Länder shall in principle be 
balanced without revenue from credits 
(Articles 109-3 and 115-2). Similarly, 
the Constitution of Switzerland states 
that the confederation shall maintain its 
income and expenditure in balance over 
time (Article 126-1). The Constitution 
of Austria includes a somewhat less 
prescriptive, more aspirational provision: 

“The Federation, the Länder, and the 
municipalities must aim at the securement 
of an overall balance and sustainable 
balanced budgets in the conduct of their 
economic affairs” (Article 13-2).

Finally, constitutional provisions that 
call for the enactment of legislation that 
would set debt/deficit limits and other 
types of fiscal rules are also evident in the 
constitutions of some federal countries. 
This is the case in Mexico (Article 73-3), 
Brazil (Article 52), and Spain (Article 135).

Deficiencies in SNG borrowing 
framework under the 1991 LGC
The 1991 LGC liberalized LGUs’ access 
to the credit and capital markets. More 
specifically, the 1991 LGC gives LGUs the 
power to borrow from government banks, 
domestic private banks, and other lending 
institutions for the purpose of financing the 
construction, installation, improvement, 
expansion, operation, or maintenance of 
public facilities, infrastructure facilities, 
housing projects, the acquisition of real 
property, and the implementation of other 
capital investment projects (Section 297). 
Under PD 752 of 1975, which governed 
LGU credit finance in the pre-1991 period, 
LGUs were only allowed to borrow 
from government financial institutions. 
Provinces, cities, and municipalities are 
also allowed to issue bonds, debentures, 
securities, and other obligations to 
finance self-liquidating, income-producing 
development or livelihood projects 
(Section 299), but under PD 752 only 
provinces and cities were given this power. 
Moreover, the 1991 LGC incorporated 
relevant provisions of Republic Act (RA) 
6957 (Build-Operate-Transfer Law) and 
authorized LGUs to enter into public-
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private partnership arrangements for the 
financing, construction, operation, and 
maintenance of any financially viable 
infrastructure facilities (Section 302).

The regulatory framework governing 
subnational debt in the Philippines is 
largely oriented toward the enforcement 
of ex ante rules and procedures that apply 
before LGUs are actually able to access the 
credit market. However, it does not include 
ex post remedies, i.e., procedures to work 
out cases of fiscal distress and insolvency. 
Thus, the system may be described as one 
that is focused solely on the prevention of 
borrowing default and fiscal distress but 
one that is extremely weak in mitigating 
their ex post impact (Manasan 2015). 

Statutory ex ante rules. The regulation 
of LGU debt in the Philippines operates 
largely through ex ante fiscal rules for LGUs 
that are defined in the 1991 LGC and take 
two forms: (1) balanced budget constraint 
and (2) cap on debt service capacity. 

Local governments in the Philippines 
are subject to some form of the balanced 
budget constraint (golden rule), albeit 
somewhat weaker relative to those in 
other countries. One of the fundamental 
principles of local fiscal administration set 
forth in Section 305 of the LGC says: “The 
local government unit shall endeavor to 
have a balanced budget in each fiscal year 
of operation” (Section 305 - m).

The LGC also provides that the 
aggregate amount appropriated in the 
budgets of LGUs for any given fiscal year 
shall not exceed the estimates of income 
(Section 324). Taken together, these two 
provisions of the code have generally been 
interpreted to mean that proposed and 
approved budget appropriations for current 
operating expenditures during any given 

fiscal year shall not exceed current revenues 
in that year. In other words, the operating 
fiscal balance or current fiscal balance (i.e., 
current revenues less current expenditures) 
is not allowed to be in deficit. 

For many, these provisions have also 
meant that LGU borrowing can only 
be undertaken to finance investment 
expenditure. This view is further reinforced 
by the Updated Budget Operation Manual 
which includes borrowings as one of the 
income sources that has to be estimated 
as part of budget preparation and which 
specifies that the proceeds from borrowings 
are to be used to finance the development of 
capital projects (DBM 2005). 

However, Section 296(b) of the LGC 
(General Policy on Credit Financing) says: 
“A local government unit may avail of credit 
lines from government or private banks 
and lending institutions for the purpose of 
stabilizing local finances.”25 This provision 
implies that LGUs may also borrow to 
bridge short-term cash flow shortfalls that 
may result in an actual current operating 
fiscal deficit. 

On the other hand, Section 324(b) of 
the 1991 LGC provides that appropriations 
for debt service shall not exceed 20 percent 
of LGUs’ regular income. This is translated 
into a ceiling for borrowing capacity by 
the Bureau of Local Government Finance 
(BLGF). Enforcing this provision is at 
the core of central government control of 
LGU borrowing in the Philippines as can 
be seen below. 

25 Unlike the 1991 LGC which poses no restrictions on LGU 
borrowing for the purpose of stabilizing LGU finances,  
PD 752 limited the size of such borrowing to not more than 
15 percent of their regular income (or roughly equivalent to 
two months’ worth of regular LGU income) and required 
that the same be paid in full in the first quarter of the year 
immediately following the year when the loan was secured.
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Central government administrative and 
procedural controls. The current regulatory 
system in the country also employs a 
number of additional central control 
mechanisms which cut across five central 
agencies, namely, BLGF, Bangko Sentral 
ng Pilipinas (BSP), DILG, Commission on 
Audit (COA), and Department of Finance. 
Changes in the procedural and documentary 
requirements put in place to enforce the 
ex ante fiscal and monetary rules outlined 
in the LGC and the New Central Bank 
Act26 that were instituted in 2012 have 
made the regulatory regime governing 
LGU borrowing more complicated 
and burdensome. Prior to 2012, central 
government controls over LGU access to 
the credit market were limited solely by 
the BLGF’s issuance of the Certificate of 
Debt Service Capacity and the Certificate 
of Borrowing Capacity. In April 2012, new 
central government regulations on LGU 
access to loans were put in place which 
involve more documentary requirements 
from more central government agencies. 

For instance, starting in 2012, after 
securing the Certificate of Debt Service 
Capacity and Certificate of Borrowing 
Capacity from the BLGF, LGUs are required 
to obtain a Monetary Board opinion before 
their loans can be released by the lending 
institution. Furthermore, the BLGF requires 
LGUs to have a Seal of Good Housekeeping 

26 Section 123 of the New Central Bank Act (RA 7653) 
provides that “whenever the Government (including all its 
political subdivisions and instrumentalities) contemplates 
borrowing from within or outside the Philippines, the 
prior opinion of the Monetary Board shall be sought with 
regard to the probable effects of the proposed operation 
on monetary aggregates, price levels, and the balance of 
payments.” While the law has been in effect since 1993, the 
BSP did not enforce this requirement with respect to LGU 
loans until 2012, when it issued a circular requiring all LGU 
borrowings to secure a Monetary Board opinion before loan 
transactions can be processed (Bangko Sentral Circular No. 
769, Series of 2012).

from the DILG, audit certificates from the 
COA showing no adverse findings in the 
last three years, and a certification from 
lenders that it will not require LGU deposits 
as compensating balance for the loan. This 
shift toward a more restrictive regulatory 
regime apparently came about because 
of concerns with poor governance on the 
part of both LGUs and lending institutions 
(Manasan 2015). 

Trends in LGU borrowing. Concomitant 
with the enhancements in LGU access 
to the credit and capital market under 
the 1991 LGC, LGU borrowing for all 
LGUs combined rose more than tenfold 
from a miniscule 0.01 percent of GDP in  
1985–1991 to an average of 0.14 percent of 
GDP in 1992–2013 (Table 3.12). Also, the 
contribution of borrowing to the financing 
of capital investments rose from 5 percent 
in 1985–1991 to 24 percent in 1992–2013 
for all LGUs in the aggregate.

Although borrowings of all levels of 
government increased markedly in the 
post-1991 LGC period, the growth in the 
borrowings of cities was more pronounced 
compared to that of provinces and 
municipalities (Figure 3.4). Thus, the share 
of cities and municipalities in total LGU 
borrowing expanded from 38 percent and 
11 percent, respectively, in 1985–1991, to  
49 percent and 24 percent in 1992–2016, 
while that of provinces contracted from  
51 percent to 27 percent (Table 3.12).

However, the overall level of LGU 
indebtedness in the Philippines at  
0.6 percent of GDP in 2002–2016 (Table 
3.13) remains low not only when viewed 
relative to that of other countries27 but also 

27 Subnational debt outstanding was estimated to be equal 
to 5.0 percent of GDP on the average for a sample of 20 
developing and transitioning countries in 2006 (Petersen 
and Soriano 2008 as cited in Liu et al. 2013).
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relative to the high unmet need for LGU 
capital spending that is suggested by its low 
levels of capital spending. This is worrisome 
considering the close association between 
capital spending and LGU borrowing 
(Figure 3.5). The low demand for LGU 
debt in the Philippines has been attributed 
by Liu et al. (2013) to a number of factors 
that includes, among others, (1) the major 
role that national government agencies 
continue to play in the delivery and finance 
of devolved services, (2) the dependence of 
many LGUs on “pork barrel” of legislators 

to finance local projects, (3) the low fiscal 
capacity of poorer LGUs to leverage 
borrowings, and (4) the weak technical 
capacity to develop projects suitable for 
credit financing. Moreover, the stringent 
procedural requirements that LGUs have to 
comply with to access the credit market that 
were put in place in 2012 appear to have 
contributed to further muting of the demand 
for LGU borrowing (Table 3.12). On the 
supply side, the LGU credit market is also 
constrained by the limited participation of 
private financial institutions as a result of the 

1985–
1991

1992–
2000

2001–
2010

2011–
2016

1992–
2016

1985–
1991

1992–
2000

2001–
2010

2011–
2016

1992–
2016

Borrowings as percentage of gross domestic product Capital expenditure as percentage of gross domestic product

All local 
government 
units

0.01  0.13  0.15  0.11  0.13 All local 
government 
units

0.23 0.62 0.57 0.59 0.59

Provinces 0.01  0.02  0.04  0.03  0.04 Provinces 0.08 0.13 0.12 0.14 0.13

Cities 0.00  0.08  0.08  0.05  0.06 Cities 0.07 0.32 0.29 0.28 0.29

Municipalities 0.00  0.02  0.03  0.03  0.03 Municipalities 0.08 0.16 0.16 0.18 0.17

Share in borrowings of all local government units Share in capital expenditure of all local government units

All local 
government 
units

100.0 100.0 100.0 100.0 100.0 All local 
government 
units

100.0 100.0 100.0 100.0 100.0

Provinces 51.4 19.0 26.1 31.0 27.1 Provinces 33.5 20.8 21.4 23.4 22.2

Cities 37.5 62.1 51.1 42.7 49.3 Cities 31.6 52.7 50.7 46.4 49.0

Municipalities 11.1 18.8 22.8 26.2 23.6 Municipalities 34.9 26.5 27.9 30.3 28.8

Borrowings as percentage of capital expenditure

All local 
government 
units

 5.0  21.1  26.5  18.8  22.1 

Provinces  7.7  19.2  32.2  24.9  26.8 

Cities  5.9  24.9  26.7  17.3  22.2 

Municipalities  1.6  5.0 21.7 16.3 18.1 

Table 3.12
Local government units’ borrowing and capital expenditures, 1985–2016

Source: Author’s estimates based on data from the annual financial reports on local governments of the COA
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Figure 3.4
Local government units’ borrowing, by level, 1985–2016

Source: Author’s estimates based on data from the annual financial reports on local governments of the COA

2002 2003 2004 2005 2006 2007 2008 2009
Local government units’ 
(LGU) borrowings (in PHP 
million)

 4,090  4,937  6,806  6,373  8,211  10,286  9,578  14,362 

LGU borrowings (% of gross 
domestic product)  0.10  0.11  0.13  0.11  0.13  0.15  0.12  0.18 

LGU loans outstanding (in 
PHP million)  25,100 28,162 31,782 37,841 36,798  45,844 46,779  57,560 

LGU loans outstanding (% of 
gross domestic product)  0.60  0.62  0.62  0.67  0.59  0.67  0.61  0.72 

LGU overall surplus/(deficit) 
(in PHP million)  25,544 54,977 13,570 26,284 26,096  21,120 45,696  33,896 

LGU overall surplus/(deficit) 
(% of gross domestic product)  0.61  1.21  0.27  0.46  0.42  0.31  0.59  0.42 

LGU capital expenditure (% of 
gross domestic product)  0.57  0.59  0.57  0.45  0.52  0.56  0.53  0.57 

National government debt (% 
of gross domestic product) 67.1 73.8 74.4 68.5 61.4 53.9 54.7 54.8 

National governnment overall 
surplus/(deficit) (% of gross 
domestic product)

 (5.0)  (4.4)  (3.7)  (2.6)  (1.0)  (0.2)  (0.9)  (3.7)

Table 3.13
Local government units’ borrowing, debt outstanding, and overall fiscal position, 2002–2016
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undue advantage that government financial 
institutions have in effectively being able 
to intercept the IRA arising from their role 
as primary LGU depository bank. This lack 
of competition in the LGU debt market has 
increased the cost of LGU borrowing which 
further compresses LGU demand for debt.

Direction of needed improvements in 
the statutory LGU borrowing framework. 
Although LGU debt level in the Philippines 
is undoubtedly low at present, it cannot be 
denied that SNG borrowing is associated 
with risks of fiscal distress and fiscal 
insolvency that may result from excessive 
or inappropriate local government debt 
accumulation. The 1991 LGC appears to 
fall short when viewed from the perspective 
of international good practice as discussed 
in the previous subsection. Although the 
1991 LGC includes provisions that allude 
to a balanced budget constraint or golden 

rule, Section 296(b) allows LGUs to borrow 
to bridge short-term cash flow shortfalls. 
Moreover, the 1991 LGC, unlike PD 752 
before it, does not include a provision that 
mandates LGUs to pay in full provisional 
advances in the first quarter of the year 
immediately following the year when the 
loan was secured, in order to prevent the 
rolling over of borrowings undertaken for 
financing current operating deficits. Related 
to this, Liu et al. (2013) estimated that 
about 80 percent of government financial 
institutions’ lending to LGUs is for capital 
projects, and the other 20 percent is for cash 
flow purposes (borrowing in anticipation of 
collections of taxes or aid payments).

Furthermore, the debt service cap 
under the 1991 LGC is expressed in 
relation to LGU total regular income. 
The COA (2009) points out that some 
LGUs had difficulty amortizing their 

2010 2011 2012 2013 2014 2015 2016
Local government units’ 
(LGU) borrowings (in PHP 
million)

 19,768  11,760  11,993  12,225  10,909  14,621  18,044 

LGU borrowings (% of gross 
domestic product)  0.22  0.12  0.11  0.11  0.09  0.11  0.12 

LGU loans outstanding (in 
PHP million)  68,346  72,039  74,804  76,190  75,634  61,726  65,450 

LGU loans outstanding (% of 
gross domestic product)  0.76  0.74  0.71  0.66  0.60  0.46  0.45 

LGU overall surplus/(deficit) 
(in PHP million)  32,076  52,781  34,535  42,585  76,076  68,779  63,076 

LGU overall surplus/(deficit) 
(% of gross domestic product)  0.36  0.54  0.33  0.37  0.60  0.52  0.44 

LGU capital expenditure (% of 
gross domestic product)  0.64  0.51  0.54  0.54  0.50  0.64  0.78 

National government debt (% 
of gross domestic product) 52.4 51.0 51.5 49.2 45.4 44.7 42.1 

National governnment overall 
surplus/(deficit) (% of gross 
domestic product)

 (3.5)  (2.0)  (2.3)  (1.4)  (0.6)  (0.9)  (2.4)

Source: Author’s estimates based on data from the annual financial reports on local governments of the COA, gross domestic product from National 
Statistical Coordination Board, and national government debt from Bureau of the Treasury

Table 3.13 (continued)
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indebtedness even if their actual debt 
service capacity was less than 20 percent 
of the debt service cap. Because of this, the 
COA recommended that the computation 
of debt service capacity should take into 
account not just regular revenues but also 
mandatory expenditure and cash flow. 
In like manner, Escolano et al. (2012) 
recommended that the debt service 
cap be computed relative to LGUs’ net 
operating surplus (NOS) on the ground 
that the NOS provides a better measure of 
LGUs’ capacity to service their debt than 
their regular income. On the other hand, 
Manasan (2015) further refined the IMF’s 
advice in the context of the existing LGU 
budgeting practice in the Philippines, and 
recommended that debt service capacity 

of LGUs be computed relative to LGUs’ 
net operating primary surplus (NOPS), 
i.e., total LGU recurrent revenues less 
current operating expenditures before 
interest payments, adjusted for continuing 
appropriations and accounts payable (or 
adjusted NOPS, for short) while at the 
same time increasing the prescribed debt 
service ratio from the present 20 percent 
to a number very close to 100 percent.28

28 Manasan (2015) found that 27 percent of all LGUs for which 
data are available in 2013 either have negative adjusted NOPS 
or have debt service in excess of 100 percent of their adjusted 
NOPS and, thus, score low in terms of creditworthiness. At 
the same time, the prevalence of LGUs with less than sterling 
creditworthy qualities which were able to access new or 
additional borrowing in 2013 is not small. More specifically, 
78 (or 43%) out of the 181 LGUs that accessed new or 
additional borrowing in 2013 either have negative adjusted 
NOPS or have debt service in excess of 100 percent of their 
adjusted NOPS.

Figure 3.5
Local government units’ borrowing and capital expenditure  

as percentage of gross domestic product, 1985–2016

Source: Author’s estimates based on data from the annual financial reports on local 
governments of the COA
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Also, the importance of revisiting the 
rules on LGU depository bank cannot be 
overemphasized, given the need to make 
the LGU credit and capital market more 
competitive by fostering greater participation 
of private financial institutions in the market 
so as reduce the cost of borrowing and 
increase LGU demand for financing.

Provisions related to SNG borrowing 
that may be included in the constitution 
of the proposed federal government are 
the following: 
• Federal governments shall not guarantee 

payment of regional government and 
local government debt. In other words, 
the federal government is committed 
not to bail out regional and local 
governments in the event that the latter 
will default on their debt.

• Regional and local government shall 
borrow for the purpose of financing 
capital investments only (golden rule).

• Legislature shall enact a Fiscal 
Responsibility Law that shall specify 
quantitative ceilings on borrowing, 
debt, debt service, or fiscal deficits of 
regional and local governments.

• Legislature shall enact a law 
addressing bankruptcy policy and 
insolvency mechanisms for regional 
and local governments.

Fiscal cost of adopting federal 
system of government

The adoption of a federal system of 
government involves additional cost in the 
government operation. The elements of this 
cost include:
• Salaries of governors and vice 

governors of regional governments and 

their staff as well as operating expense 
of their offices;

• Salaries of senators (second chamber) and 
their staff as well as operating expense of 
their offices—three to seven senators per 
regional government under the original  
PDP-Laban model;

• Salaries of members of the judiciary 
at the state government level and their 
staff as well as operating expense of 
their offices (The cost related to this 
has not been included in the estimates 
because of the lack of details on 
how the judiciary would be affected 
by the proposed shift to the federal 
form.); and

• Salaries of state legislators and their 
staff as well as operating expense of 
their offices 
- Prior to the enactment of the 

Organic Act of each region, 
Regional Consultative Assembly—
three from each LGU comprising 
the regional government 

- After enactment of Organic Act of 
each region, Regional Assembly—
two from each province and one 
from each city.29

Assuming there are 17 regions under 
the PDP-Laban model, the estimates of 
the incremental fiscal cost of setting up a 
federal system of government range from  
PHP 44 billion to PHP 51 billion. The 

29 Federalism models other than the PDP-Laban’s propose 
a bigger number of regional-level legislators: (1) three 
legislators elected by popular vote in each province/city plus 
three sectoral representatives in each province/city or a total 
of 1,428 regional-level legislators under former Senator 
Nene Pimentel’s proposal and (2) at least 10 legislators per 
legislative district (40% of whom are elected by popular 
vote, 50% are party representatives, and 10% are sectoral 
representatives) or a total of 2,380 regional legislators under 
the current version of the proposed Bangsamoro Basic Law.
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estimates of the incremental fiscal 
cost vary from PHP 53 billion to 
PHP 60 billion under Senator Nene 
Pimentel’s proposal. In comparison, the 
estimates vary from PHP 66 billion to  
PHP 72 billion if the number of regional 
government legislators proposed in the 
Bangsamoro Basic Law were adopted 
in all the regions. Needless to say, these 
estimates will rise if the number of regions 
is increased.

Conclusion

The discussion so far has focused on the 
design of the fiscal features of a federal 
system of government guided largely by the 
economic literature on fiscal federalism. 
The exercise undertaken in the design 
of the fiscal features section indicates 
that there is no single best expenditure 
assignment in a federal setup. The same 
is true for tax assignment. However, it is 
critical that the expenditure assignment, 
the tax assignment, and intergovernmental 
transfers are designed in an internally 
consistent and coherent manner that 
provides SNGs the right incentives to 
deliver the services assigned to them 
efficiently and effectively and to be more 
accountable to their constituents. In the 
context of the Philippines, the analysis 
also suggests that greater attention should 
be given to (1) the design of equalization 
transfers (otherwise, regional disparities 
may widen) and (2) securing greater 
revenue autonomy for SNGs (otherwise, 
local accountability may weaken). At 
the same time, the policy framework for 
subnational borrowing should be given 
more space in the federalism dialogue. 

Otherwise, fiscal discipline might be 
compromised under a federal model of 
government. In this regard, it should be 
pointed out that greater decentralization 
of taxing powers to SNGs is a prerequisite 
condition for autonomy in SNGs’ access to 
the credit and bond markets.

Moving forward, it should be stressed 
that even if the initial design of the 
federal model is coherent at the start, the 
likelihood is high that the initial model will 
be changed to reflect the particular interests 
of the framers of the new constitution. In 
this regard, a good understanding of the 
political economy of attempts to reform the 
decentralization regime in the Philippines 
is instructive. Matsuda (2011) pointed out 
that Congress as an institution is not likely to 
expand the resource of local governments. 
To wit: “Fiscally stronger LGUs depend 
less on individual national legislators for 
financial assistance and hence would result 
in loss of political leverage for members of 
the Congress [over the LGUs within their 
districts]. … If more resources were made 
available to provinces, governors could 
emerge as strong political rivals, more 
so than they are already” (Matsuda 2011,  
p. 23). From this perspective, it matters a 
lot whether it is the Constituent Assembly 
or a Constitutional Convention that is given 
the task to amend/overhaul the Philippine 
Constitution if the potential benefits from 
the shift to a federal system of government 
are to be realized.

The political economy literature 
likewise suggests the following 
preconditions for success in adopting a 
federal system of government (e.g., Watts 
1996; Weingast 2008; Koeppinger 2016).
• Reform of the party system to 

institutionalize strong political 
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parties with “coherent ideological 
programs and policy platforms and 
internal organizational discipline” 
(Matsuda 2014, p. 242); related to this, 
government budget support of political 
parties is also indicated.

• The lowering, if not the outright 
elimination, of the high barrier to entry 
in the political arena, including presence 
of political dynasties (Pilapil 2016).

There is also a need to reverse the 
currently prevailing undue concentration 
of power over fiscal resources in the 
executive branch of the central government 
because such a situation tends to distort 
the incentives for more autonomous and 
accountable subnational units. This point 
may be better appreciated in the light of the  
discussion below.

Despite the promise of greater 
fiscal decentralization under the 1991 
LGC, resource allocation and revenue 
mobilization continued to be highly 
centralized in the post-code period. In 
2015, for instance, the central government 
had effective control in allocating  
84 percent of aggregate general 
government spending even as it was 
responsible for generating 93 percent 
of total general government revenues. 
Beyond these aggregate numbers, 
the ambit of central government 
control over spending is manifested 
in the disproportionate appropriations 
intended for the regional operations of 
various departments under the General 
Appropriations Act that is set aside for 
their central offices (Table 3.14). This is 
indicative of the wide degree of discretion 
that these central offices possess in 

allocating these amounts to the different 
regions during budget execution. It should 
be emphasized that the issue here is not 
so much that the NCR and its periphery 
(i.e., Regions III and IV-A) receive 
a disproportionate share of national 
government spending relative to their 
contribution to the economy (as measured 
by GRDP share, for instance) or to their 
need for public services (as measured by 
their share in population, for example) 
because, in fact, this is not necessarily 
the case especially in recent years. 
Compare the share of the various regions 
in the budgets of various departments 
with their corresponding share in GRDP 
and population in the last two columns 
of Table 3.14. Rather, the issue is that, 
by providing the venue for legislators 
and local government officials to access 
additional budgetary resources in the 
common pool via transactional politics, 
this undue concentration of power over 
fiscal resources that is currently lodged 
with the executive branch of the central 
government puts an additional layer of 
distortion on the incentives for more 
accountable governance at the local level 
that have already been compromised by 
the weak structural design of the national 
government-LGU fiscal relations under the 
present decentralized setup. For instance, 
weak revenue autonomy of LGUs and 
the unclear expenditure assignment 
under the 1991 LGC do not foster the 
right incentives for efficient, effective, 
and accountable local governance. This 
discussion, thus, further highlights the 
equal importance of the design of the details 
of the fiscal decentralization framework 
and the overall political context.
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Table 3.14
Allocation for regional operations in the 2016 GAA budgets of selected departments

Regions DA BFAR DENR DPWHa DTI DSWD

PHP 
million

% Dist. PHP 
million 

% Dist. PHP 
million 

% Dist. PHP 
million 

% Dist. PHP 
million

% Dist. PHP 
million

% Dist.

CO++ 4,528 16.4 2,964.4 53.9  2,379 19.9  15,911 18.9  261 13.9  5,843 47.7

NCR 0.0 0.0  54 0.5  18,105 21.5  6 0.3  748 6.1

CAR 1,114 4.0 34.8 0.6  546 4.6  746 0.9  81 4.3  197 1.6

I  2,023 7.3 152.3 2.8  302 2.5  2,205 2.6  90 4.8  355 2.9

II  2,195 8.0 148.3 2.7  501 4.2  1,762 2.1  106 5.7  274 2.2

III  2,243 8.1 174.3 3.2  550 4.6  4,610 5.5  140 7.5  514 4.2

IV-A  1,754 6.4 170.9 3.1  864 7.2  5,752 6.8  160 8.6  560 4.6

IV-B  1,311 4.8 189.4 3.4  731 6.1  1,469 1.7  86 4.6  294 2.4

V  1,440 5.2 218.9 4.0  521 4.4  2,711 3.2  135 7.2  417 3.4

VI  1,543 5.6 191.4 3.5  521 4.4  2,359 2.8  92 4.9  523 4.3

VII  1,164 4.2 294.5 5.4  586 4.9  3,817 4.5  90 4.8  451 3.7

VIII  1,337 4.8 250.8 4.6  631 5.3  3,886 4.6  101 5.4  366 3.0

IX  1,230 4.5 160.0 2.9  895 7.5  7,300 8.7  71 3.8  428 3.5

X  1,441 5.2 127.1 2.3  694 5.8  4,032 4.8  93 4.9  423 3.4

XI  1,426 5.2 130.3 2.4  484 4.1  4,029 4.8  99 5.3  347 2.8

XII  1,773 6.4 122.8 2.2  949 7.9  3,485 4.1  123 6.6  284 2.3

XIII  1,064 3.9 166.8 3.0  728 6.1  2,003 2.4  141 7.5  235 1.9

Philippines  27,588 100.0  5,497 100.0  1,934 100.0  84,183 100.0  1,876  100.0  12,259 100.0
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