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MMARY AN!: RECOMMENDATIONS 

1. Borrower: Th, Government of the Republic of the Philippines (GOP), 

Implementing Agency: The National Economic and Oev~lopment 
Authority (NEDA) of the GOP . 

2. Amount: Not to exceed $2 million. 

3. Terms: Prinl.!ipal to he repaid over a period of 40 ye.lrs, including 

4. 

a IO-ye.r grace poriod: interest to be repaid semi-annUallY'l 6e~ g 

six me,nths after the first disbursement under the loan at t e rate of 

2% per annum during the grace pe riod. and 3" per annum Blereafter. 

Dcscripti~!'... of Activity to be Financed: Proceeds of thu loan will be 

used to finance the foreign exchange costs of prefeasibi1ity and easibili ty 

studies, sectoral studies, market studies ;;md consulting services, 

including engineering r,;<.:!rvices directly related to develupment projec.:ts 

il\ the Philippines, primarily in the rural ar,Ja. 

S. Purpose: To assist the GOP in the effective mangemtJnt of its limited 

economic resources by providing the foreign expertis~ needed to perform 

professional studies, analyses, and other similar professional services 

related to project9 and other activities to be carried out in conjunction 

with ('he GOP's 4 Year Economic Devclupm ent Plan (1974-1977). 

6. $2 mjllion in foreign exchange; the. GOP 

will fill.ll\~ : Ll .dl h)C.1l cuncncy co~b>. 

7. are that other appropr; te 

fiin';:lIlcing is av.lilahle for thi9 purpose at this time. I 
I 

-~ .... --, ,*'= 
~_ . ___ .~,~ ._J 
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8. Mission Views: The Minion feels that this loan is consistent with 

9. 

D. 

11. 

-. -

overall A. I. D. objectives in the Philippines, and that it is par l jcularly 

appropriate for A. I. D. t r.lt"rovide such financing at this time. 

Jssue!..t 'Dhere are-no-issues presentecJ by t -is loan proposaL 

Statutory Criteria: .\11 statutory criteria have been met (see Annex A). 

Recommendatjon: Authorization of a loan in the amount not to exceed 
i 

$2 mi iOIl to thll GOP I in accordance with the terms and conditions stated 

in the Dr.lft wan Authorization (see Annex F), 

Projact Committ~e 

LU<ln Offjcer and Chairman: 
Zngincerinl!: 
Program Officer: 

\ . 

Thorn<ls E. Johnson" USAIDt CD 
Richard M. Dangler. USAID/CD 
Willy D. Baum. USAID/pO 

r 



I. BACKGROUND AND INTRODUCTION 

A. Rtu,:ent Economic Development. 

In tho past two years there has been a &harp mcreaae in the level 

of economic a~tivity- n the Philippines. The growth in real GNP. which .. d 

been about 5-6 percent a year for more than a decade, doubled to 10 percent \ 

in 1973, and is .Jltt'imated to be about 7 percent in 1974. The strong recovery in 

1973 WclS led by the international commodity boom and resultant increased.export 

incomes in the Philippines by a strong recovery in agricultlll'al and industrial 

producLion for the domestic market, and by an expansion in public and private 

investment. UnderemploYment and unemployment remain quite high. however, 

and in common with most other countries, the rate of inflation increased appre-

ciably in the past 18 months. 

The ilgricultural sector grew by 7 percent in 1973. Rice production 

in crop year 1973-74 increased by 23 percent over the level of the previous year 

when flood sevC:lrcly aff:ected output. This increase has been mainly duu to . 

favtH· .• hle weather conditions, increased use of fertilizers, more supervisea 

credit and increclscd investment~ in supporting rural services. The Goverrunent 

has moved ahead with its program of agrarian reform for the nation's one million 

rice ~d corn farm tenants. By mid··1974, 176,000 land transfer certificates 

had been issued, 01.' i .. ly to tenants on the larger holdings. The Goverrunent now 

hopes to issue ccd ificales to all tenants on farms above 24 hectares. There 

is .. strong Pl'inHI fuci\! CilS>.! fur pressing dhl.!ad with the program in the 7-24 

heclare f:arm sizIJ rdnga. 
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The industrials8ctor 'grew by about 12 percent in 1973.t.... No 

traditional in~s Tial exP01'tS, which have been incr~$g~ince W". are 

estimated to have double i1\ 1973 to a£,out $200 million. HowevQ r, industrial 

exports have been affect~d by ~ cent slowdown in the economic of key 

trading partners, and earnings are expected to level off this year. 

The growth in production was also assisted by increased public 

development ou days in 1973 made possible by a significant improvement in the 

financial position of the Goverrunent. The ratio of public investment to GNP 

is currently about 3 percent compared with 1. 8 p~rcent in FY 172. The Govern-

ment has implemented a series of long needed tax reform and improvements 

in tax administr3t;on. As a result, the ratio of National and Local Government 

tax revenues to GNP has increased from an average of 9 percent in recent years 

to an estimatp.d 12.4 percent in FY '74. 

High prices for the Philippines' chief exports, including coconut 

products, sugar, copper and wood products, werll largely r:esponsible for an 

inc:easc II, Illerchanditle receipts of abnost 70 percent in 1973. International 

reserves rose by ah<>ut $600 million during the year and stood at $876 million, 

equivalent to abnut five mon'ths of imports, at the end of the year. However, 

since mid-1974, a large lrade deficit has appeared, largely because the growth 

in export priccs has moilerated but import prices have continued to rise rapidly. 
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Because of the very good labt management policies o~ the Government, the 

burden of medium nd long-term debt has declined dramatically. a'he ratio 

of debt 8Grvice payments to export receipts has come' down to an est:i.mated 

15 p,ercent this ye3r. comparad with a high of 27 percent in 1971. 

In the i.attar pa~t of 1973l i"frtion emerged as a major pro6I.em . 

Since mid-1973 consumer prices havo been rising at an annual rate of more 

than 40 percent. Tilis has.. been caused by the large increasQ in liquidity since 

the export boom began in 1973, and oy a numBer. of cost-push factors, including 

the higher rate of world1inflation, domestic food shortages and the increased 

cost of petroleum. Monetary and fiscal policies have aimed at ahsorbing the 

8'1{cessive liquidity expansion, and in recent months the rate of in£lationthas 

been moderating. 

The Energy Crisis 

Imported petroleum provides some 97 percent_of the Philippines' otal 

energy requirements. In 1973 the equivalent of 71 million barrels of petroleum 

crude a nd petroleum products were imported at a cost of about $230 million 

c. i. f. Whe n the energy c risis developed late l!ist year, tRe Government moved 

quickly with cOlv'l.!rval"ioll measures to reduce non·\~ssential consumption .. In 

J974 impol.'ts of pelrnleum and products were about 71 million liarrels at a cost 

of .about $780 million c. i. f. 

:rhe Government has decided to accelerate the development of local\ene.t;gy 

sources, especially hydropower and geothermal energy. Supplemented witl\ nucleal'i 

.' 



energy in the 1980's, total demand for energy is expected to grow at about 

10 percent a year, and even with more rapid development of na tural power 

so~rces, petroleum !ould still account for more than 90 percent of total 

energy needs by 1~80. 

Growth Prosp~~!~_ 

The .tbrup t deterior.:l tion in the external terms of trade since the middh! 

of 1974, and i:he recession in the economics of key trading partners threatens 

some of the Phiiippines' recent economic gains. The labor force continues to 

grow at 3 percent a year, and although employment has expanded appreciably 

in t:le past 18 m'Jnths, there is still widespread unemployment and underemploy-

ment. 

Priority is being given to expanding food production for the domestic. 

market, to expanding export production and to accelera ting development of 

loc.d enm"gy resources. In the case of export pLoduction, the Government 

recognizes thdt the increased cost of petroleum and other imports cannot be 

[in .. lnced indefinitely by borrowing abroad. It is actively encourilging both local 

and foreign inves tors to expand the productive cap.lcity of eXplH"t inuustries and 

to undertake major new import-replacmg investments. The Government i~; 

seeking incrcd se,1 suppor l f rom the int erna tional f in..lnc idl community to help 

C<lrry ou t its development program and to ease adjustmenl to higher petroleum 

dllJ other impnr-t prices. Because of the substclntial improvement in the external 

deht hurden <lnd intm"IMlioll<l1 reserve position in the past 18 months, the Philip

pinl!5 now IlL\s the c.lp.lcit'y to horrow externally larger amounts of capital in 

suppllrt of ils uevdnpmenl program. 



Maintaining a GNP growth rate of about 7 percent a year in real terms 

during the next few years will depend heavily on He buoy~ncy of the domestic 

market. The prospects are for continued expansion in agriculture, with a 

4-5 percent increase in production in the year ahead. Continued expansion 

in public and private investment demand should help sustain industrial output 

expansion. Increased investments will be needed in a wide range of ~onsumer 

and intermediate goods industries. 

The increi!ser. size of the domestic market and growing export dem<lnd would 
I 

seem to justify il wider range of investments during the latter part of the decade 

in large-scale, caph:.ll-intensive industrial produc:s, particularly in mineral-based 

processing industries where long-term comparative advantage may be strong. 

A number of big projects are proposed in mining, wood processing, fertilizer, 

steel and shipbuilding, which are likely to push up the private investment rate 

frum recent levels of about 16 percent of GNP to perhaps 22 percent by the latter 

part of the decade. A SlV stantial amoun ... of the funds needed for these projects 

would have to come from external sources. But since the individual cost of many 

of them will exceed $100 million, Consultative Group members can play an important 

role in helping tlw Government to obtain suitable co-financing arrangements, both 

with bil.llel."dl pClrtners and with the priv<lte sector. 

The public infr'lslructure program that was approved last yEBr, which called 

for uutlilYs of alloul }&12 billion at current prices in FY 174-77, has become out-

dilted bec,lllse of lhe subsequent rapid inflation and by changes in investment 

priorities as a rt!sult of the energy crisis. A new program is bei~ finalized, 



with more emphasis on developing IUlclear and indigenous power resources 

and on irrigation, feeder roads and other projp.cts to support increased food 

and export production. Pub,lic investment is likely to increase by about 15 

percent a year in real terms so the ratio of public investment to GNP would 

ris(; from the present level of 3 percent to about 4 percent by 1977. 

The dom~stic savings rate should ~ise from an estimated 19 percent 

of GNP at present to perhaps 20.5 percent by 1977. Foreign savings (i. e. , 

the current account deficit in the balance of payments) would rise from an 

estimated 2.5 percent of GNP this year to about 4 percent in 1977. This 

foreign saving~ gap would decline in the latter part of the decade as the pro-

pO~j<.!J investments in new export and import-replacing capacity begin to brirg 

results. 

Balance of Paym'3nts 

Merchandise export receipts are projected to increase by a total of about 

30 percent in the next two years. Import payments are projected to incr~ase 

by a total of ahnost 40 percent in the same period, including a 30 percent 

increase in prices. Under these assumptions, the trade defici t would rise from 

an estima led $680 million this year to about $1,250 million in 1976. 

Actual and Projected Merchandise Im20rts 
(f. o. b. million $) 

Commodity Group 1973 1974 1975 1976 

Total 1,597 3,200 3z960 4,610 

Cereals 112 194 190 150 
Other consumer goods 172 275 330 370 
Petroleum products 188 724 830 950 
Other raw rna terials and intermediates 634 1,216 1,610 1,930 
Capital goods 491 79 J. 1,000 1,210 
------... -;:----:--;-::::--;---=-:-:---=:-::~-:---::-::-=-:---;----:----:-------
Source: 1973, Central Bank of the Philippines; 1974, mission estimate; 

1975 and 1976, mission proiection. 



Actual and Projected £,c:eort Receiets 
(f. o.~. million $) 

~ 
.!ill .!ill .!ill !ili! 
1,871 2,520 ~,I40 

Coconut products 
372 606 640 Sugar products 
295 604 990 Forest products 
444 330 3~0 Minera l products 
319 501 ~80 Other A~rjt..ult\Jral products 
108 175 210 Manurachlrcd exports 
230 23[ 280 Non-monetdry gold 
103 73 90 

Source: 1913, Central Bank of t he Philippinesj 1974, mission estimatej 
1975 and 1976, mission projection. 

1976 -
3,360 

670 
830 
400 
730 
7.70 
350 
110 

Al though exports are projecteCl to grow mOre rapidly than imports in real 

terms over the next two years. this gain is more than offset by a cumulative 

decline in the ext'eroal terms of trade of about 23 percent during 1975 and 1976. 

Thi~ would hll~ ng the terms of trade back to the level that prevailed in 1972, thus 

wiping out the &ainsG ade i\l the recent export price boom. 

Actual and Projected Ext.~ern..ll Terms of Trade 
(1965 '= 100) 

~ !2Zl 1974 Jill. 
Export price index 

149.0 256.0 263 . 7 
Import lJrice index 

149. 1 259 . I 303.2 Oil import index 
203. 0 

79~a 848.7 
Non-oil import index 

144.1 21 .5 259.4 
T~nns of trade - total 

99. 9 98.8 87. 0 - non-oil 103.4 118.2 101.7 

, . Source: 
1973, Central Bank of, thl3 PhiHpp:r:.esj 1974, m ission estiru~te; 1975 .Ind J976, miosion projl.:'ction\ 

Jill. 

257.1 

337.2 
874.2 

290.5 

76.2 
88.5 



B. Ey.t~rnal Finance 

If the projections of exports, imports and external terms of trade 

were to be realized, the Philippil'\es would req'lire a total foreign capital inflow 

of about $2,340 million during 1975 and 1976 to cover the current account deficit 

Llnd medium and long-term loan repayments. 

Direc t inveslment would provide about $190 '11i11ion of this. Greater 

use of short-term trade finance is expected because of the increased oil import 

bill and g-'~nerally higher levels of imports. A net inflow of ahout $480 million 

would be in line with the increase in the value of trade being financed. Atout 

$1.0130 million could be expected from supplier's credits and 0 ther medium and 

long-term loans to the private and public sector, including about $280 million 

from project loans extended by Consultative Group members. The balance of 

the required cdpilal inflow ;Jf about $180 million in 1975 and $410 million in 1976 

would have to come from other borrowings. The Central Bank could finance the 

entire deficit by short and medium-term borrowing while maintaining or even 

jncreasing the level of international reserves. Net reserves, however, would be 

Ilel:;ligible by 1976. 

The rt.!cent important gains in reducing the externul debt burden and 

improving L11l! ext enl<ll reSl!rve position should not be lost now by excf",sive 

recourse to shorl aud medium-term burrowing by the banking system. How~ver, 

there is considerable scope for additional medium and long-term loans from donors 

to finance capit ... l goods imports which are projected to reach $1. 2 billion in 1976. 



In the months :lhead, the Government and aid donors alike should explore this 

possibility. If these efforts are unsuccessful, the Goverrunent would have 

to reassess its growth str;3tegy for 1976. 

The need for p .. .;;~gcts developec.l to the point of readiness for 

f.inancing has become quite apparent. Such prllj.;l:t preparation and development 

requires professional services of a highly qualified and experienced nature, which 

are not in sufficient supply in the Philippines to meet the needs of its rapidly 

accelerating development efforts. The A. I. D. loan proposed herein would assist 

the GOP's dev210pment eHorts by providing c~ncessionary rinclncing for the 

fareipl exchange costs of the needed professional services. 

If the projected inf.lows on th~ capital account are forthcoming, 

and if che presently identified shortf.'Us in foreign exchange availabilities are 

met with an appl"opriate combination of medium and long-term loan capital as 

suggested, man:lgement of the external debt and debt servicing should not present 

seriolls problems. 
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Current Account 

Trade Account (net) 

Export. 
Imports 

Service Account (net) 

Receipts 
PayuHmts 

Tr.lnsie rt:l (nct) 

Official 
Private 

Cbpital Account (net) 

Direct ir.vcstraent 
Short-te~ private capital 
Hedium- and long-ten 

px:,ivace loaDS 
Mediwn- and long-term 

public lOtins 

Errc:,r£ and OmluH iont" . 

Overall 8nlan .. :e of PaymenCti 

Monetarv ?cct!)r, Reservea 
~ (nct) 

Central h.",'oc. Habll1tld8 
Central tank Boseta 
COlnlll~rclal oculk 1101D111,,1e. 

(net) 
SORta 
Uuc of LMF t~cillt1 •• 
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1,083 
1,090 

=.ill. 
258 
399 

±!..!2. 
26 
93 

+181 -
-29 

76 

94 

40 

-147 

:!i 

-5 

58 
-DO 

)5 
18 
14 

llil 
+9 

.:E. 
1,149 
1,186 

=!! 
264 
952 

+134 

31 
103 

+124 

-4 
92 

-34 

70 

-144 

::ll 

4 
-125 

94 
17 
21 

+11 

-151 

1 .109 
1,260 

-20 

376 
402 

+18 8 

36 
152 

+174 

- 22 
56 

-11 

157 

-106 

·0-79 

-)9 

-64 
-174 

Sourct! : Ccntrd hank or the PhUippines_ 

fa Mis~ion ~tlmacc. 

, 

• • --

!ill. 
:!:.ill 
.. 274 

1,871 
1,597 

-30 

582 
612 

+231 

63 
168 

+210 

64 
74 

-5 

77 

+16 

+701 

-701 

-86 
-488 

-106 

-21 

1974L-
-450 

-680 

2,520 
3,200 

.-40 
805 
845 

+2)0 

70 
200 

+355 

80 
180 

-10 

105 
• 

+20 

-75 

+75 

+443 
-500 

+190 

-58 
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C. Utili~tion of Previoul A.I. D. Fealibility Studiea Loa 

In September 1967. A.I. D. and the GOP .igned a Fe .. ibility Studie. 

Loan (No. 492-H-023) for '2 millio~/. Annex A to thia paper containa a Hat 

of the atudies financed under that loan and a statement of the status aN110r 

dispoaition of those stucliee. Generally speaking the utilization rate of that 

loan was decidedly slower than desirable. Delays were experienced at every 

stage from selecHon of studies to negotiating contracts. Nonetheless, the 

benefits derived and likely-to-be-derived from the studies financed should 

mak~ an~' Il'or tant contribution to development activities in the Philippines. 

Of the eight studies undertaken, two studies completed in the electric power 

sector (for a combined cost of $398,038) have resulted in foreign loans amount-

ing to $103.4 million to finance projects in that sector. As a result of the 

prt~-feasibility and feasibility study of provincial water systems (combined 

cost of $424, 000), A. I. D. made a loan of $15 million to assist in financing both 

the development of a needed institutional CaF 'l~ jty, and the rehabilitation and 

expansion or up to five systems. The tll1'ee studies conducted in the area of 

\Va ter resource development and usage give good promise of resulting in projects 

amounting to $44!J million. 

A.1. D. made a Second Feasibility Studies Loan to the Philip ines for 

$2 mjUjon (No. 492-11-030) inJune, 1973. 'l1\e status of studies financed to date 

und~r that loan .Ire also given in Annex A. Performance under Loan 492-H-030 

1/ Subsequently reduced to $1,628,253.10 
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has beon entirely sa tisfactory and available funds will be virtually totally 

committed upon signature of two study contracts currently under negotiation. 

ndications are, ever ,at tF;~ early date, benefits to be derived from tre Sec,ond 

Feasibility Studies Loan will be substantial. 
~ - ---

II. DESCRIPTION OF TilE ACTIVITY 

A. U so of LOan ~loceOdS 
ProcceJs of t e proposed loan will be available to 'finance the foreign 

exchange costs of such activities as pre-feasibility and feasibility studies, 

market studies, planning and design studies, engineering-consulting services and 

other professional services and related commodities and equipment as may be 

requir ed for the reparation and implementation of economic development projects 

.Ind programs as requested by NEDA and approved by A. I. D. 

In ac\,;ord.1nce with present A. I. D. policy, studies eligible for A. I. D. 

f:ino.1ncing will be limited, unless otherwise agrued on a case-by-case basis, to the 

three pdrnary SCl:tors of A.I. D. emphasis, i. e" SI.."Ctions 103, ~04 and 105 of the 

I:'orcign A:isistancc Act, w~th at least half of the total loan being linked to food 

and nutrition. Tha t the GOP is clearly supportive of A.I. D. 's general policy is . .. 

soon in its fOI:'maJ ll!Hcr uf application (Annl;!x C) which states in part, "In aadition, . 

we .Ire ':IIsa inl'lmdillg tu submit for USAID assistance feasibilit-y studies for a number 

, " \-t uf pl'ojects that: ure geneully supportive of rural developmont. We will, nowever, 

put p'lrticular enlllhdsis on feasibility studies of projects that are directly related 

to fooa production as well as d!~€ribli~ioA botR of which have lieen accordei:l topmost: 

priority in the allocatl o.1 of public investments. II 
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Philppies GOP)andtheNational Ecounomic anrd Development Auth6 rity(EA 
,'-k'> overall responsibility wi4thin the GOP for irnplenmentation'of this ~

a49c tivity. _The Agency or-Departme4nt of the GOP having respon~silit~y in the 
clvaeofconcern to brt stude thar-udiaedreo will act as te cooperating agency, with 

NEDA, on the individual study or stujdies which are aproe foLinancirig. 

The GOP agencies and pariticularly NEDA hav gained vaual exper'ience 

in the admini stratioi of~the previous two fe4 asibility loans and hve developec a 
capacity in pexfor ing such implementation ta'sks -as4evaluati' proposa 1 'f 4 
negotiating contracts. hImplementation of thle most recent loa &h ben entirely:',!_; 

'sa tisfac Lozry and loaln funids ar xetdt efll 'ilitde oe 
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in the rural areas through increased income and employment opportunities are 

reasons to feel that the proposed loan will be used rapidly and efficiently. 

C. Cost Estimates 

Total cost of the proposed activity expected to be sub-obligated 

within the next two years is $2. 0 million in U.S. dollars plus a presently indeter

mina te amount of pesos for local currency costs required for specific studies 

financed by the loan. The GOP will be expected to finance all peso rosts. Inas

much as detailed scopes of work for many of the studies to be carried out under 

the proposed loan have not as yet been developed, no definitive cost estimates 

for individual studies are possible at this time. However, costs of individual
 

studies under the Second Feasibility Studies Loan (492-H-030) have, 
 to date,
 

ranged from $30 - $750, 000 (See Annex A). 
 Major sectoral studies are expected 

to cost as much as $500, 000 each. 

D. Prospective Stud-ies and Other Activities to be Financed 

The Second Feasibility Studies loan was used to finance the foreign 

exchange component of the services of a three man team (an economist, an 

engineer and an urban regional planner) to develop "Scopes of Work" for twenty 

priority projects identified by the GOP. These Scopes have beeni drafted land 

are under rL' iew by the GOP. We can anticipate that the GOP will ask that 

several of these studies be financed using A. I. D. Feasibility Studies Loan Funds 

sometime in the very near future. A listing of the "Scoped" projects and the 

consultant's estinia te of i.equired dollar financing follows: 



1. A Study to Determine Optimum Levels of Investment $ 132,245
for Rehabilitation of Natiolil Irrigation Systems 

2. A Study to Determine the Feasibility of Developing 174, 950 
the Looc Estate as a Planned Center for Tourism 

3. 	 A Study to Determine the Feasibility of Developing 132,245 
a Planned Industrial Estate in Albay Province, Bicol
 
Region
 

4. A Study to Determine the Feasibility of Rehabilitation 132,245
and Expansion of the San Fernando Port Facility -
La Union 

5. An Integrated Development and Water Management 344,900
Plan for the Bataan Province 

6. An Integrated Development Plan and Port Study for 219,387
the Batangas Province and Growth Center 

7. An Integrated Development and Water Management 344, 900 
Plan for the Candaba Swamp Area 

8. An Integrated Development and Transportation Plan, 344, 900 
Pampanga Delta Project Area 

9. A Study to Determine the Feasibility of Water 344,900 
Resource Development - Bulu River Project 

10. 	 An Integrated Development Plan for the Leyte-Samar 219,387 
Region 

11. 	 Master Plan for the Leyte-Samar Regional Capital 132,245
Government Center; Tacloban-Palo 

12. 	 An Integrated Development Plan for the Bohol-Cebu- 219,387 
Negros Oriental Region 

13. 	 An Integrated Development Plan and Road Feasibility 173,690 
Study for the Island Province of Palawan 

14. 	 An Integrated Development Plan for the Panay-Negros 173,690
Occidental Region and Road Feasibility Study for the 
Island of Panay 
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Upon selection nd approval of the consultant, NEDA and the 
cooperating agency will jointly negotiate a draft contract with the consultant. 
The draft will be submitted for approval by A. I. D. Upon approval, NEDA or the 
agency will sign the contract with the consultant. NEDA will then secure what
ever other GOP approvals may bu necessary and release the contract to the 

cooperating agency for implementation. 

F. Environmental Considerations
 

In conformance 
with current A. I. D. policy as stated in Manual Circular 
No. 1221.2, it will be required, where appropriate, that all scopes of work and 
contracts negotiated for financing under this loan contain a provision calling 
for a thorough assessment of the environmental and ecological impact of the
 
project or other activity to be studied, 
and recommendations as to whatever
 
action the consultant deems appropriate under the circumstances.
 

If environmental and/or ecological aspects are considered margindl
 
to the proposed activity, 
such assessment and recommendations will not be
 
required. 
 In such cases, a statement will be prepared and made a ?art of A. I. D. 's 
records of the loan, which justifies the position taken. 

G. Income Distribution, Employment Considerations and the Role of Women 
Also in conformance with current A. I. D. policy (P. D. 
 No. 48), it will
 

be required, 
 whexe appropriate, that studies proposed for financing hereunder will 
include an assessment of the employment generation and income distribution aspects 
involved. Where indicated, and to the extent necessary, such assessment may 
include, for example, a cost/benefit comparison for carrying out the project by 
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only a relatively small part of the Philippine population. Most Filipinos
 

who are 
the long-term target beneficiaries of the proposed loan are among 

the nation's poor and reside in the rural areas and small muicipalities.
 

It is within these areas 
that the poverty problem within the 

Philippines is the greatest. 12 of the 15 million Filipinos who fall within 

the lower 40% income bracket reside in the rural areas. The geographical 

distribution of this population is set out in the table on the following page 

extracted from the IBRD economic report and based on the 1971 household 

statistics. 
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B. Employment generation 

The Philippines faces a difficult task in creating sufficient new 

job opportunities for the rapidly increasing population. Given the heavily rural 

concentration of the population, the largest additions to the labor force will 

develop in the rural areas. The GOP will either have to create job opporturities 

within the rural areas or witness continued migration to the urban centers as 

has occurred increasingly in the past. The rural urban migration pattern has 

already resulted in creation of the largest pool of unemployed in the urban 

area. As indicated in he 4 year plan - 356, 000 or 56% of the 636, 000 unemployed 

in 1971 were urban unamployed. Failure to create greater rural job opportunities 

therefore will likel 3 exacerbate this problem. 

Jnforturitely, agriculture, the largest rural and national employer 

(1970 - 6. 4 million) does not of itself offer a solution to this problem. The 

agricultural sector historically has been marked by a progresviive expansion of 

subsistence farming into underdeveloped land areas thus both absorbing popula

tion additions into agricultural employment and providing increased food production. 

Sometime in the 1960's the limits of land extension were reached and the increased 

population will increasingly be surplus to the labor requirements of the farm 

sector.
 

IBRD estimates in their 1973 economic report indicate a new labor 

force addition of 3. 9 million people to the labor force through the period of 1970

1980. Only 1. 0 million of these will be absorbed into agriculture. 2.4 million 

will be absorbed by mining, manufacturing and services and an estimated 300. 000 



will 	be added to the unemployed. 

Population and Employment 
1960, 1970 and 1980 /a 

Number (millions) Average Annual Growth1960 1970 1980 1960-70 1970-80 
Population 

27.6 37.2 50.0Labor Force 	 .. 09.9 	 12.9 16.8 2.7 3.0
2.7 

Employment 	 9.9 12.9 16.8 2.7 2.7 
Agriculture 9. 11. 9 15. 5 2. 5 2. 55.7 6.4Mining and Manufacturing 1.2 1.5 

7.1 
1. 9 

1.2 1.0 
Services 2.3 3.02.4 4.0Unemployment 	 6.5 5.1 4.80.6 1.0 1.3 5.0 2.7 

Creating non-agricultural employment opportunities in the rural areas 
is therefore a key objective of the Philippine government. Rural electrification, 
being assisted under other A. I. D. loans, is a key ingredient in the GOP program 
to create the supporting infrastructure to sustain such a program. It is insuffi
cient of and by itself-, and 	other supporting programs to provide empl-oyment 
opportunities are required. Projects studied under the proposed loan could provide 

such 	opportunities. 

C. 	 Income and Agriculture
 

While creating new non-farm employment will help the income distribu
tion problem, agricultural improvement projects which may result from studies
 
undertaken under the loan will also contribute to increased incomes in the farm 
sector itself - both 	with respect to farm incomes and agro industries. While 
agricultural does not provide a sufficient scope for new employment generation 
it does provide the main opportunity for increasing rural incomes. This is illustra
ted 	by the fact that while agriculture will absorb directly only 25% of the new 



labor 	force, it constituted in 1970 54% of the labcr force and the major 
portion of the population in the lower income brackets. 

D. 	 Income and Small Scale Industry
 

In order to achieve the income redistribution 
to aid employment 
generation within the rural areas as set forth in GOP plans, it will be necessary 
for the GOP to marshall an expanded program of assistance to promote regional 
dispersal of industry and support to small scale industries.
 

USAID and a 
variety of other donors has been working with the GOP 
on this problem and the December 74 consultative group reviewed a comprehensive 
overall analysis by the IBRD and the GOP on Industrial Development Problems 
and Prospects, including coverage of regional dispersal and support of small 

scale 	industries. 

As noted in this report there are 332, 000 workers in industrial estab
lishments with 20 or more workers. 156, 000 of these workers are employed in 
the greater Manila area and another 100,000 in other parts of Luzon. Only
 
76, 000 are located in the Visayas and Mindanao
 

Significantly nearly one million workers 
or 71% of the manufacturing
 
labor force is engaged in establishments of under 5 persons. 
 Statistics on this
 
group are not totally reliable, 
but the IBRD estinma tes that there is reasonable 

regional distribution of the small industry grouping. 

These factors clearly indicate the substantial potential for employ
ment generation through promotion of small scale industries in general and the 
desirability of geographical dispersion of la*ger establishments which will create 



opportunities for small scale manufacture geared to subcontracting and
 

service of the larger industries.
 

E. 	 Summary 

The GOP has increasingly come to the realization that achievement 
of their national development program will in large measure depend upon develop

ment and analysis of sound projects, in the rural areas, suitable for financing 
by A. 1. D. or other 	foreign and/or Philippine sources. The Philippine's ability 

to make increasingly more effective utilization of scarce economic, technical 
and financial resources to carry on its continuing development program, is totally 
consistent with our overall objectives. The Mission feels that a development loan 
to finance feasibility, sectoral and marketing studies is particularly appropriate 

at this time and will over the long run assist in improving the well being of the 
poor 	majority of the popqlation consistent with A. I. D. 's Congressional mandate. 

IV. 	 EVALUATION
 

Success 
or failure in achieving the objectives of a Feasibility Study Loan 
cannot be measured until projects studied under the loan are found acceptable
 

for financing by the host government and/or the international lending community.
 

The ultimate beneficiaries 
will not, of course, be known until such projects are 
constructed and are operational for a period of time. Inasmuch as the several 
studies to be carried out under the proposed loan have not as yet been developed 
or selected it is nct possible to develop an elaborate evaluation plan for the 
activity as a whole. Nevertheless, a logical framework matrix has been developed 

and is included as Annex E to aid in the assessment and selection of individual 



studies proposed f or financing and to serve as a guide for future overall 

activity evaluation. Individual studies proposed for financir will be tested 

towards meeting the goal, purpose and objectives of the loan prior to commit

ment of funding. Completed studies will also be examined accordingly. 

However, the final test will only come when and if the project studied is 

ultimately financed. 



Annec A 
Page 1 ofPHILIPPINES: FEASIBILITY STUDIES LOAN (NO. 492-H-023) 

Project Description Date ofConsultant Amount Contract Status 
1. Mechanized Rice Production American Factors $135, 269 2/12/68 Completed - No specific action takenStudy (Palawan) Associates, Ltd. to date 
2. Development of Water Re- U.S. Bureau of 130, 000 6/10/69 Completed.

sources (Ist phase of #3 Reclamation
 
below)
 

3. Magat River Multi-Purpose U.S. BuRec 212,500 5/19/71 Completed.Project (irrigation, hydro- Study used as basis IBRD 
proposed 1975 $100 million first phaseelectric power, transmission 
financing of ultimate $400 million project

lines) 

4. Development of Rural Electri- National Rural 
fication Service Coops 

254, 975 12/2/69 Completed; A. I. D. has lent to dateElectric Cooper- $58 million to the GOP to assist inatives Assn. financing construction of rural electric 
coops, and is grant financing technical 
assistance to the National Electrificatior 
Administration for the further develop
ment and implementation of a natinnal 
rural electrification program.5. Powe Grid Study Middle West 143,063 7/25/69 Completed; study used as basis for(Mindanao) Service Co. ADB loans to GOP for power generation 
and transmission on the island of 
Mindanao, to date totalling $45. 4 million. 



Annex A 
4Page 2 of

Date ofProject Description Consultant Amount Contract Status 

6. Provincial Water System 
Pre-feasibility survey 
(See #7 below) 

U.S. Dept. of Health, 
Education & Welfare 

$ 35, 000 6/24/70 Completed; survey followed by feasibility 
study of institutionalizing a national plan
for assisting provincial urban communities 
in improving water supply services, 
including techmcal and economic studies 
of six specific comminities. 

7. Provincial Water System 
Studies (2nd phase of #6 
above). 

Adrian Wilson Int'l 
Assoc., & 
James M. Montgomery 
Consulting Engrs, Inc. 
(joint Venture) 

389,000 5/6/71 Completed. A. I. D. lent $15 million in 
1974 to finance initial 5 systems and 
provided grant financing for institutional 
development. 10 more municipalities 
under study under Loan 492-H-030. 

8. Irrigation scheme -
Laguna Lake Region 

Hydrotechnic 327,200 7/7/72 Completed. ADB appraisal team us"n 
as basis proposed loans. First phase 
loan anticipated 1975 in amount approxi
mately $10 million. Total requirements -
$45 million. 

Original Authorized Amount: $2, 000, 000. 00 
Deobligated (2/19/72) 371 ,746.90 
Revised Loan Amount $1, 628,253. 10 
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Annex C 

REPUBLIC OF THE PHILIPPINES 

NA0I(NAL LCONOMIC' AND I)tVIiL(P1MNI AUTHORITY 
P.O. 	 Box 1116, Manila 

Tl.CbIe69-7&.91AM1e: NEDAP tIL 

r'i 
Deoezber 10, 1974 	 C -

C3, - r 

Mr. Tha as C. Niblock C--

Director. United States Agency 
 ' 

toi. International Development
 
Ramon Magsaysay Center
 
1680 Roxas Boulevard, Manila
 

Dear Sir:
 

As a recipient of two feasibility studies loan from the U.S. Agency
for International Development in the amount of $2million each, the Philip
pine Government has been able to conduct various feasibility studies of
projects which we consider to be of significance to the country's develop
ment efforts.
 

Under the first loan signed in September 1967, studies on farm
mechanization, irrigation, provincial water supply, power and rural
 
electric cooperatives were undertaken. 
Such studies havu led to
 
capital financing of:
 

a) the provincial waterworks project and two rural
 
electrification projects with loan assistance from USAID
 
in the amount of $15 million and $40 million, respectively;
 
and
 

b) the ADB-assisted power generation and transmission
 

WS, projects in Mindanao.
i.f 
Ir~l" I __1|Moreover, capital finarv-ing for the 	following projects whose pre-investimei, 

- studies were similarly funded out of the first loan is foreseen:
 

a) the Magat River Multi-Purose Project with anestimated foreign exchange cost of $240 million envisioned
10 1 	 for joint financing by IBRD and ADB; and
 

Ni I~I-	 b) a third USAID-assitted rural electrification project. 

-, . I_-I Under the second loan signed last June 30, 1973, you will note thattoo 2. we have indorsed to your Office four (4) 
~-

projects for financial assistance. 
___These are: 

a) the Scoping project;
 
b) the Provincial Waterworks project;
 

AIETION TAKIIN 

[Mo JO___h______
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c) the Methodology for Project Evaluation project; and 
d) the Bicol River Basin omprehensIve Water RescurreStudy project. 

The Scoping project has been successfully completed,for Project Evaluation project is the MethodologyProceedingfunds for the Provincial Waterworks very well on schedule; andOur records project have already beenshow that these Cmltted.three projects would already utilize about 50%of the total loan value of $2 million.Water Resource Study project, whose 
Together with the Comprehensive

estimated at approximately $600,000, 
foreign exchange cost has beenthese projects would leave a balanceof about $500,000.
 

It is anticipated
the end of FY 

that the loan amount would be fully1975, canntted by(December 31, 1975) 
six months before the terminal date for commitmentthat the currentto cover 
and balance would not be sufficientthe foreign exchange requirements of various feasibility anddetailed engineering studies that weassistance. are intending to Propose for USAIDThese studies include detailed engineering for the MangahanFloodway and five irrigation projectsAuthority (LLDA) of the Laguna Lake Developmentfound feasible by studies conductedAssistance and under the first loan, 

under USAID Grantrespectively. In addition,also intending we areto submit for USAID assistancenumber of projects that are feasibility studies for aWe will, however, 
generally supportive of rural developnent.put particular emphasisprojects that are on feasibility studies ofdirectly relatedbution to food production as well as distiiboth of which have been accorded topmost priority in the allocation of public investments. 

Thus, on 
behalf Qf the Goverment of the Philippines (GOP),
Feasibility Studies Loan a Thirdof the second loan is of $2 million under the samehereby requested. terms and conditionsto make available The GOP is, of course,the counterpart prepare 
utilization of the loan. 

funds that may be required for the 

Very trLly yours, 

Acting Director-General 



U.S. AGENCY FOR INTERNATIONAL DEVELOPMENT Annex 
Manila, Philippines

Ramon Magsaysay Centcr1680 Roxas Boulevard 

Telephone: 5980.11 

CERTIFICATION PURSUANT TO SECTION 61OF TIlE OREIGN ASSISTANCE ACTOF 1961, AS AMENDED 

I, Thomas C. Niblqck, the principal officer of the Agency forInternational 
Development in the Philippines,
among other things, having taken int,. account,the maintenance and utilization of projects in thePhilippines previously financed 
or assisted by the United States,
hereby certify that, doin my judgment, the Philippines has bothcapability and the human resources capability 
;i . f inancial 

to effectively maintain andutilize the proposed Third Feasibility Studies Loan. 
This judgment is based upon the project analysis as detailed in thePhilippines Third Feasibility. Studies Project Paper and isconditions imposed therein. 

subject to the 

Thomas C. Niblock, Director 
USAID/Philippines 

64teate 
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DRAFT
 
CAPITAL ASSISTANCE LOAN AUTHORIZATION
 

Provided from Development Loan Funds 
Philippines: Third Feasibility Studies Loan 

Pursuant to the authority vested in the Assistant Administrator, Bureau forAsia, 	 Agency for International Development (hereinafter called "A. 1. D. ") bythe Foreign Assistance Act of 1961, as amended, and the Delegations ofAuthority issued thereunder, I hereby authorize the establishment of a loanpursuant to Part 1, Chapter 2, Title 	I, the Development Loan Fund, to the
Government of the Republic of the Philippines (hereinafter called "Borrower")
of not to exceed Two Million Dollars ($2, 000, 000), to assist in financing theforeign exchange costs of services, equipment, and materials necessary forthe performance of economic and technical prefeasibility and feasibility studies.sect-oral studies, market studies and other capital project-related activitiesin the Philippines. This 	loan is to be suLject to the following conditions: 

1. 	 Interest Rate and Terms of Repayment 

This loan shall be repaid by the Government of the Republic
of the Philippines within forty (40) years after the date of thefirst 	disbursement thereunder, including a grace period of notto exceed ten (10) years. The interest on the unrepaid principalbalance of the loan shall be from the date of the first disburse
ment at the rate of two percent (20) per annum during the grace
period and at the rate of three percent (3%',) thereafter. 

2. 	 Currency c Repayment 

Provision shall be made folr repayment of the loan and payment
of interest in United States dollars. 

3. Other Terms and Conditions 

(a) 	Services and commodities financed tinder the loan shall
have their source and origin in countries under A. I. D. 
Geographic Code 941 (Selected Free World). 

(b) 	 Unless A. 1. D. shall otherwise agree in writing, prior
to the initial disbursement of loan funds. Borrower 
will submit to A.l. D. for its approval, a statement 
of the procedures which Borrower will follow in imple
menting the financing of studies and other eligible
services to be financed hereunder. 
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(c) The loan shall be subject to such other terms
and conditions as A. I. D. may deem advisable. 

Date 




