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1. Introduction

The Philippines continues to implement reforms that aim to promote economic development and uplift the
country’s standard of living. This is vital as the country has been surpassed by many of its neighboring
countries in East Asia with respect to economic size and per capita income." Among the bottlenecks that
the country face include poor physical infrastructure (transport and utility infrastructures), low quality of
education, volatile economic growth, high poverty rates, and wide income disparities. Various business
surveys have pointed to the relatively poor quality of transport infrastructure in the country, such as
airports, maritime ports, roads, and railroads. Energy and water infrastructures have also not been fully
developed, and concerns over a possible crisis in power and water have recently mounted. Public
spending on education has also been criticized for being low compared to neighboring countries in the
region, resulting in a weak public education system. The country’s economic growth has been often
characterized as a “boom-bust” cycle, sensitive to weather conditions, economic crises, and political
uncertainties. Attempts to eradicate poverty are also criticized on the grounds that national poverty has
increased in recent years.

Against this backdrop, the new Philippine government, under the leadership of President Benigno Aquino
lll, has embarked on policy measures intended to improve the quality of public infrastructure (especially in
the areas of transport and utilities) and public education, ensure and sustain a robust growth path, and
alleviate poverty. For example, the government revived the promotion of partnerships between the public
and private sectors in providing financial and technical assistance for infrastructure projects. It has also
increased the budget allotted for the public educational sector to increase its resources and extend the
stay of students in primary and secondary schools. The conditional cash transfer (CCT) program—
spearheaded by the previous administration—is being continued by the incumbent government and has
been allotted a greater budgetary share, increasing its resources in order to increase the likelihood of
eradicating poverty. Indeed, such policy initiatives and reforms are important for the Philippines, as these
would help the country meet its Millennium Development Goals (MDGs), especially in terms of eliminating
extreme poverty and hunger and reaching a universal primary education, among others.

This paper provides a storyline on the current and recent trends in the areas of public infrastructure
(Section 2), educational spending (Section 3), economic growth and employment (Section 4), poverty and
income distribution (Section 5), and public expenditure and revenue trends (Section 6) in the Philippines.
It includes descriptions of the major policy measures undertaken by the Philippine government in
addressing these areas as well as related key issues. It also summarizes relevant studies on each of
these areas, highlighting its findings and policy implications. Lastly, this paper serves as a backgrounder

! Based on the World Bank’s World Development Indicators database, in 2009, gross domestic product (GDP) at constant 2000
prices and adjusted for purchasing power parity (PPP) for the Philippines stood at US$295.8 billion, which is lower than in most
other East Asian countries, including the People’s Republic of China or PRC (US$8.2 trillion), Indonesia (US$877 billion), Japan
(US$3.8 trillion), Republic of Korea (US$1.2 trillion), Malaysia (US$348.2 billion), and Thailand (US$491.8 billion). In contrast, in
1980, Philippine real GDP adjusted for PPP was US$126 billion, which was higher than Malaysia (US$67.3 billion) and Thailand
(US$105.4 billion). Moreover, the PPP-adjusted GDP per capita at 2005 prices for the Philippines amounted to US$3,216, lower
than the PRC (US$6,200), Indonesia (US$3,813), Japan (US$29,688), Korea (US$25,493), Malaysia (US$12,678), Singapore
(US$45,978), and Thailand (US$7,258). On the other hand, the Philippine PPP-adjusted real GDP per capita stood at US$2,618
and is higher than Indonesia (US$1,361) and Thailand (US$2,231).



for the upcoming simulation study that attempts to determine the extent by which infrastructure,
educational spending, and economic growth affects poverty and income distribution in this small middle-
income country in Southeast Asia.

2. Public Infrastructure
2.1 Situation and Trends in Transport Infrastructure

The Philippine transport system is heavily dependent on its road network, which covers about 90% and
50% of passenger movement and freight movement, respectively. National roads that serve population
and production areas are extensive, but roads to tourist spots and conflict areas are limited. National
roads comprised about 15% of the whole road network in the country, 70% of which are paved roads;
13% are provincial roads; 11% are municipal or city roads; and the remaining 60% are barangay roads
(ex. farm-to-market roads), which are relatively inadequate as these are mostly old and unpaved. The
national government, through its public infrastructure agency, the Department of Public Works and
Highways (DPWH), is tasked to provide and maintain national roads in the country (except in the
Autonomous Region for Muslim Mindanao or ARMM where its provincial government is responsible for
the region’s national roads). Local government units or LGUs, on the other hand, are in charge of
constructing and maintaining barangay roads.

Maritime ports in the Philippines numbered more than 1,400, many of which are extremely small. About
400 are private ports, of which 213 are fishing ports (which are under the Philippine Fisheries’
Development Authority), 114 are public ports (which are under the Philippine Ports Authority (PPA)), and
the rest are relatively small ports. As for airports, about 200 are located across the archipelago, 58% of
which are registered as private airports and the rest registered as national airports.

The latest World Economic Forum’'s (WEF) Executive Opinion Survey, published in its Global
Competitiveness Report 2010-11, ranked the Philippines 113" out of 139 countries in the quality of overall
infrastructure, giving the country a score of 3.2 out of a scoring range of 1 (worst) to 7 (best). This
suggests that by international standards, the overall quality of Philippine infrastructure is relatively poor.
Figure 1 depicts the scores based on the WEF survey for transport infrastructure indicators on the
Philippines covering the period 2004-05 up to 2009-10. It can be shown that in recent years, there has
been a slight deterioration in the scores on infrastructure indicators such as air transport, ports, and
railroads, while the score on road infrastructure remains unchanged.

Figure 1: World Economic Forum’s Executive Opinion Survey Scores on Transport
Infrastructure Indicators in the Philippines, 2004-2010
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Table 1 presents available data on road infrastructure in the Philippines. Total road network had
expanded during the 1990s, rising to 201,706 kilometers in 2000 from 160,558 in 1990. However, it
started to deteriorate during the early 2000s, falling to 200,037 kilometers in 2003 (the latest year with
available data) from 202,123 a year earlier. Also, the proportion of paved roads to total road network had
climbed during the mid-1990s, rising to 19.8% in 1998 from 16.6% four years earlier. Unfortunately, it fell
down to single-digits during the early 2000s, reaching 9.5% and 9.9% in 2002 and 2003, respectively.

Table 1: Total Road Network, Paved Roads, and Rail Lines in the Philippines, 1990-2008

1990 1992 1994 1996 1998 2000 2002 2003 2004 2008
Total road network (in kilometers) 160,558 160,843 160,948 161,264 199,950 201,706 202,123 200,037 — —
Paved roads (% of total roads) — — 16.6 174 19.8 — 9.5 9.9 — —

Rail lines (in kilometers) 479 479 479 456 491 491 491 491 491 479
— = data not available.
Source: The World Bank's World Development Indicators Database.

The same table above illustrates the length of rail lines in the Philippines from 1990 to 2008. Based on
the data, rail lines had a total length of 479 kilometers in the early 1990s, but fell to 456 kilometers in
1996, before leveling off at 491 kilometers in the late 1990s up to 2004. However, in 2008, rail lines stood
at 479 kilometers, which was the same length as in during 1990.

2.2 Situation and Trends in Energy and Water Infrastructure

Figure 2 showcases the level of electricity consumption (measured in terms of kilowatt-hour or kwh),
which includes the consumption of electricity coming from electricity plants and combined heat and power
plants, for the period 1990-2009. It indicates that the country’s electricity demand has steadily increased
in most of these years, reaching 61.9 billion kwh in 2009 from 27.4 billion kwh in 1990. Noticeably, the
annual growth rate in electricity consumption was negative in 1991, mainly due to rampant power outages
in the country, as well as in 1999, probably caused by the adverse effects of the East Asian financial
crisis. Furthermore, the last two years saw a mild annual growth in electricity demand of 2.0% in 2008 and
1.8% in 2009. Overall, the average annual growth rate in electricity consumption was about 4.5% for the
1991-2009 period, with the country posting double-digit growth rates in 1994 and 1995.

Figure 2: Electricity Consumption in the Philippines, 1990-2009
(in billion kilowatt-hour)

70

60

50 1

40 -

30

20 ~

Source of basic data: Government of the Philippines, Department of Energy;
The World Bank's World Development Indicators Database.



About 80-90 percent of the Philippine population has access to portable water, thanks to the country’s
water distribution system which is made up of the Metropolitan Waterworks and Sewerage System
(MWSS)?, the two Metro Manila water concessionaires—Manila Water Company and Maynilad Water
Services—as well as water cooperatives, LGUs, and privately owned water suppliers operating across the
archipelago outside Metro Manila.

Access to improved water source in the Philippines seems to have marginally improved over the years.
As Figure 3 illustrates, the proportion of the overall population in the country with access to improved
water source has gradually climbed, from 84% in 1990 to 87% in 1995, 88% in 2000, 90% in 2005, and
91% in 2008. Between urban and rural population, the former has more access to improved water source
than the latter. However, the share of urban population with water access has remained unchanged at
93% over the said years. In contrast, the proportion of rural population with water access has increased
constantly over time, from 76% in 1990 to reach 87% in 2008.

Figure 3: Proportion of Population With Access To Improved Water Source in the Philippines,
1990, 1995, 2000, 2005, 2008
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Source of basic data: The World Bank's World Development Indicators Database.

2.3 Government Policy on Infrastructure

2.3.1 The Philippine Infrastructure Public-Private Partnership (PPP) Program

The Philippine Infrastructure Public-Private Partnership (PPP) program is the current policy by the
incumbent Philippine government, under the newly-elected president, Benigno Aquino Jr., in promoting
infrastructure development in the country. The legal foundation of this program emanates from the Built-
Operate-Transfer (BOT) Law, originally promulgated as Republic Act (RA) No. 6957 in 1990, and later
amended in 1994 as RA 7718 (a.k.a., The Amended BOT Law), which also has its Implementing Rules
and Regulations (IRR). This law recognizes the vital role of the private sector, as an engine for economic
growth (which is also enshrined in the 1987 Philippine Constitution) and also as a main supplier of
appropriate incentives in mobilizing scarce resources for the purpose of supporting the government in
financing its infrastructure and other developmental projects. The government's Medium-Term Philippine
Development Plan (MTPDP) also recognizes the private sector’s role as a catalyst of growth and as an

2 The MWSS was created in 1971 through RA 6234 (with the MWSS charter amended through Executive Orders or EOs and
Presidential Decrees or PDs) to properly maintain and operate the water distribution system for Metro Manila in order to provide
adequate water supply and potable water. The MWSS is also tasked to properly maintain and operate the sewerage system of
Metro Manila in order to ensure public health and safety.



important source of infrastructure financing. In fact, the latest version of this economic blueprint of the
country, i.e., MTPDP 2004-2010, reported that the Philippine government will prioritize transport
infrastructure-related projects that will boost the country’s trade and investments. These projects include
construction of roads and railroads that will decongest the country’s capital—Metro Manila, major
highways, roads and airports connecting tourism hubs, and roll-on roll-off (RORO) ports.

Infrastructure projects that are covered by the PPP program include those that would develop the agri-
business, educational, energy, environment, health, industrial estates, information and communications
technology, logistics, property, transportation, telecommunications, and water supply sectors.

There are two modes by which private sector entities can participate in PPP projects. One is through
public bidding, a competitive and transparent process that is conducted by an implementing agency of the
government—national government agency, government-owned-and-controlled corporation (GOCC), local
government unit (LGU)—in order to procure the private sector entity for infrastructure or developmental
project(s). The other is through unsolicited mode, i.e., the private sector entity would submit an unsolicited
proposal to the government in order to undertake an infrastructure or developmental project; in this mode.

The government provides certain incentives to the proponents of PPP projects. For instance, a PPP
project registered under the Philippine government’s Board of Investments (BOI) and has a total cost of
more than PHP1 billion is entitled to incentives that are outlined in Executive Order (EO) 226 (a.k.a.,
Omnibus Investment Code of 1987). A project that costs PHP1 billion or less and registered under the
BOI can also avail of incentives specified in EO 226 as long as it is included in the BOI's Investment
Priorities Plan (IPP). A project may also avail of other incentives, including those covered by RA 7156
(Mini-Hydroelectric Power Incentives Act) and Presidential Decree (PD) No. 535 (Tourism Incentives
Program of 1974), as well as those provided for by LGUs subject to the conditions of RA 7160 (Local
Government Code of 1991).

In January 2002, then-Philippine president, Gloria Macapagal-Arroyo, signed EO 144, which converted
the Office of the President’s Coordinating Council for Private Sector Participation into the BOT Center and
transferred it to the government’s Department of Trade and Industry (DTI). The functions of the BOT
Center were specified by the IRR of the BOT law, requiring it to monitor and coordinate BOT projects,
guide the national government agencies and LGUs in conducting BOT projects, and report to the
Philippine president and Philippine Congress the progress of BOT projects in the country.

In July 2010, Philippine economic managers agreed to rename the BOT Center into the PPP Center and
transferred its office from DTI to the government's economic planning agency —the National Economic
Development Agency (NEDA). In September 2010, President Aquino Jr. signed EO 8, formalizing the
renaming as well as the reorganizing of the PPP Center and transferring its salient functions from the DTI
to NEDA, with the role of DTI being limited to the marketing of BOT/PPP projects.

Various plans and programs have been endorsed by the government in enhancing its PPP program.
These include: i) Introducing amendments to the BOT law; ii) Developing an academic PPP training
program; iii) Strengthening the existing PPP/BOT-related provisions of the Local Government Code; and
iv) Increasing funds for the project development facility managed by the PPP Center.

2.3.2 The Comprehensive and Integrated Infrastructure Program 2009-2013

Another important program by the current Philippine government to boost infrastructure spending in the
country is the Comprehensive and Integrated Infrastructure Program (CIIP). In this program, which covers
the period 2009-2013, it is estimated that about PHP3.13 trillion will be required as investments for
infrastructure, of which PHP1.0 trillion will go to the energy sector, PHP842.3 billion for the transport
sector, PHP514.5 billion for the water supply sector, PHP410.2 billion as support for agrarian reform
communities, PHP245.7 billion for social infrastructure, PHP56.0 billion for telecommunications, and
PHP53.3 billion for re-lending programs. The CIIP also plans that the private sector would infuse
PHP400.9 billion as infrastructure financing, with PHP214.4 billion for the transport sector, PHP112.3



billion for water supply, PHP70.7 bilion for social infrastructure, and PHP3.5 billion for
telecommunications.®

Table 2 depicts an annual sectoral breakdown of planned infrastructure investment in the Philippines
starting in 2009 and beyond 2013. In 2009, transportation had the largest amount in infrastructure
investments at PHP123.8 billion, which is 38.0% of the total, followed by the power sector's PHP85.5
billion (26.2% of total). The total investments planned for infrastructure in 2009 is PHP326 billion. In 2010,
this would surge to PHP832.6 billion, with social infrastructure being allocated the most at PHP279.1
billion (33.5% of total) followed by transportation and power at PHP247.6 billion (29.7% of total) and
PHP196.2 billion (23.6% of total), respectively.

Table 2: Breakdown of Philippine Infrastructure Investment By Sector, 2009-Beyond 2013

(PHP billion)

Beyond
Sector 2009 2010 2011 2012 2013 2013
Transportation 123.8 247.6 133.2 102.2 63.6 171.9
Power 85.5 196.2 246.9 150.9 94.7 230.3
Water 36.5 68.8 68.2 112.2 49.6 179.2
Telecommunications 7.9 9.8 7.3 155 15.0 0.5
Social Infrastructure 43.8 279.1 40.8 31.2 24.7 26.0
Support to ARCs 235 22.0 58.4 247.3 55.7 3.3
Re-lending programs 5.0 9.0 10.2 11.3 4.3 13.4
Total 326.0 832.6 564.9 670.7 307.6 624.7

ARCs = Agrarian reform communities.
Source: National Economic Development Authority (NEDA).

In 2011, total planned infrastructure spending is lower by 32.2% from the previous year at PHP564.9
billion, and the power sector would have the largest allocation at PHP246.9 billion (43.7% of total)
followed by the transportation sector at PHP133.2 billion (23.6% of total). Infrastructure investments are
planned to be higher by 18.7% year-on-year (y-o0-y) at PHP670.7 billion in 2012, and the largest chunk or
36.9% of investments would go to government’s support for agrarian reform communities (ARCs). In
2013, the government plans infrastructure investments to fall to PHP307.6 billion, with the power sector
receiving the biggest proportion of the total at PHP94.7 billion (30.8% of total). Beyond 2013, it is
estimated that about PHP625 billion will be spent for infrastructure, with power, water, and transportation
being the largest recipients.

2.4 Recent Issues and Studies on Philippine Infrastructure

It has been widely perceived that Philippine transport infrastructure—air transport, ports, railroads,
roads—is of poor quality and has not substantially improved over the past years. Out of 139 countries in
the WEF’s Executive Opinion Survey in 2010-11, the Philippines was ranked 97" in railroad infrastructure,
112" in air transport infrastructure, 114™ in road infrastructure, and 131% in port infrastructure. The
Philippines was also ranked relatively low (101% out of 139 countries) in the WEF Executive Opinion
Survey for 2010-11 in the area of quality of electricity supply, garnering a score of 3.4 (out of a scoring
range of 1 [insufficient] to 7 [sufficient and reliable]).

In a recent assessment of the Philippines’ power situation, the Department of Energy (DOE) of the
Philippine government reported that: i) In the country’s Luzon region, the power generating capacity has
been concentrated in the Northern and Southern areas, with relatively large power loads in Metro Manila
and neighboring provinces; ii) In the Visayas region, the generating capacity has been concentrated in the
Leyte-Samar grid; and iii) In Mindanao, most of the generating capacity are located in the Northern areas

® paderanga (2010)



but the bulk of electricity demand come from the Southern areas. As electricity demand continues to
increase, there is an urgent need to create more energy-related infrastructures in order to increase the
country’s power generating capacity. In 2010-2013, the DOE together with power firms plan to put in
place four coal-fired plants across the archipelago. Furthermore, the DOE has projected that up to 2030,
the Luzon, Visayas, and Mindanao power grids would need an additional capacity of 11,900 megawatts
(MW), 2,150 MW, and 2,500 MW, respectively.*

Amidst an increase in water access, there is still a need for the Philippine government to widen water
distribution and improve water infrastructure. The government has admitted that there exists certain
challenges in the water sector such as water depletion in major cities, including Metro Manila and Metro
Cebu; rampant water pollution; increasing demand for water; low willingness to pay for water, low cost
recovery of investments, and institutional problems.

A few studies have closely looked at the economic and policy implications of infrastructure spending and
policy in the Philippines. Savard (2010), using a top-down bottom-up computable general equilibrium
(CGE) microsimulation model, found that in the Philippines, infrastructure spending would lower poverty,
with the imposition of a value-added tax having the strongest poverty reduction effect, while foreign aid
has the most equitable funding mechanism. It has also been raised that improving public infrastructure,
especially road infrastructure, is instrumental in improving agricultural productivity in the Philippines (see
Teruel and Kuroda, 2005).

In a study on the Philippine BOT law and its implications to infrastructure development, Llanto (2008)
conjectures that, among other things, there must be a “clear institutional framework” with respect to the
selection of BOT projects, formulation of project proposals, assessment and approval of BOT contracts
and projects. The author also suggests that the government must build its technical capacity in the
design, analysis, and review of BOT contracts and the monitoring of BOT projects.

3. Public Education Spending
3.1 Situation and Trends in Public Educational Spending

Public spending on education in the Philippines appears to be low compared with the rest of its
comparator neighbors in Southeast Asia as well as in South Asia. Tables 3 and 4 illustrate public
spending on education for four Southeast Asian economies—Indonesia, Malaysia, the Philippines, and
Thailand, as well as for one South Asian economy, i.e., Pakistan. In table 3, it is shown that as a
percentage of gross domestic product (GDP), the public spending on education for the Philippines stood
at 2.6% in 2007, lower than in Malaysia (4.5%), Thailand (4.0%), Indonesia (3.5%), and Pakistan (2.8%).
As a percentage of government expenditures, public spending on education for the Philippines in the
same year stood at 15.2%, which is lower than Indonesia’s 18.7%, Malaysia’s 18.2%, and Thailand’s
20.9%, but higher than Pakistan’s 11.2%.

Also, in table 3, the country’s public spending on education (as a percentage of GDP) was 3.5% in 2000,
after which it slipped to 3.2 a year after and stayed at that level until 2003. In 2004, it further fell to 2.7%
and down to 2.5% in 2005 before climbing marginally to 2.6% in 2006, and recorded the same level (of
2.6%) in 2007.

* Ibazeta (2010).



Table 3: Public Spending on Education in Selected Developing Asian Economies, 2000-2008

(Percent of GDP)
2000 2001 2002 2003 2004 2005 2006 2007 2008
China — — — — — — — — —
Indonesia — 25 2.6 3.2 2.7 2.9 3.6 3.5 —
Malaysia 6.0 7.5 7.7 7.5 5.9 7.5 4.7 4.5 —
Pakistan 1.8 — — 1.9 1.9 2.3 2.6 2.8 2.9
Philippines 3.5 3.2 3.2 3.2 2.7 2.5 2.6 2.6 —
Thailand 5.4 5.0 — — 4.2 4.4 4.5 4.0 4.9

— = data not available, GDP = gross domestic product.
Source: The World Bank's World Development Indicators Database.

Table 4: Public Spending on Education in Southeast Asia, 2000-2008
(Percent of Government Expenditures)

In Table 4, Philippine public spending on education in terms of government spending stood at 13.9% in
2000 and rose by 0.1 percentage point in 2001 and by 3.8 percentage points in 2002. It then went down
to 16.4% in 2004 and declined further to 15.2% in 2005, before rebounding to 16.7% in 2006. However, in
2007, it again fell to reach 15.2% in 2007.

2000 2001 2002 2003 2004 2005 2006 2007 2008
China — — — — — — — — —
Indonesia — 11.5 14.3 16.0 14.2 14.9 17.2 18.7 —
Malaysia 26.7 20.0 20.3 28.0 25.2 - - 18.2 —
Pakistan — — — — 6.4 10.9 12.2 11.2 —
Philippines 13.9 14.0 17.8 17.2 16.4 15.2 16.7 15.2 —
Thailand 31.0 28.3 — — 26.8 25.0 25.0 20.9 25.7

— = data not available.

Source: The World Bank's World Development Indicators Database.

Figure 4 illustrates the recent trends in education spending by type of educational level in the Philippines.
It can be gleaned from the figure that the government’s educational spending has been slipping in recent
years. For example, the government’s expenditure per student at the primary level fell from 12.8% of the
country’s GDP per capita in 2000 to 8.6% in 2005; public expenditure per secondary student dropped
from 11.0% in 2000 to 9.2% in 2005; and government expenditure per tertiary spending decreased from
15.4% in 2000 to 11.6% in 2005.



Figure 4: Philippine Government’s Spending Per Student, 2000-2005
(Percent of GDP per capita)
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The Philippine government has been earmarking the largest chunk of its budget to the educational sector
in recent years. For example, the government’s budget allocation for the education sector in fiscal year
(FY) 2009 was PHP208.7 billion, which was 14.6% of the total budget. This has been raised to PHP240.6
billion (or 15.6% of total) in FY2010. In FY2011, the proposed allocation for education has been further
increased to PHP271.7 hillion (16.5% of total).

In the FY2010 budget of the Philippine government for education, PHP3.6 billion will be used for the
construction, rehabilitation, and repair of 5,692 classrooms/school buildings at PHP675,000 per
classroom, while PHP2.3 billion will be allocated for the construction of 8,378 regular classrooms at
PHP275,000 per classroom. Other major items that are included in the PHP240.6 billion budget for
education are as follows:

e PHP7.8 hillion for different government scholarship programs;

e PHP2.1 billion for the creation of 12,372 teaching positions and 2,357 non-teaching positions;

e PHP2.1 billion for the purchase of 39.6 million books; PHP876.8 million for the purchase of
2.1 million desks and armchairs for primary and secondary schools; PHP800 million for
training of teachers;

e PHP1.8 billion for the establishment of pre-school education at the 4" to 6™ class
municipalities;

e PHP1.0 billion for the construction and repair of 2,755 water sanitation facilities at
PHP363,000 per facility; and

. PHP8775miIIion for the purchase of 2 million desks and armchairs for primary and secondary
schools.

3.2 Government Policy on Education

The main goal of the current Philippine government is to improve the quality of basic education in the
country. Because of this, the government introduced the “Enhanced K+12 Basic Education Program”,
which aims to provide a 12-year basic education program spanning kindergarten, primary, and secondary
schooling. Specifically, this program proposes for a basic education that would cover kindergarten, a 6-
year elementary education, a 4-year junior high school education, and a 2-year senior high school
education.’

° DBM (2010).
® DepEd (2010).



According to the government, this new curriculum would help decongest the academic workload of
students, allowing them to acquire and master competencies that are relevant to the demands of the job
market. Furthermore, graduates of this program are expected to receive higher wages, be more prepared
for higher education, be better equipped to start a business, and will be more recognized internationally.
For the economy as a whole, the government expects that this program would help promote long-run
economic growth, raise the educational system to international standards, and help the country attain
socio-economic development.’

3.3 Recent Issues and Studies on Public Educational Spending

Certain local studies have tackled education spending in the Philippines. Manasan, Cuenca, and
Villanueva-Ruiz (2008) use benefit incidence analysis and find that public sector spending on education in
the Philippines is progressive, i.e., benefiting more the poor households compared to rich households; the
authors attributed this to the preference of rich households on private schooling rather than public
schooling. In addition, the authors find public spending on primary and secondary education to be
progressive, whereas for tertiary education, it is regressive, which suggests that public spending on
tertiary education benefits more the rich households than the poor households. Since 1999, however, the
authors lamented that the level of progressivity in public spending on education has fallen.

It may also be the case that the Philippine government needs to enhance school participation of students
coming from poor households through advocacy, establishing mechanisms that promote more interaction
between schools and communities, and also via financial support. Maligalig et al (2010) show that socio-
economic characteristics are found to be stronger determinants on educational outcomes, i.e., males are
less likely than females to attend schooling; that working children (especially males) are also less likely to
attend secondary schooling; and that children who belonged to low income-decile families and who have
relatively less educated members of the household are less likely to attend schooling.

4. Economic Growth & Employment
4.1 Trends in Economic Growth

Over 2000-2010, the Philippine real GDP growth fluctuated between a record-high 7.3% year-on-year (y-
0-y) in 2010 and a low 1.1% y-o0-y in 2009, with an average annual growth rate of 4.9% y-o-y (see Figure
5). Philippine GDP growth started the 21 century at 6.0% y-o0-y in 2000, but eased to 3.0% the following
year mainly caused by depressed exports as the US was hit with a mild recession. The Philippine
economy recovered thereafter, posting annual growth rates of 4.4% in 2002 and 4.5% in 2003 and rose
further to 6.0% in 2004. Real GDP growth, however, decelerated to 5.0% in 2005 before rebounding
slightly to 5.4% in 2006, and further rose to 7.2% in 2007. However, economic growth suffered a
precipitous decline to 3.7% and 1.1% in 2008 and 2009, respectively, amid the global economic and
financial turmoil that emanated in the US. In 2010, however, the Philippine economy rebounded as its
GDP growth rate reached 7.3%, the third-highest in the country’s economic historys.

7 .
Ibid.
® The top two highest GDP growth rates for the Philippines were 8.9% in 1973 and 8.8% in 1976.



Figure 5: Philippine Real GDP Growth Rate, 2000-2010
(Percent, year-on-year)
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Source of basic data: National Statistical Coordination Board, Philippines.

In the four quarters of 2010, the y-o-y GDP growth rate of the Philippines averaged an impressive 7.4%.
The country’'s GDP growth surged to 7.8% y-o0-y in the first quarter (from 2.1% in the fourth quarter 2009)
and increased further to 8.2% in the second quarter before easing to 6.5% in the third quarter. In the
fourth quarter, GDP growth rebounded to 7.1%.

On the demand-side, the largest contributor to Philippine GDP in 2010 is personal consumption
expenditure, which accounted for about two-thirds of the country’s economic size, while the smallest is
government consumption (about 6% of total). In Figure 6, during the 2004-2010 period, it can be gleaned
that personal consumption expenditure, the largest expenditure type in Philippine GDP accounting for
about three-fourths of the total, has had the most stable growth with an annual average growth rate of
5.2%. Conversely, merchandise export growth is the most volatile, ranging from —13.4% in 2009 to 25.6%
in 2010, but has the highest average growth at 12.6%. The second most volatile expenditure type in real
GDP is capital formation (a.k.a., investment spending), with the lowest average growth at 4.2%.

More recently, the rebound of the Philippine economy in 2010 from the global economic and financial
turmoil in 2008-09 is led by impressive growth in domestic and external demand. Specifically, personal
consumption expenditure posted 5.3% growth, capital formation surged 17%, and merchandise exports
accelerated 25.6% for the year.



Figure 6: Philippine Real GDP Growth Rate by Expenditure Type, 2004-2010
(Percent, year-on-year)
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Source of basic data: National Statistical Coordination Board, Philippines.

Figure 7 presents the three major sectors that contribute to Philippine real GDP over the 2003-2010
period. The services sector is still the largest contributor to the economy, accounting for half the country’s
GDP in 2010. The industrial sector accounted for about one-third of the size of the economy while the
agriculture/fishery/forestry sector is the smallest with 17% share. Between 2003 and 2010, the share of
the services sector expanded by 3 percentage points; the share of the industrial sector remained
unchanged; and the share of the agriculture/fishery/forestry sector contracted by 3 percentage points.
Since 2004, the average annual growth rate of the services sector was relatively high at 6.1%, followed
by the industrial sector’'s 5.2%; in contrast, for the agriculture/fishery/forestry sector, it was 3.2% and has
had the most erratic growth rate.

Figure 7: Philippine Real GDP by Industrial Origin, 2003-2010
(PHP billion)
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A closer look at the Philippine sectoral data reveals that manufacturing is the most significant component
of the industrial sector while retail trade appears important in the services sector. Although the share of
private services to the country’s gross national product (GNP) has not gone beyond single digit, its growth
over the years is notable. The expansion of the business process outsourcing in the Philippines may
explain this development. Another point worth noting is the increasing share to GNP of the net factor
income from abroad, from 7.4% in 2003 to 13.5% in 2009. This could probably be traced to remittances of
overseas Filipino workers to the Philippines.

Overall, it appears that the task of identifying the drivers of growth in the Philippines is a little challenging
when growth, in the first place, is somewhat elusive. However, the performance of the economy in the
recent quarters looks promising which perhaps somehow reflect the positive sentiments over the change
in government leadership.

4.2 Recent Trends in Philippine Labor Market

Table 5 presents selected variables on the Philippine labor market. In 2010, the Philippine working-age
population grew by 2.5% from a year ago to reach 60.7 million. The labor force rose by 2.7% for the year,
reaching 38.9 million. The labor force participation rate climbed by a total of 0.5 percentage point over the
2008-2010 period. The number of employed persons stood at 36.0 million in 2010, expanding by 2.8%
and 2.9% in 2009 and 2010, respectively. The unemployment rate, after increasing by 0.1 percentage
point in 2009, fell by 0.2 percentage point to 7.3% in 2010. The underemployment rate also decreased
from 19.3% in 2008 to 19.1% in 2009, and down further to 18.7% in 2010. Overall, it appears that the
national employment and unemployment situations have been improving in recent years.

Table 5. Recent Trends in Philippine Labor Market, 2008-2010

2008 2009 2010
Population 15-years and above (in thousands) 57,848 59,237 60,718
Labor Force (in thousands) 36,791 37,912 38,920
Labor Force Participation Rate (%) 63.6 64.0 64.1
Number of Employed (in thousands) 34,089 35,062 36,047
Underemployment Rate (%) 19.3 19.1 18.7
Unemployment Rate (%) 7.4 75 7.3

Source: National Statistics Office, Republic of the Philippines.

However, not all regions in the Philippines were able to experience an improvement in their employment
profiles. Table 6 presents unemployment rate across regions in the country over the 2008-2010 period. It
is shown that the region with the largest economic activity—National Capital Region (NCR)—had the
highest and only double-digit unemployment rate in the country, leveling off at 11.6% in 2010. However,
NCR’s unemployment rate posted the biggest decrease of 1.4 percentage points between 2008 and
2010. Three other regions, namely, CALABARZON, Central Luzon, and SOCCSKSARGEN, were also
able to lower their respective unemployment rates in the same period, albeit at a modest pace. In
contrast, other regions registered worsening employment as shown by their higher unemployment rates.

The same table also reveals underemployment rates of Philippine regions over the 2008-2010 period. At
the latest, only one region (out of seventeen) had a single-digit underemployment rate, while the highest
underemployment rate belongs to the Bicol region (36.8%). During this period, 53% of the regions were
able to lower their underemployment rates, while the remaining 47% recorded higher underemployment
rates.



Table 6. Unemployment and Underemployment Rates by Region in the Philippines, 2008-2010

Unemployment Rate (%) Undermployment Rate (%)

2008 2009 2010 2008 2009 2010
National Capital Region 13.0 12.8 11.6 11.8 125 11.9
Cordillera Administrative Region 45 4.6 5.1 225 17.6 15.7
llocos Region 8.1 8.2 8.5 16.7 16.8 14.8
Cagayan Valley 35 2.8 3.7 18.3 15.2 14.7
Central Luzon 9.2 9.2 8.7 8.7 7.8 9.1
CALABARZON 10.0 104 95 16.1 16.5 17.4
MIMAROPA 4.2 44 44 27.2 26.0 23.6
Bicol Region 5.6 5.8 5.9 35.8 36.2 36.8
Western Visayas 7.0 7.0 7.1 24.0 25.7 26.7
Central Visayas 7.0 75 7.6 15.1 14.8 16.4
Eastern Visayas 4.5 54 5.5 27.6 264 20.9
Zamboanga Peninsula 35 3.6 3.7 23.7 23.6 21.3
Northern Mindanao 4.7 4.9 5.0 25.8 275 28.0
Davao Region 5.8 5.9 6.1 19.8 20.4 19.9
SOCCSKSARGEN 45 4.1 4.4 23.3 210 20.8
Caraga 5.6 5.8 6.5 25.8 26.9 22.2
Autonomous Region in Muslim Mindanao 2.7 23 3.9 16.0 12.8 135

Source: National Statistics Office, Republic of the Philippines.

Table 7 illustrates the percentage share in employed persons by sector, class of worker, and occupation
in the Philippines over the 2008-2010 period. It reveals that majority or 51.8% of the employed in the
Philippines were located in the services sector in 2010. Moreover, the share of services has been
climbing in recent years. Within the services sector, that sub-sector that has the largest number of
employed was in wholesale and retail trade, etc. However, comparing all sub-sectors, it is evident that the
largest employed persons were in the agriculture, hunting, and forestry sector at 29.1% share. However,
the share of employed in the agriculture (relative to the industrial and services sectors) dwindled in recent
years.

By class of worker, it is obvious from the table that as of 2010, wage and salary workers comprised
majority of the employed in the Philippines, of which most of them worked for a private establishment.
This was followed by the self-employed group with 30.2% share. Between the two, it is shown that in
recent years, the share of wage and salary workers has increased, whereas the share of the self-
employed group has fallen.

In terms of workers by occupation, as of 2010, about a third, or approximately 32.5%, of the total
employed are laborers and unskilled workers, while agricultural workers—Farmers, forestry workers,
fishermen—accounted for 16.7% of the total.



Table 7. Percent Share to Employed Persons by Sector, Class of Worker, and Occupation in the
Philippines, 2008-2010

2008 2009 2010

By Sector

Agriculture 353 34.4 33.2
Agriculture, hunting, and forestry 31.1 30.2 29.1
Fishing 4.2 4.2 4.1

Industry 14.8 14.5 15.0
Mining and Quarrying 0.5 0.5 0.6
Manufacturing 8.6 8.3 8.4
Electricity, gas, and water 0.4 0.4 0.4
Construction 54 54 5.6

Services 49.9 51.1 51.8
Wholesale and retail trade, repair of motor vehicles, motorcycles and

personal and household goods 18.9 19.2 19.5
Hotels and restaurants 28 29 29
Transport, storage, and communication 7.6 7.6 7.5
Financial intermediation 11 1.1 1.1
Real estate, renting, and business activities 2.8 3.0 3.2
Public administration and defense, compulsory social security 4.9 5.0 5.1
Education 31 3.2 3.3
Health and social work 1.1 1.2 1.2
Other community, social and personal service activities 2.4 25 2.5
Private households with employed persons 5.1 54 5.3
Extra-territorial organizations and bodies 0.0 0.0 0.0

By Class of Worker

Wage and salary workers 52.3 53.3 54.4
Worked for private household 5.1 54 5.3
Worked for private establishment 38.9 394 40.4
Worked for government/government corporation 8.0 8.2 8.4
Worked with pay in own family-operated farm or business 0.3 0.3 0.3

Self-employed without paid employee 31.3 30.6 30.2

Employer in own family-operated farm or business 4.1 4.1 3.9

Worked without pay in own family-operated farm or business 12.2 12.0 115

By Occupation
Officials of government and special interest organizations, corporate executives,

managers, managing proprietors and supervisors 12.7 13.8 135
Professionals 4.5 4.7 4.6
Technicians and associate professonials 2.6 2.6 2.7
Clerks 5.0 5.6 5.3
Service workers and shop and market sales workers 9.9 10.6 10.5
Farmers, forestry workers, and fishermen 17.6 16.0 16.7
Trades and related workers 8.0 7.7 7.6
Plant and machine operators and assemblers 6.9 6.3 6.3
Laborers and unskilled workers 32.3 323 325
Special occupations 04 0.4 0.4

Source: National Statistics Office, Republic of the Philippines.



Table 8 presents labor productivity data for the Philippines in the two most recent years.’ Real labor
productivity (at constant 1985 prices) in the country has improved by 4.4% to PHP42,643 per employed
person in 2010. This was largely bolstered by a 5.8% annual increase in the labor productivity of the
industrial sector, reaching PHP95,616/employed person for the year. The strong showing of the industrial
sector was spearheaded by an impressive 7.2% increase in the labor productivity of the manufacturing
sector. The service sector also had a modest 2.8% improvement in labor productivity for the year, led by a
sharp 5.9% hike in the labor productivity of wholesale and retail trade. Finally, the agricultural, fishery,
and forestry sector barely had an increase in its labor productivity in 2010.

Table 8: Labor Productivity in the Philippines, by Country and Sector, 2009-2010
(in Philippine pesos, at constant 1985 prices)

2009 2010

Philippines 40,846 42,643
Agriculture, Fishery, and Forestry 21,543 21,553
Industry 90,414 95,616
Mining and Quarrying 176,831 174,598
Manufacturing 108,676 116,531
Construction 38,067 39,450
Electricity, Gas, and Water 313,690 322,320
Services 37,942 40,865
Wholesale and Retail Trade 35,504 37,604
Transport, Storage, and Communication 47,230 47,376
Finance, Insurance, Real Estate and Business Services 97,431 98,318
Commercial, Social, and Personal Services 22,324 22,687

Source: Department of Labor and Employment, Republic of the Philippines.

Table 9 depicts the trends in the average daily wage in the Philippines in the last decade or so. For the
country as a whole, it is revealed that the average daily wage rose by an average annual rate of 3.4%
over the 2001-2009 period, ranging from 1.6% in 2003 to 6.7% in 2006. As of 2009, the country’s average
daily wage stood at PHP290.7. Across sectors, the highest daily wage as of 2009 was in the non-
agricultural sector, specifically in the “extra-territorial organizations and bodies” sector with PHP874.0,
followed by the educational and financial sectors with PHP522.5 and PHP515.6, respectively. In the
agricultural sector, the average daily wage during 2009 was PHP145.1, which was just 46% of that in the
non-agricultural sector. Between 2001 and 2009, the “extra-territorial organizations and bodies” sector
posted the fastest average annual growth in average daily wage at 14.8% y-o0-y, while the slowest growth
was in mining and quarrying with 1.3% y-o-y.

By occupation, the highest average daily wage of PHP687.7 in 2009 was received by “officials of
government and special-interest organizations, corporate executives, managers, managing proprietors,
and supervisors”, while the second-highest average daily wage of PHP589.0 was taken by
“professionals”. In contrast, “laborers and unskilled workers” received the smallest average daily wage for
the year of PHP160.8. Amongst wage and salary workers, in 2009, those employed in government and
government-owned corporations got the highest average daily wage of PHP473.6, whereas those
employed in private households received the smallest amount of PHP125.9.

® Philippine official sources do not have capital and land productivity data due to the unavailability in capital and land stocks data.



Table 9: Average Daily Wage in the Philippines By Sector, Occupation, and Type of Salary and
Wage Worker, 2001-2009
(in Philippine pesos)

2001 2002 2003 2004 2005 2006 2007 2008 2009
ALL INDUSTRIES 22229 22639 230.12 234.09 24538 261.90 266.65 278.93 290.73
Agricultural 11043 11057 112,53 117.83 12217 13225 132.65 138.85 14514
Agriculture, Hunting and Forestry 108.81  109.11 11091 116.35 12046  130.22 130.56 136.73  142.87
Fishing 12562 125.06 129.08 133.47 143.09 157.17 159.40 166.21 174.62
Non-Agricultural 245.05 24953 253.73 258.08 267.86 286.18 292.36 305.67 317.84
Mining and Quarrying 22535 22892 212.37 185.64 207.90 200.55 205.09 24229 241.06
Manufacturing 226.17 22898 237.42 239.36 24659 264.99 277.19 289.56  299.93
Electricity, Gas and Water Supply 334.28 350.34 348.25 367.92 42159 440.12 460.73  457.36  465.62
Construction 209.77 213.66 219.39 22581 23590 264.18 256.10 267.83 276.64
Wholesale and Retail Trade, Repair of Motor
Vehicles, Motorcycles and Personal and
Household Goods 199.10 199.40 210.84 21348 217.49 227.34 24249 249.92 257.71
Hotels and Restaurants 202.80 201.39 210.36 221.16 221.82 237.00 242.60 251.25 264.50
Transport, Storage and Communications 230.06  228.22 237.31 246.34 28436 326.35 344.19 357.10 371.29
Financial Intermediation 389.40 40252 408.99 426.01 446.12 49173 47344 49585 51555
Real Estate, Renting and Business Activities 307.60 296.13 306.02 318.43 320.25 361.47 378.04  412.27 426.24
Public Administration and Defense, Compulsory
Social Security 334.93 35858 369.53 366.66 396.15 414.87 41157 41554  433.40
Education 42324  440.08 437.20 44582 441.03 459.00 460.85 487.49 522.52
Health and Social Work 349.72 364.30 338,50 366.82 373.16 392.30 400.23 417.32  434.36
Other Community, Social and Personal Activities 202.91 21145 22519 23956 252.03 268.19 272.65 287.93 307.97
Private Households w ith Employed Persons 107.92 108.75 110.28 11157 10845 11347 121.06 122.63 125.88
Extra-Territorial Organizations and Bodies 536.88 590.80 593.03 510.95 536.94  440.15 1,089.33 726.11 873.98
ALL OCCUPATIONS 22229 226.39 230.12 234.09 24538 261.90 266.65 278.93  290.73
Officials of Government and Special
Interest-Organizations, Corporate
Executives, Managers, Managing
Proprietors and Supervisors 488.75 510.25 533.06 559.54 580.73 629.78 644.27 673.78 687.74
Professionals 479.16  490.68 492.19 51035 504.39 518.26 534.35 558.21  589.02
Technicians and Associate Professionals 321.77 346.80 341.01 344.07 360.10 415.88 391.63 411.39 434.19
Clerks 25752  263.16 268.07 273.38 29435 330.76 337.71 354.44 370.43
Service Workers and Shop and Market
Sales Workers 19450 200.39 204.82 21044 212.28 22054 229.19 23841  250.56
Farmers, Forestry Workers and Fishermen 114.13 115.76 116.19 129.36 135.67 160.82 177.74 171.35 175.52
Trade and Related Workers 19858 203.96 21155 218.10 228.88 24853 25211 26341 272.70
Plant and Machine Operators and
Assemblers 221.66 220.80 228.62 233.27 24862 263.97 27810 286.51 296.76
Laborers and Unskilled Workers 120.86 123.11 126.74 130.95 136.40 146.31 14890 154.84 160.75
Special Occupations 319.96 348.83 386.56 387.82 43426  458.28  498.17 487.47 525.32
ALL WAGE AND SALARY WORKERS 22229 226.39 230.12 234.09 24538 261.90 266.65 278.93  290.73
Employed in:
Private Households 114.16 11411 114.88 111.63 107.71 11416 12335 123.30 125.85
Private Establishments 205.96 20791 21433 21817 23040 250.88 256.31 269.47  280.23
Government/Government Corporations 369.42 39424  394.07 401.10 420.08 433.13 435.32 448.10 473.58
Family-Operated Activities 209.54 190.14 19853 181.38 19323 199.60 226.90 209.40 250.79

Source: Department of Labor and Employment, Republic of the Philippines.



4.3 Explicit Growth Strategy

The previous Philippine government under the Arroyo administration conceived the MTPDP 2004-2010,
mapping the strategies and measures for targeting growth and improving the country’s performance. The
strategies include, among others, (a) putting in place sound fiscal policy with manageable consolidated
public sector deficit, while implementing fiscal stimulus program for providing support to the economy in
response to adverse global economic shocks; (b) enhancing the impact of public spending through public-
private partnerships in major infrastructure projects; (c) improving the investment climate to boost the
country’s competitiveness; and (d) accelerating the spill-over effects of growth to the poor.

More specifically, the MTPDP lists a 10-point agenda for measuring the its performance including the (1)
creation of 6-10 million jobs; (2) balancing the budget; (3) digital and transport networks linking the entire
country; (4) education for all; (5) electricity and water to be provided to the entire country; (6) the
decongestion of Metro Manila; (7) making the Subic-Clark Corridor [previous US military bases] as the
most competitive international service and logistics center in the Southeast Asian region; (8) automation
of the electoral process; (9) working towards lasting peace; and (10) closure to the divisive issues of
EDSA [people power revolutions that resulted to ousting or previous administrations and raises questions
of legitimacy of Arroyo government]. These communicate that the government was working towards job
creation, improving the fiscal position, promoting education, establishing better infrastructure and
logistics, yet not losing sight of social justice.

The political friction between Arroyo and the 2010-elected President Aquino prompts the latter to highlight
the new government's mandate on transformational leadership. Going forward, the Philippine
government under Aquino commits to fight corruption, focusing on education, promoting public heath,
impartial institutions and justice system, re-investment in farms and rural enterprises, capacity- and
opportunity-building for the poor and the marginalized, conducive conditions to growth and
competitiveness of all-sized private businesses, and job creation within the country. The incumbent
administration is currently preparing the MTPDP 2010-2016, which is expected to be released in early
2011.

4.3 Recent Issues and Studies on Philippine Growth

A recent issue that emerged following the 2008-09 global economic crisis is what kind of macroeconomic
policy response would the Philippine government need in order to mitigate the crisis’ adverse impacts on
economic growth. In January 2009, the Philippine government embarked on a PHP330 billion fiscal
stimulus program, a.k.a., Economic Resiliency Plan (ERP), intended to pursue financing of infrastructure
projects, cut income taxes for low- to middle-income workers as well as corporations, and provide social
protection measures. It has been reported that about PHP160 billion or 48% of the ERP would be used to
finance small infrastructure projects that are located in small communities, and also for social protection
measures, which includes the government's CCT program; PHP100 billion (30% of total) would be spent
for large infrastructure projects; PHP40 billion (12% of total) would be for income tax cuts; and PHP30
billion (10% of total) would be for the additional benefits to be provided by social security institutions.

Accommodative monetary policy has also been implemented by the Philippine government through its
central bank—Bangko Sentral ng Pilipinas (BSP)—as a policy response to the crisis. The BSP started
implementing its monetary easing in late 2008 by lowering its policy interest rates, hamely, the overnight
borrowing/reverse repurchase (RRP) rate and the overnight lending/repurchase (RP) rate by 50 basis
points each to 5.5% and 7.5%, respectively. In January 2009, the BSP again cut the RRP and RP rates
by another 50 basis points to 5.0% and 7.0%, respectively. The country’s policy interest rates were again
both lowered by 25 basis points for each month from March 2009 to May 2009, after which the last 25-
basis point cut was made in August 2009. Overall, the BSP conducted policy rate cuts totaling 200 basis
points or 2 percentage points between December 2008 and February 2011. However, in March 2011, the
BSP decided to raise its RRP and RP rates by 25 basis points each, to 4.25% and 6.25%, respectively,
as inflationary pressures began to mount at the start of the year amid spikes in food and fuel costs.



A number of studies attempted to explain the lacklustre growth trend in the Philippines. An interesting
angle is presented in the Asian Development Bank's (ADB) study, Philippines: Critical Development
Constraints (2007). Using Hausmann et al.’s (2005) diagnostics framework, it identifies the critical
constraints to growth as (a) tight fiscal situation due to weak revenue generation; (b) inadequate
infrastructure, particularly in electricity and transport; (¢) weak investor confidence due to governance
concerns, particularly, corruption and political instability; and (d) inability to address market failures
leading to a small and narrow industrial base.

Institutions are also cited in certain studies to be an important factor in Philippine economic growth.
Briones (2009) considers the long-run impediments to growth in the Philippines, exploring the so-called
deep constraints such as culture and corruption, as well as the role of institutions on restricting or
propagating long-run growth; using his synthesis of existing literature, Briones (2009) suggests
institutional weakness to be the binding obstacle of Philippine growth. Similarly, de Dios (2008) argues
that Philippine economic growth has been “hobbled” by the performance of Philippine institutions or
institutional outcomes, in particular, by political instability.

In another PIDS discussion paper, Gonzales et al (2010) investigate the empirical evidence in support of
endogenous growth theory. Recognizing the essential role of research and development (R&D) efforts on
long-term economic growth, they survey firms to determine the factors that affect their decision to locate
R&D activities in the Philippines. They find push and pull factors to be important and present the
implications for policymakers.

Using a neoclassical growth model and certain empirical methods, Alba (2007) finds that the Philippines
has been trapped in a low-growth path as it has an extremely low total factor productivity (TFP), and
argues that for the Philippines to reach a higher standard of living, it has to dramatically raise its TFP.
Similarly, utilizing a structural vector autoregression framework, Alba and Dacuycuy (2009) examine the
business cycle in the Philippines and look at its interaction with TFP; they observe the pro-cyclicality of
TFP and the evidence of retooling or favourable structural adjustments subsequent to recessions. On the
other hand, Canlas (2003) find that enhancing savings and investments, accumulating human capital, and
slowing down the pace of population growth are important factors of long-run economic growth. Felipe
(2007) argues that Philippine competitiveness eroded between 1980-2003 as unit labor costs climbed due
to a reduction in labor share (and an increase in capital share).

5. Philippine Poverty and Inequality
5.1 Trends in Philippine Poverty and Income Inequality

Figure 8 presents the poverty headcount ratios for the Philippines spanning the last two and a half
decades. It indicates that the proportion of the total population in poverty has been declining since the
mid-1980s, except in the recent period. At purchasing-power parity, the poverty headcount at US$1.25
day fell in the late 1980s, from 34.9% in 1985 to 30.5% in 1988 before rising slightly to 30.7% in 1991 on
the back of an economic recession. It, however, decreased to 28.1% in 1994 and down further to a
record-low 21.6% in 1997, before it again climbed to reach 22.5% in 2000, partly because of the adverse
effects of the 1997-98 East Asian financial crisis and the El Nino phenomenon during 1998. In 2003, the
poverty headcount declined to 22.0% but has again gone up to 22.6% in 2006. (The same pattern can be
said from the purchasing power parity-adjusted poverty headcount ratio of US$2.00 a day.)



Figure 8: Poverty Headcount Ratios for the Philippines, 1985-2006
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Source of basic data: The World Bank's World Development Indicators Database.

Figure 9 shows the gini index—a measure of income equality (inequality)—for the Philippines over the
1985-2006 period. In the late 1980s, the Philippine gini index hovered at 41.0, before rising sharply to
43.8 in 1991, indicating an increase in income inequality during this period. By 1994, the country’s income
disparity narrowed as the gini index fell to 42.9. However, in 1997, at the onset of the East Asian financial
crisis, Philippine income inequality again worsened with the gini index leveling off at about 46 up to 2000.
Income equality again improved in the first half of 2000s, as the gini index dropped to 44.5 in 2003 and
44.0 in 2006.

Figure 9: Gini Index for the Philippines, 1985-2006
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Source of basic data: The World Bank's World Development Indicators Database.

More recent data for the Philippines appear to suggest that there had been a slight improvement in the
country’s income equality. Based on the preliminary results of the Philippine government’s 2009 Family
Income and Expenditure Survey (FIES)™, the gini coefficient for 2009 stood at 0.45, which is 0.01 point
lower than the 2006 gini coefficient data.

' The Family Income and Expenditure Survey (FIES) is a country-wide triennial survey of households conducted by the Philippine
government’s National Statistics Office (NSO).



5.2 Government Policy on Poverty and Inequality

5.2.1 Pantawid Pampamilyang Pilipino Program (4Ps)

The Pantawid Pampamilyang Pilipino Program (4Ps) is a conditional cash transfer program of the
Philippine government, through the Department of Social Welfare and Development (DSWD), designed to
improve the education, health and nutrition of children aged 14 years old or below of extremely poor
households. Its twin objectives are to provide social assistance by giving cash to extremely poor
households and to promote social development by investing in human capital. It also aims to help the
Philippines meet its MDGs of eradicating extreme hunger and poverty, attain universal primary education,
lower child mortality, and improve maternal health.

The eligible beneficiaries of the 4Ps include: i) Households with an economic condition that is less than or
equal to the provincial poverty threshold; ii) Households who have children aged 14 years or less and/or
have a pregnant woman at the time of assessment for the program; iii) Households who are residents in
the poorest municipalities per the Small Area Estimates (SAE) of the National Statistical Coordination
Board (NSCB), a statistical arm of the Philippine government; and iv) Households who agree with all
conditions of the 4Ps.

An eligible household with a maximum of three children receives PHP500 a month (or PHP6,000 a year)
for health expenses and PHP300 a month (or PHP3,000 for one school year or 10 months) for
educational expenses. A household who has three qualified children receives PHP1,400 a month as
subsidy for the entire school year (or PHP15,000 per year) provided that it complies with all conditions of
the 4Ps.

In order to stay in the 4Ps, the household must fulfill the following conditions:

e Children 5 years old or below must have regular check-ups and vaccines;

e Children 3-5 years old must attend day care or pre-school at least 85% of the time;

e Children 6-14 years old must be enrolled in primary or secondary schools and must have
attended at least 85% of all classes;

e Children 6-14 years old must receive de-worming pills twice a year;

e Parents must attend family development sessions; and

e Pregnant women must have pre- and post-natal care and must be attended during birth by a
health care professional.

The household beneficiary can receive the cash in five years at the most. The monitoring and verification
of the household-beneficiary’s compliance with the 4Ps shall be made by the DSWD and an Advisory
Committee, which consists of representatives from government agencies—DePED, Department of Health
(DOH), Department of Interior and Local Government (DILG), National Anti-Poverty Commission
(NAPC)—as well as LGUs at the national, regional, and municipal levels. This will be made on a monthly
basis through a Compliance Verification System (CVS).

5.2.2 KALAHI-CIDSS

The KALAHI-CIDSS (a.k.a., Kapit-Bisig Laban sa Kahirapan-Comprehensive and Integrated Delivery of
Social Services) is the Philippine government’s flagship poverty-alleviation program that is implemented
by the DSWD and supported by the World Bank. It was initiated as a pilot test for 6 barangays in Quezon
province in 2002; since then, the program has encompassed 12 regions, 42 provinces, 214 municipalities,
and 4,841 barangays, with households numbering 1,014,489. In January 2010, 16 new municipalities with
354 barangays have been included in the program, while an additional 14 municipalities with 258
barangays have been also covered by the program. It has been reported also that KALAHI-CIDSS has
benefited a total of 1.1 million households and about 6.6 million poor individuals since its inception.



5.3 Recent Issues and Studies on Philippine Poverty and Income Inequality

One important issue that emerged in recent years is the potential impact of economic crises on poverty in
the Philippines. It may be recalled that there were two major crises that threatened developing countries
during the late 2000s: i) The 2008-09 global economic and financial turmoil, which emanated in the US;
and i) The 2008 food crisis, with prices of staple commodities (ex. rice, grain) rising sharply.'* Against this
backdrop, certain Philippine studies have looked into the potential and actual effects of these crises on
Philippine poverty and income distribution.

Reyes, Sobrevinas, and de Jesus (2010) observed 10 barangays in the Philippines using the community-
based monitoring system (CBMS)' database and found that poverty in most of these areas have
modestly increased after the crisis largely due to a decline in overseas Filipinos (OF) remittances and job
losses. Balisacan et al. (2010) conducted regression and decomposition analyses with panel data of
combined national accounts and household survey in order to determine the economic and poverty
impacts of the global economic crisis on the Philippines; they found that the economic and poverty
impacts of the crisis in the Philippines is severe and may linger in the years to come. Reyes et al (2010)
use household data from a combined CBMS survey of selected barangays, the 2006 FIES, and the input-
output (I-O) accounts, and confirm that price changes in fuel and rice have varying impacts on different
household groups, with price hikes in rice most adversely affecting the poorest households.

There are several Philippine studies that tackled the potential poverty and income distribution effects of
trade liberalization. A strand in the literature uses computable general equilibrium (CGE) microsimulation
modeling, with one study confirming that preferential and multilateral trade liberalization tends to lower
national poverty and benefits the relatively poor households (see Corong, Reyes, and Taningco 2010),
while another study showing that unilateral tariff cuts marginally lowers national poverty but makes the
poorest of the poor worse off (see Cockburn, Corong, and Cororaton 2008). Moreover, Hasan and
Jandoc (2010) found that the tariff cuts by the Philippines during the 1994-2000 period led to an
“economically insignificant” rise in wage inequality, while Hasan and Chen (2004) prove that trade
liberalization during the 1988-1997 period is associated with a decline in wage inequality in the Philippine
manufacturing sector.

Population or family size, school attendance, and poverty in the Philippines are also being linked by
various local studies. Orbeta (2009) uses a national representative household survey and shows that
family size positively contributes to poverty. Bansagan and Panganiban (2008) found that family size is
inversely related to school attendance of children. Mapa and Balisacan (2004) conjecture that rapid
population growth tends to hurt Philippine economic growth.

Another issue is at what level of economic growth should the Philippines pursue and sustain in order to
eradicate poverty. Albert and Ramos (2010) utilize a simulation analysis using the 2006 FIES and found
that a 2% increase in the Philippines’ per capita income (in real terms) would take more than 17 years for
half of the country’s poor to get out of poverty, while a 1% income hike would require an average time of
40 years.

The Philippines’ conditional cash transfer program has also been studied in terms of its economic benefits
and costs. Son and Florentino (2009) provide an ex ante assessment of the Philippine government'’s 4Ps
and find that the program would increase school attendance among poor children by 6.7 percentage
points, and that it would reduce poverty.*®

" Timmer (2008) argues that the 2007-08 food crisis emanated from a gradual rise in food prices since 2004 on the back of robust
growth in the PRC and India; a steady decline in the value of the US$; and an increase in fuel prices.

2 The Community-Based Monitoring System (CBMS) database contains local-level data on poverty indicators, detailed measures
on the different dimensions of poverty, and household data on each poverty dimension. It is operated and maintained by the
CBMS Network, which is part of the the Poverty and Economic Policy (PEP) Research Network supported by the International
Development Research Centre (IDRC).

* Two post-evaluation studies on the 4Ps and KALAHI-CIDSS entitled “First Wave Qualitative Impact Evaluation of the Conditional
Cash Transfer and Poverty Targeting in the Philippines” and “Final Qualitative Study KALAHI-CIDSS” were funded by the World



6. Structure of Philippine Public Expenditures and Revenues

In 2010, the Philippine government’s total expenditure (excluding interest payments and spending on
financial services) stood at PHP1,379.3 billion, of which 36.3% were on economic services, 33.8% on
social services, 24.5% on general public services, and 5.3% on national defense (see Table 10)."* The
largest public spending went to education at 17.4% share (PHP240.6 billion), followed by transport and
telecommunications infrastructures (12.6% or PHP174.3 billion). However, public spending on health-
related infrastructure as well as on electricity/energy-related infrastructure were relatively small at 3.7%
(PHP50.9 billion) and 1.3% (PHP17.8 billion), respectively.

Table 10: Distribution of Philippine Public Expenditure, 2010

Amount % share to
Particulars (PHP million) total
Economic Services 500,641 36.3
Agriculture 99,624 7.2
Agrarian Reform 37,210 2.7
Natural Resources 16,502 1.2
Trade and Industry 11,859 0.9
Tourism 3,076 0.2
Power and Energy 17,803 1.3
Water Resources Development and Flood Control 25,541 1.9
Communication, Roads and Other Transport 174,314 12.6
Other Economic Services 53,639 3.9
Subsidy to Local Government Units 61,074 4.4
Social Services 466,472 33.8
Education, Culture, and Manpower Development 240,585 17.4
Health 50,943 3.7
Social Security, Welfare and Employment 103,570 7.5
Housing and Community Development 10,269 0.7
Land Distribution 1,279 0.1
Other Social Services 2,236 0.2
Subsidy to Local Government Units 57,590 4.2
Defense 73,769 5.3
General Public Services 338,448 24.5
General Administration 90,391 6.6
Public Order and Safety 95,100 6.9
Other General Public Services 22,303 1.6
Subsidy to Local Government Units 130,653 9.5
Total Productive Public Expenditures 1,379,330

Source: Department of Budget and Management, Philippines.

The Philippine government’s total revenues stood at PHP1,104.8 billion in the first eleven months of
2010; this is 8.1% higher than in the same period in 2009. About 90% of the total came from tax revenues
(PHP998.5 billion), of which PHP753.3 billion were tax collections by the Bureau of Internal Revenue
(BIR), PHP233.5 billion by the Bureau of Customs (BoC), and PHP11.7 billion by other government
agencies. The remaining PHP106.5 billion were non-tax revenues, of which PHP52.4 billion came from

Bank in 2010 and were housed in the Institute for Peace Culture in Ateneo de Manila University. However, these studies are not
publicly available.

 Inclusive of interest payments (PHP276,212.0 million) and payments for financial services (PHP6,994.7 million), total public
expenditures of the Philippines for 2010 is PHP1,662.5 billion.



the income of the Bureau of Treasury (BoT), PHP52.9 billion from government fees and charges, PHP552
million from privatization proceeds, and PHP373 million from grants. During Jan-Nov. 2010, tax revenues
climbed 11.7% y-o0-y while non-tax revenues dropped 16.9% y-0-y. Non-tax revenues amounted to
PHP106.5 billion for the year.
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