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I.,' PURPOSE AND SCOPE,
 

This appraisal was undertaken inresponse to an Asia Bureau
 

request that the Operations'Appraisal Staff (OAS) "take a 
hard 

look" at AID's mission and program in the Philippines. 

Reconnaissance inAID/W indicated the need to cover inour work 

the matter of relations within the USAID itself, and between the 

USAID and AID/W. Inaddition, we had to take into account negotiations 

currently underway between the USG and GOP which may result in 

a military base agreement involving an economic package which 

might be administered by AID.
 

Examination of files and consultations in Washington occupied
 

almost one month ofttime. This was followed by a month-in Manila
 

for further examination of files and discussions with the USAID,
 

Embassy and GOP officials. Brief field trips in the Manila
 

area and to the Bicol and Iloilo regions provided an opportunity
 

to gauge Filipino planning and implementation capacity and to hear
 

Filipino views regarding the USAID and its program. 
Upon return to
 

Washington we talked further to people concerned with the Philippines
 

program and again examined files prior to writing this appraisal.
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I.SUMMARY 
LA .iF indings: 

. Seilf-Sustain nq-Growth .. Despte a dual economy and 
large disparities inincome distribution, the Philippines economy
 
is at the threshold of self-sustaining growth. 

2. Human Resources and Sopial' Valu - The Philippines 
has an unusually large human resource base of professional, skilled
 
and semi-skilled workers. Although many of these trained people
 
go abroad to work, lack of trained manpower nevertheless isnot a
 
constraint to economic growth.
 

3. The 1978-82,Development Plan 
 -- The GOP's Development 
Plan for 1978-82 iscomprehensive and devotes considerable rhetoric 
to alleviating the problem of mass poverty; yetin a structural sense, 
the Plan displays no radical departure from the status quo.
 

4. An Amber Light Situation -- We sense an "amber light" 
mentality in Washington regarding the Philippines stemming from 
martial law and the human rights situation. Because of these negative 
factors, AID/W seems to exercise a special caution inreviewing
 
programs and projects. This tends to generate within the USAID an
 

apprehension and uneasy working relations with AID/W.
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- . An Ambiguous. GoaI-Strategy. Statent -, We conclude 
frolmreview of program submissions that the USAID's statement of-program 
:goal and strategy isderived from the projects in the portfolio, 
rather thanthe projects being formulated on thebasis of a 
clear
 

prior goal and strategy.
 

6. Justification for Concessional Assistance 
-- Continued 
U.S. concessional aid to the Philippines can best be Justified if 
linked to overall GOP performance with respect to the poor majority,
 
and if provided ina manner which takes into account the current
 
stage of development In the Philippines including the human resource
 
base and the sophistication of Philippine economic managers.,
 

7. Imolicationsrofa Base Compensation Package 
 If 
ongoing U.S. military.base negotiations result in a 
base compensation; 
package:administered by AID, a further modification of 'both AID
 
program levels and goalstrategy will be indicated.
 

8. Projlect Portfl1io is Larqe and Diverse -- AID's 
current program in the Philippines is "scattered" in the sense that,
 
relative to the money amounts involved, there are numerous projects/ 
activities of relatively small average size in many functional and 



geographic.areas (although it is also- true, that , almost all of them
 
have one central focus, namely, assisting the poor). A large
 
number of the projects are relatively innovative and of a "high-risk"
 

nature. They tend to be complicated in design and require large
 

numbers of people to implement. AID often persuades other donors 
to provide large scale financing for followup projects when these
 

innovations are "proven," whileAID itself moves on to other innovative
 

activities. 

9. Comments on Selected.lr -Jects -- We note that several 
AID projects in the Philippines are unusually complex and will 

require careful and continued attention by top management to increase 

the chances for successful implementation. The Bicol River Basin 

Development Program seems to be moving ahead satisfactorily at this
 

time, and is further advanced than any of the other integrated
 

area development activities inthe country.
 

10. Budget Implications of "Pilot" ProJects 
 -- Neither 

the USAID nor the GOP have sufficiently studied the long-run capital 

and operating budgetary implications for the GOP of country-wide 

replication of the various pilot and "outreach" activities that AID 

http:Selected.lr


and othe 'donors are now supporting an planto supprt n the 
near future. 
The GOP may find It very difficult to finance these 

programs on a nationwide basis. 

11. Adequate Evaluation 
 Review of AID's evaluation
 

files for projects inthe Philippines indicates that appropriate
 

attention isgiven to evaluation.
 

12. PL 480 Program 
-- PL 480 has been.used as a convenient 

mechanism for the U.S. to provide.large amounts of.concessional 

funds to the Philippines. The primary purpose of the Title I 
program has been to generate local currency to support AID-assisted
 

BHN-oriented development activities, not to provide essential foods.
 

Title IIseems to be used more for welfare purposes rather than for
 
support of self-sustaining development activities. 
We believe
 

*that the GOP would prefer, ifpossible, to get the financial level
 
of assistance represented by PL 480 in'the form of DA rather than
 

PL 480.
 

13. Large Number of USAID Employees USAID/Philippines,
 

has a large number of personnel relative to the dollar size of AID's
 
program. 
This ischiefly because the type program AID isconducting
 



--

prep(aponderance of :relatively small projets of -an- innovative, 
"high,-risk""nature, in.various -sectoris-of,activity), is.relat vely
 

manpower-intentive.
 

14. USAID Organizatioi and Coordination 
 Ingeneral,
 

the USAID project managers and supervisors, including the Mission
 

Director, are "on top of"ltheir projects. The USAID's organizational
 

breakdown isreasonable, but some steps should be taken to improve
 

the coordination and effectiveness of operations.
 

15. USAID Relations withEmbassy, GOP and Others 


There is scope for improved relations between the USAID and the
 

Embassy, without the latter encroaching on AID program prerogatives.
 

The USAID relations with the Peace Corps and other USG agencies
 

and with the Asain Development Bank appear to be very good. 
The
 

USAID staff at all levels appears to have good relations with and
 

access toGOP officials; however, we find no evidence that the USAID
 

has a "comparative advantage" over other donors with respect to
 

access to or leverage with these officials.
 

16, Central Bureau andVisitor Burdens on the USAID
 

The many AID centrally funded and regional projects and activities
 



-- 

In the Philippines, plus numerous visitors, impose burdens on the 
USAID management often not fully appreciatid by Washington. AID/W 
should make certain that-it gets and considers on a timely basis the 
USAID views on proposed centrally funded and regional projects. 

17. Asia 
 Bureau-USAID Communications -- The Asia Bureau
 
recently revised its procedures to improve the efficiency and speed
 
of processing of project documentation and the making of decisions
 
in Washington, but the USAID personnel do not seem fully aware of
 
these improvements. 
Asia Bureau might further tighten up cables
 
to the USAID containing comments and questions on documentation to 
make certafn they contain only wheat, and little if any chaff. 
Asia Bureau line personnel responsible-for the Philippines should
 
visit the USAID and-the country more often and for longer periods. 

18. Validity of PIDs and PPs 
 AID/W tends to exaggerate
 
the extent to which PIDs and PPs can accurately describe how projects 
will be implemented. 
These documents cannot be immutable, since in 
the real world most projects must and should be adjusted in the 
course of implementation. The Philippines offers some good examples 

of this need for.modifications.
 



1.Data on Local Currency Purchases 4 AIDdoes not 

compile and maintain data on a systematic and current basis regarding 
the)amount of AID dollars being used or that probably will be used 
to purchase local currency to carry out project purposes. Such 
data rshould be kept up-tu-date and be available,to management and 

analysts. 

8. Recommendations 

1. AID Levels -- That the overall level of U.S.
 
concessional funding for the Philippines above that provided
 
pursuant to a base rights agreement be conditioned on GOP 
performance with respect to rural development in a growth-with
equity context, notwithstanding the inherent merit of individual 

project proposals.
 

2. Consider New Type Program 
-- That AID consider now 
the adoption of a new type program inthe Philippines for the early 

1980s. 'This program should stem from a new. clear goal-strategy 
statement to be adopted inthe context of the current CDSS exercise.
 
ln contrast to the current program, the new program should emphasize
 
the financing of fewer but relatively larger-scale projects ina 
few
 

sectors; these projects must be BHN-oriented,of course. Small
 

innovative projects should be very substantially reduced innumber.',
 



;This"change inr proram, should be, carried out in an- Orderly manner
 
in full cooperation 
 ith the GOP. It should be accompanied by a
 
substantial reduction in the number of the USAID employees. 
More
 
detail iscontained below, and two possible options for a new
 
program approach are discussed, (See Finding 8)
 

3.. Clarify "Amber Light" Status to the USAID 
 We
 
conclude that much of the tension between AID/W and the field emanates
 
from an "amber light" situation resulting from the 1972 imposition
 

of Martfal Law inthe Philippines.. Ye believe that AID/W
 
'should make a positive effort to orient the field to the nature of
 
the constraints inAID/W and the need for-strong justification for
 
AID programs and projects in the Philippines. At the same time,
 
more frequent and lengthier TDYs of responsible Asia Bureau personnel
 
tothe USAID will give AID/W a better appreciation-of field perspectives
 

and.constraints. 
Implementation of this recommendation should help to
 
reduce tensions which spring from a 
lack of mutual understanding.
 

(See Finding 4)
 

4.' 
Involve ADin Base Compensation Package Negotiations
 
On-going negotiations Inthe Philippines regarding continuedU.S.
 

access to Clark Field and Subic Bay might result ina 
base compensation
 
package administered by AID. 
Inorder to Insure adequate consideration
 



of the possible impact of base rights decisions on AID programs, 
we:believe.itlmortnt that AID participate inbase negotiations. 

(See Finding 7)
 

5., Study Financial Burdens of "Pilot" Activities on GOP --

Neither AID nor the GOP have sufficiently studied the long-run 

budgetary implications of attempting country-wide replication of the 
various pilot and "outreach" activities that AID and other donors
 

are now assisting and plan to assist in the near future. 
We believe
 

that the GOP may find it very difficult to finance these programs
 

on a continuing basis nationwide. -Therefore, we recommend that 
AID and the GOP study this matter, perhaps Jointly. Inany event,
 
the projects inwhich AID isnow or soon will be involved should
 
be closely examined to determine the order of magnitude of the total
 

financial burden we may eventually be placing on the GOP, and
 

whether such burden is likely to be manageable. (See Finding 10)
 

6. Improve Coordination Within the USAID 
 Two specific
 

weaknesses were noted regarding the coordination of operations
 

within the USAID. 
 First, there is not enough lateral coordination
 



0etenthe p'Perating offices. Second, the technical offices
 
do not utilize adequately on 
a systematic and intensive.basis,"and 

n a imely manner, the.unique skills of the Office ofCapn" innatd~het of.el. 
 ...
DevelOpment inthe.en preparation of projectrne docu ti. ..' n t e , .. .... a ndt
 
solution':of implementation.problems. We recommend that theUSAID
 

Director take steps. to correct theseI two (See ng 14).: 

7. 7Asia:,Bureau Improvements' ,; The: U OSADpersonnel are 
not fUlly aware of .the recent steps taken by-AsiaBureau to improve.,;, 

the efficiency and speed of considering project documentation and.:,, 
,the making of decisions inWashington; the Bureau should .again bring 
these to the USAID's attention and continue efforts to speed the 
process. Some of the USAID officers also still complin about 

.,the number of relatively unimportant comments.and queries received 
from, Washington; thus Astia Bureau should pay continued attention 
to making certain that cables contain as little chaff as possible'.
 

(See, Finding 17)
 

8..,Maintain. Data on Local!Currency Purchases AID does 
not compile data on a systematic and current basis regarding the . 

amount of AID dollars used to purchase local currency to carry out 
projects. We recommend that AID,,specifically, the,Controller and., 



PC.edevise syatento compile* and: itinna such dataron a worldwide 
basis so that it. wil1be avai lable to managent.-and analysts as:,qustions 

concerning AID l ' 'ocal : currency purchases arise. (See Finding19) 

< 4. C. 7 1# ~ ~Le 
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-]I I 	 DETAILED FrNDINGS
 

SA.The Philippines Economy
 

1. Finding: Self-Sustaining Growth -- Despite a dual
 

economy and large disparities inincome distribution, the Philippines
 

economy is at the threshold of self-sustaining growth.
 

The investmentratio for;the Philippines currently exceeds 2V% of"GNP,
 

and over 80% of this investment isfinanced from domestic savings.
 

The annual growth rate exceeds.6, and average per capita income for
 

the coluntry's 45.million people is..$460. Accordingly, many economists
 

would:conclude that the Philippines economy,already has reached the
 

stage-of self-sustaining growth. 
We believe-it approximates this
 

status.
 

In'.1974',;the Philippines,, like other developing countries 
Was
 

forced-to accommodate to the impact of the OPEC cartel. The cost 

of.,:oil imports increased by over $500 million per annum, creating. 
a-large strain on the balance'of payments. The Central Bank promptly 

proceeded to negotiate with foreign commercial'banks, lines of credit 
totaling $650 million were provided, andthe. country adapted to the 

crisis iwith reltive:success-.
 



This performance, neither, that of.'a novice nor medicant, suggests 
that management of the Philippines ,economy has' come of age, in 

terms of both economic .sophisttcation and technical know how. As 

of July 1978, the Central Bank reported continuing gains in output, 
employment and income. GNP currently exceeds $20 billion and 

commodity imports exceed'$4 billion; annually. The. industri al
 

sector accounts for almost 35 percent of GNP, 
 of which more than 
two-thirds is inmanufacturing. However, the deficit on current
 

account on the Philippines balance of payments.may be expected to
 

hover inthe-vicinity of $1 billion annually over the next several
 

years, indicating a continued .reliance on.external assistance to, 

supplement domestic resources and accelerate growth. 

'In1976 the.GOP began a three-year arrangement under: the Extended
 

Fund Facility (EFF) of the iMF,In return for access to EFF
 

!resources totaling about $260 million, the GOP.undertook-to pursue:
 

measures to bring about structural changes in the-medium.term,
 

aimed at expanding public investment, increasing mobilization of
 

domestic.resources, and improving resource allocations "in,
order
 

to strengthen the capacity of the economy for selfvsustai ning growth
 



under conditionsof internal and external stability.. 
We share
 

the IMF view that ,tn recent years economic'development in.the -

Philippines has been characterized by responsible and flexible conduct 

over economic policy making by ,the authorities." 

Howe ver, the workings, of time and custom .have produced-in the 
Philippi nes aPronounced dual. econooy consisting of a modern 

sector and a traditional sector, and resulting in widespread 

evidence of both affluence and poverty. Inthe:process of
 

development, assets and incomes have become concentrated in the 

hands of a small- indigenous, cohesive, ambitious, elite of innovators. 

and adapters.- Thus the 1977 average per capita iricome of $460 
does not denote a point-of central tendency. On the contrary, for
 

80-90%'of the people, an "average"l per capita income of not much
 

•more than $200 may be more correct. Statistics on income distribution 

are notoriously unreliable, with significant under-reporting at
 

both ends of the income scale*,
 

Inany event, except fora modest shift in income'during 1973-76 from 
urban to rural households, there is little evidence of any significant

reduction over t 
 inth de t which 
dsr i ewd ei the hgree n o eto 
-distribution Is.skewied. It folo'sthat the notion of Self':sUstainin 



growth in-the Philippines is'not synonomous with broad-basede", 

development. Thepolitical impl cations tofhis situaton. have 

been recognized by the GOP in its Develop t an for 197842, 

and are discussed in Finding 3 below. 

2,.- Finding: Human, Resources and-Social Values '-.M : 

The.Philippines has an unusually large human resource base of 

professional, skilled and semi-skilled workers. Although many:ofV,
 

these trained people go abroad to work, lack of trained manpower
 

nevertheless is not a-constraint to economic growth.
 

According to a comprehensive IBRDstudy of the Philippine economy
 

in1976, "there islittle question that the Philippines has the
 

physical and human resources required for sustained economic
 

improvement during the next few decades." 
 This statement reinforced
 

the findings of a 1974 ILO study which stated: "we have reached the+
 

conclusion that formal education does not constitute a bottleneck 

to-our proposed development strategy for the Philippines." As an 

example, inthe Philippines no school teacher iswithout at least 

a BA degree; and higher education enrollment isfour times that of
 

Korea and ten times that of Thailand,, countries which contain roughly
 

the same size population. The inventory of human resourceswas
 



increased during .1976 byL'160,000 BA !graduates, 5,200HAs and 
600 Ph.Although;,thefArereproblems with respect-to the Lqual ty 
of som of this education nevertheless there islittle doubt
 

that the Philippines isin.the forefront of LDCs with respect to 
education and trained manpower. 
These are not constraints to the
 

country's.achieving overall self-sustaining growth.
 

Thereis at the same time a large "brain drain". People go abroad 
for higher wages and better professional opportunities intheir
 

disciplines. For example, during 1977 a total of'4,814registered
 

emigrants were classified as professonal, technical, managerial,
 

executive or management personnel. 

Excluded from this number were several thousands of Filipino 
professionals working overseas under contracts. 
The number of emigrants
 

is,however, but a fraction of the country's total trained manpower,
 

More important in a development context is the large numbers of 
educated people who congregate inthe urban areas, especially Manila,
 

rather thanworking inrural areas.
 

In order to understand the difficulty of reaching'AID'srtarget group 
of the Poor maJority, a note on the Philippines value system is 

importint., In1976, Frank,Lynch et al undertook a survey of people 
inthe Bicol River basin inan effort to identify those cultural,
 



values which must be taken into account -indesigning -apeo le :
 

oriented assistance program, 
The Lynch group found economic
 
security and social acceptance tobe strong basic socia values.
 

Over the centuries a network of peers, patrons and c1ients has 
developed to'form a symbiotic.union of great stability, Inherent. 

inthis-union.is a form of class society: "individuals would choose
 
and be chosen, use and inturn be used," 
 Thus,-one person might be
 

seen as more entitled than another "either to give or to receive 
preferential treatment." This patron/client syndrome makes for
 

sensitivity regarding personal status., and manifests itself ina
 
dichotomy of "big people" and "little people," 
 Fifty years of 
American presence did little to change this basic system of-

Filipino values.
 

3., Finding: The 1978-82 Development Plan The GOP's 

Development Plan for 1978-82is comprehensive and devotes considerable 

rhetoric to alleviating the problem of mass poverty; yet,in a 
structural sense, the Plan displays no radical departure from the 

status quo.
 

http:this-union.is


Following comprehensive studies of-thePhilippines econoy by 
the LO tn 1974 and the IBRD in 1976, the GOP published in September 
1977 its own Development Plan for the period 1978-82. In an intro
ductory statement, President Marcos stated that the Plan embodies 
"aT concerted attack on the problems of mass poverty." The Plan
 
was offered as part of an effort to "restructure" society, 
 to 
rectify "grave economic and social inequities", and to facilitate
 

"social and economic opportunities to participate and share in
 
development." Itrecognized that population expansion and unemploy

ment are'key problems. The President, stated that delivery of basic
 
social services, particularly to the rural area, was the sine qua
 
non to rural development. All this was offered inthe name of the
 

New Society. Although Plan strategy provides for a significantly
 

larger role for the public sector, itstates that the private
 

sector "must and will" remain the backbone of economic life. The
 
share of income taxes to total tax revenue would increase only from 
22% in 1978 to 26% in 1982, suggesting that there wfll be no strong 
effort to reduce income concentration. 

At the Consultative Group Meeting of December 1977, the U.S. generally.
 
endorsed the Development Plan as "appropriate for AID participation,", 
but noted the absence of priorities in the Plan and wondered what 
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projects might be shelved 'f the magnt ude of resoukes requtred
 
did not become available. This ispertinent since the Plan makes
 
rather optimistic assumptions regarding resource availabilities,
 
both domestic and external. Inan accompanying Issues Paper, AID
 
noted that the Plan was heavily capttaltintensive. Investments in
 
agriculture, rural development and social infrastructure account
 
for only about10% of total projected capital outlay, Infact the
 
ratio of expenditures on social development programs to total Plan
 
expenditures shows little change for the period 197882 over that
 

which prevailed during 1974-77.
 

At-the same time, the.Plan does call for significant decentralization
 
of planning and administration. For instance, inAugust 1978, President
 
Marcos issued a 
Letter of Instruction strengthening the budget-making
 
and operating role of the Chairmen of the eleven Regional Development
 
Councils (RDCs) which now cover the entire country. 
During our visit
 
to Iloilo we discussed this matter with the Governor of Iloilo Province,
 
who isconcomitantly RDC chairman for Region VI. 
 He confirmed that the
 
Government is providing him with more authority. 
In our view, if
 
this effort toward more decentralization and local participation
 
can be fully carried out and institutionalized, itcould provide a
 



counter tO the current gravitation pull of the Manila area. The
 

USAID should tarefully monitor these interesting developments to
 

ascertain if they prove real or illusory.
 

This effort to decentralize builds on earlier GOP moves to strengthen
 

local participation! In 1972 the Ministry,of Local'.Government and
 

Community Development was established, and in1973,decentralized
 

development was authorized for the Bicol region. With respect to.,land tenure,
 

some'400,000 certificates of land transfer have been issued since
 

June 1972." This illustrates that the GOP is:at least moving
 

toward a growth-with-equity approach. Change may be relatively modest
 

to date, but its direction is in harmony with AID's mandate. Never

theless, in the larger sense, the plight of the "poor majority"
 

promises to remain relatively unrelieved for the foreseeable future
 

pending solutions' to the core problems of population expansion and
 

unemployment.
 

B. Aid Program Goal and Strategy
 

4. Finding: An "Amber-light" Situation -- We sense.an
 

"amber light" mentality inWashington regarding-the Philippines stemming
 

from martial law and the human rights situation. Because of these
 

negative factors, AID/W seems to exercise a special caution in
 

http:sense.an
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reviewing,programs and proJects.i This tends to.generate Within
 

theUSAID an apprehension and uneasy-working -relations with'AID/W. 

During our appraisal we encountered an inordinate degree of
 

tension between AID/W and the USAID. - Shades of the human rights 

issue seems to have triggered an "amber-light" mentali ty, in 

Washington under which behavior toward the Philippines has become
 

both increasingly cautious and increasingly demanding. From the
 

USAID point of view, this behavior often seems inquisitorial and,
 

non-supportive.
 

U.S. interests in and attitudes toward the Philippines stemfrom 

historical ties with a former colony, the strategic position of the 

archipelago in relation to Southeast Asia, and American economic 

interests. U.S. relations also are affected by the GOP record on 

-human rights which, in terms of U.S. policy encompasses concern with 

three.separate categories of rights, including "the right to fulfill 

one's vital needs such as food, shelter, health care and education,"
 

represented inthe New Directions thrust of AID. 
For U.S. policymakers
 

the Philippines presents a difficult and perplexing situation in 

which GOP support to basic human needs objectives may serve to 

mitigate GOP violations of civil and political rights., We take as. 

datum that imposition of martial law in the PhilippInesin 1972 



*Aas Cpercelved by:the; new leadership as theiessej evil toanrchy. 

and: violent revol ution-. In retrospect,.marti-al -aw to some. extent 
has :made it easiler.to:introduce the. kind of economic: reform measures
 
espoused by the U.S., measures whlcn were not likely of realization
 
under.the great confusion prevailing in the country immediately 

prior to :martial law. 

However, because the Philippines isregarded as a 
human rights
 
offender, U.S. bilateral aid to the Philippines emphasizes equity
 
and redistribution while AID/W pursues a "positive beneficiary
 

approach" in reviewing USAID project proposals.
 

Implementation of U.S. economic assistance to the Philippines is
 
also conditioned by perceptions of a "special relationship" under
 
which the U.S. strives to accommodate to Filipino sensitivities,
 
which reflect a
combination of nationalism, xenophobia and some
 
feelings of inferiority. Notwithstanding these elements of a
 
love-hate relationship, Filipinos are generally well disposed
 
toward the U.S. 
However, Filipino participation and collaboration
 
inmatters of mutual interest is important, and an overly aggressive
 
or insensitlve'posture on the part of the U.S. may invoke a 
negative
 

response.
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The magnitude of AID ."presence" in the Phitlippnes ts also a 
product of history andcircumstance.. In'thelate,1960s, phase-out 
of AID's Philippines 
program was considered but not undertaken. 

Indeed, by 1973, inpart because of a devastating flood on Luzon, 

the: program exceeded.$125 million,:six times the 1969 level. 
Yearly,obligations: subsequently leveled off: to the present.$90 million 

rangeo(See. Attachment A). 

Early in 1977 a new.USAID Director assumed charqe of this program, 
which' had undergone frequent dramkt~tc changes under.predecessors. 
AID/W instructions were to allow a year to elapse before re.,examining 
the roots of the program tree. Subsequently AID/W faulted the USAID 
for lack of program strategy and focus, as well as for project
 
diffusion and scatteration, A USAID effort Inthe ABS of May 1978
 

to argue that the program had both strategy and focus was found
 
unpersuasive by AID/W. Subsequently PPC. proposed to the AdministratOr 
a :reduction inU.S. bilateral aid to the'Philippines for two reasons
 

the GOP stance on human rights and lack of a coherent program 
strategy.: Moreover, 
PPC in its later CDSS guidance message, depicted 
the Philippines: as a country of "low" commitnent to growth with equity. 
We feel that all these:actions suggest that Washington is unhappy 



with the AID program in. tne: in1lIppnes ,without providing 

sufficient guidance to the USAID as towhat is needed. In the,
 
meantime 
 the program continues to exist inan .,"amber-light" limbo.. 

5. Finding: An Ambiguous Goal -Strategy Statement --


We conclude from review of program submssionsthat the USAID's
 
statement of program goal and strategy is derived from the projects
 
in the portfolio, rather than the projects being formulated on the 

basis of a clear prior goal and strategy. 

After reviewing the successive strategy statements submitted by 
the USAID since 1975, we concluded that they are written after the
 
fact. .We see a sum-or-projects approach to program formulation in 
which the USAID's emphasis is on project strategy rather than program 
strateqy. The USAID's recent effort to classify program composition 

into three major groupings of projects,as shown in Attachment B, 
reDresents but one of a variety of possible schematic arrangements, and has not 
satisfied those calling for clear, coherent goal and program strategy.
 

Since the status quo isalways a possibleoption,, thre miaht be 

nothing. necessarily wrong with continuing.tnis sum-of-projects 'approach 
to programming. :-In fact, there ould be a number of tact cal advantages. 



However, iventhe nature 'of AIDW guidacefor prfp'rtion of-the" 

.COS, We believe that the USAIDnow mUSt withdraw fromits current 

position of treating the focus on the "poor.maJor ty" as constituting. 
simultaneously a goal and a strategy. The USAID seems to embrace:
 

the GOP development strategy as 
 its own, but sees a role for the
 
USAID of insuring that the Plan is 
in fact carried out. At other 
times, the USAID stresses innovative demonstration-type projects, 
for subsequent replication by, the GOP or other donors. In'aiword,
 

the USAID program "strategy" isnot explicit, ut m'ust
:be inferred
 
from the nature of:the USAID actiVi tes. Inaddition, thereis
 

confusion inuse :of the tems'"role, goal an 

More importantly, we observe no bounded,.measurable goal against
 

which a::coherent nrnnra'm. + n j.IA1h ..i 

Review of recent,USAID'DAP and ABS submissions isrevealing.
 

Language',in ,the June 1975,DAP argues against a 
scheduled phase--out
 

of U.S. bilateral assistance to,thePhilippines., The energy-crisis
 

of.1973 and a softening of the Philippines export prices in mid-1974
 

wasseen by the USAID as threatening "self-sustaining growth." 
The
 

primary USAID argument.for continuing aid was, however, based on
 
the conclusion: that "much still remains tobe done to improve the
 

condi tions of i1fe "of'the poorest el ements of Philippine population
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An,important and even "!critical role" was seen for US.,as'sistance. '-.
 

despite the relatively modest level of :.the U.S. input.,'Speciically,
 

the USAID's program would continue:to: address "the directions '
and,
 

purposes expressed by the U.S. Congress."
 

.As for the projects comprising the program, the .1975DAP stated:. 

that these would be designed to demonstrate a particular approach 

and test the-soundness of GOP interventions, as well as help 

improve the Philippines government'capabilities, The USAID would 

operate. only in, areas to which the'GQP "assign highest priority", 

and projects would beplanned and implemented in a collaborative 

style ,.U.S. inputs of both personnel and capital were stated to be 

"critical in:terms of inst tutionalizing innovative programs "for 

the benefit of major portions of the population." The document 

then .proceeded to'describe the manner inwhich U.S. assistance 

was ;"designed to fit into the Philippines development strategy and
 

programs.
 

The ABS "dated, May1977 (for FY .1979), showedfew new project 

i.nitiatives. It was offered as "a further..refinement" of the DAP 

of June 1975 .It; pointed out that "the capablity to program and 

grap.. :the: "technicaland conceptual aspects 'of the development process .are 



-28

wel Ideveloped in.:,the PhilipPines." The roleof USAID was "insuring 
that-GOP development plans are in fact carried out ... " In 
particular, the USAID activities would buttress those :elements of
 

the Philippines society favorably,disposed to assisting the poor
 

majority and bringing about "structural changes in the
.distribution
 

of income." The USAiW claimed for itself a unique role among
 
donors, and assumed responsibility for reaching "the little guys."
 

Inaddition, the USAID proposed to operate at "the fulcrum:points
 
that can make a difference in the progression towardgrothwith

equity." The ABS then proceeded to' describe the',kindo ' projects
 

that comprise the program. 

The Asia Bureau in its April 1978 mid-.year review of the Philippines
 

program enjoined the USAID in its next ABS to address the question
 

of program strategy and focus. The Bureau saw an urgent need for a
 
strategy statement which 4ould provide' "a programmatic and intellectuai 
framework to a very diffuse and large portfolio." The next ABSr, 
dated May 1978 (for FY 1980) took note of Washington concerns and
 

sought'"to demonstrate that, infact, a deliberate and coherent 
strategy has been and is being pursued in selecting the projects to
 
be supported.' The USAID's program goal 
was "to make itpossible
 

for the greatest number of Filipinos, commensurate ,with available
 

resources, to achieve a 
minimally acceptable standard of,.
 



--

living "on a sustainable basis.", The USAID proposed-to "participate' 
inaccompl shmnnt of this goal by using its resources to influence 

the Philippines development '. , . to enable the poor to meet their
 

basic needs." More specifically, 
the USAID would work to induce the
 
.Philippines government to design its own 
development program "ina
 
manner that will involve participation ef the rural poor."
 

Later on the ABS adopted a more conservative posture and point*d 

out that "basic policy and budgetary decisions to undertake basic
 

needs-oriented programs have long "eten 
made, that the Philippines
 

Government has identified the key sub-sectors and made its conuutment.
 
The USAID role was labeled as basically "supportive" and to assist,
 

"insuch a way .
 . . that basic needs projects do not have to be 

.,shelved due to lack of essential external support." 

-Aswith prior submissions, the USAID claimed for itself "a unique 
role rodted in history." 
The proposed 3 percent USAID contribution
 

to the GOP development budget was labeled "crucial" and "more significant 
•than the amount in absolute financial terms would indicate." The
 

USAID pointed out once again the innovative, demonstration, high-risk
 

nature-of AID projects., The ABS also credited the USAID.with helping
 

"to offset cul tural tendences" which direct benefits towards those*,
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not at the lowest end of the income .scale.
 

6. Finding: Justification for Concessional Assistance
 

Continued U.S. concessional aid to the Philippines can best be
 

-justified if linked to overall GOP performance with respect to the
 

poor majority, and if provided 
 in a manner which takes into account 

the current stage of development in the Philippines including the
 

human resource base and the sophistication of the Philippines economic
 

managers.
 

Since it is U.S. policy to provide- b4lateral :assistance to developing 

countries demonstrating both need and commi tmnent, the fact that
 

self-sustaining growth may have been reached in the Philippines
 

should not in itself preclude U.S. concesslonal assistance.
 

However, in view of the Philippines' poor record in incnme distrihutiion
 

and human rights, suggested PPC allocatits based on current criteria
 

may produce an aid level for the Philippines so low as to be
 

interpreted by the GOP as a 
signal of U.S. .disinterest. Still a shift 

in focus from a project-oriented program to one concerned with 

overall GOP performance would seem to be in order. 

Given the stage of development in the Phil ippines we perceive 
.no problem of absorptive capacity-at any foreseeable level of.U.S. 

bilateral or other donor aid. 
Ifone could-assume that:sufficient
 



funds will be available fro"mthe Philippines and other donor (Including
 

u.S.)asststance to fully. implement the GOP Development Plant AID 

assistance would essentially be a matter of attribution to
 

activities sanctioned by.the FAA,. Assuming, however, inadequate 

funds will be available from all-sources to carry out the entire
 

plan,'then the question of development priorities comes into play.
 

It appears that the.GOP may inpractice tend to give highest 

priority to large, capital-intensive infrastructure projects. In
 

such a situation AID would wish to insure that AID resources are
 

combined with GOP resources inor4e. to achieve Plan targets for 

the rural poor majority.
 

The extent to which the U.S.. is,prepared to, link development 

.assistance program levels with GOP.Plan performance should be' 

one of.the subjects considered during the CDSS review. Clearly if 

the primary objective is to use AID resources as a quid pro- 'for 

GOP policy measures favorable to the AID target group, then the 

matter of program composition, while important, would be 

subordinate. 

7. Finding: Implications of a Base Compensation Package --

Ifonzoing U.S. military base neotiations-reUlt-in a base 

comoensation Rackageaqdministered by AID. a further modification of 



1both
AID proramlevels ,and:goal strateay will be indicated.
 

The natureI
of the AD presence I'n the Philippines isa funct!on f
 
the purpose and kind of program being carried out. Ongoing U.S.-GOP
 

negotiations regarding rights and privileges enjoyed by the U.S.
 

with respect to military bases.at Clark Field and Subic Bay may
 

well result in an additional economic assistance package. The
 

International Security Assistance Act of 1978 provides for two
 

categoriesof non-military funding: 
 first an Economic Support
 

Fund (ESF) to promote 
 economic and. political stability and, secondly,

funding for Peacekeeping Operations inthe security interests of,"
 

the U.S. There is some legislative history to suggest a Congressional
 

intent that base compensation payments should be funded from the
 

Peacekeeping Operations category, which presumably would be
 

administered by the U.S. Department of Defense. 
Insuch a case,
 

no administrative problem would arise for AID,
 

However; it.is also possible that AID would have to manage the,. 

package funded out of ESF. In this eventuality, AID would operate 
under an additional Justification to that of assisting the Philippines 

poor majority. Presumably AID-would not be able to control ESF funding 

http:bases.at


levels, which might be set a fixed. level to which AID
 

development assistance funds would be added,'n this situation,
 

any USAID goal-strategy statement would have to be
 

sufficiently pliant to support politico-military as well as
 

development purposes.
 

The more that U.S. economic assistance to the Philippines is
 

determined by U.S. security/political considerations,*however,
 

the less would aid levels be linked to GOP performance regarding
 

BHN for the poor majority.
 

C. Other Program Considerations
 

8. Finding: Large and Diverse Project Portfolio --


AID's current program in the Philippines is "scattered" in the
 

sense that, relative to the money amounts involved, there are
 

numerous projects/activities of relatively small average size
 

inmany functional and geographic areas (although itis also
 

true that almost all of them have one central focus, namely, assisting
 

the poor). A large number of the projects are relatfvely innovative
 

and of a "high-risk" nature. They tend to be complicated indesign
 

and require large numbers of people to implement. AID often
 

persuades other donorsto provide large scale financing for follow-up
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projects when these innovations are "proven," while AID itself moves 

on to other innovative activities.
 

Many believe that AID's program inthe Philippines is "scattered,"
 

inthe sense that it is divided into various widelyseparated
 

•activities. We were asked to assess this concern and concluded
 

that the program is,indeed, dispersed,. We hasten to add
 

that dispersal does not necessarily mean that the current program
 

as a whole or individual:projects are either bad or ineffectual. 

Let us-first look at the portion of AID's Philippines program for 

which the USAID is directly responsible; that is,excluding centrally 

funded and regional projects located in the Philippines.. Consider
 

the number of projects. The FY 1980 ABS lists 43 specific loan and/or
 

grant projects which are either being implemented or for which
 

PPs are being developed. This is a large number. (Itcompares
 

with the following numbers in the most recent ABS for other large
 

AID recipients: Indonesia, 70; Pakistan, 30; Bangladesh, 29; Nepal, 23;
 

Liberia, 26.) It istrue that some of these projects represent
 

follow-on activities inthe same or closely-linked fields. For
 



example, the project Agricultural: Research 1 (Number. 0280) 1s 

terminating while Agricultural Research II (0286) isgetting under-' 

way, and both are listed in the ABS. Exclusion of such follw-on 

cases would reduce the number to approximately 37, still a large 

number. 

These individual projects encompass a 
large group of functional , 
activities and are spread over various parts of this large, complex 

country. They are mostly within the-Agency's three priority 

mandate. areas. Agriculture has the greatest number,- 'Within the 

agricultural sector the USAID is responsible for 14 projects in.no
 

less than,eight specific activi ty oreas,
 

rn addition, the education specialist istaking the.lead.in 

developing an Agricultural Education Outreach proJect (0331),rand
 

some attention isbeing paid to undertaking yet new-activities8 ,e.g.
 

aaricultural education outrpach. 
There are also centrally-funded 

agricultural Dro.iects in the country for which the USAID 'isnot 

directly resDonsible. 



Te USAItsOffice. of Human Resources evieloPment (biRD) i 
b~roken down into four'comonents,;" populationrhelth, nUtrition, 

and education. Population:and family planning has of course been 

a high priority and-controversial subjectin which-AID has been,, 

involved for some time.7 But there are new projects in the other 

three sectors. Inhealth,:a PP has been approved for a-healthoro.ject 

on Panay Island (0312) and a P is presently being reviewed for an integrated 

health, nutrition and population scheme inthe Bicol reqion (0319). PPs are 

also being drafted to support a nationwide nutrition outreach schme'. 

(0320) and for two education projects (Agricultural Education and
 

Bayanihan Barangay Schools). Addition of these three new sectors
 

to the USAID's project portfolio further diversifies the program.
 

Once again, there are some centrally funded activities In these
 

The Office'of Regional .Development CORD) carries out projects. 

associated with multipurpose development of the Bicol area of 

southern Luzon; these projects thus are geographically limited. 

There are six such undertakings (0260, 0281, 0289, 0275, 0303, and 

0210) in such diverse activities as institution building, roads, 

irrigation systems, and health and nutrition. 
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SIn addition, som of AIDs nationwide projects, such,.s- family 

planning, also are active in the Bicol even thoughnot the 

direct responsibility of ORD. The Office of Provincial Development
 

(OPD) is responsible for seven proects, some of hem such,as 

Rural Service Centers (0304),: the Fund for Local Government 

Development (0318)1, and Real Property Tax Administration (0298) of, 

unusual complexity. Finally, the Capital DevelopmentOffice is 

responsible for infrastructure and certain other activities (e.g.,,
 

non-conventional energy) not falling under the other four functional
 

divisions, .whilethe USAID's econoiQiist Implements-an Economic and
 

Social Impact Analysis/Women in Development project, 

The average size of AID's financial commitment to these 43 
projects isI $7.3 million, a relatively modest figure when compared, 

to IBRD's .average project commitment to the Philippines of $27
 

million: (in.55 'projects) and ADB's average of $18 million (in 35 projects),.
 

Actually over half of AID's projects (22 of'43) are for $5million or,
 

lessi and the size of the more recent commitments is smaller than,
 

the $7.3 million average.
 

.Inaddition'to all the aboVe,'the'USAIDalso is sponsible for
 

PL 480 programs (see Finding 12) and has just been delegated
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responsibi Ifty for :Operational Program Grants to PV. 

In sum. the USAID i s responsible for, 43 loans and/or grant.projects 

in many functional and geographic areas,,plus PL 480 and OPGs. 

The average size of financial commitment to.each project is 

relatively nodest and recently has been getting smaller (especially 

in real terns when inflation of prices isconsidered). The most 

recent ABS states that "because of , , limited resources, a 

number of arcas have not been covered, even though some are. related 

to priority needs." This thought .could well have been reversed 

to say that an effort is being made to cover a large number of areas, 

with limited resources. 

Inaddition, there are many AID/W centrallyfunded and regional 1 

projects and activities located in the Philippines' The former. 

comprise 57 projects, 18 of them in population alone, while 

there are 10 regional activities. This further diversifies 

AIDis progrn even though the USAID itself is not directly responsible.. 

for these pr-Jects. Finding 16 discusses this matter.
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-Next,.: consider ,the nature of the project .portflio. A large' 
•number of the projects. are of an i nnovative and frequently experm. 

mental nature 'directly related ,to New Directions objectives.: 

Fi nancing of :largeprojects directly. resulting from
 

successful.-.,!,"pilot, schemes:: has been d.iscouraged.
 

Instead, efforts' have been; made to interest other donors in
 

providing',large scale financing'for such follow-up work, w ile AID" 

turns:its attention.to.new innovative schemes, , 

.Thisapproach has had some success, . The!Philippines was:one of. 
the first LDCs.in Which AID put into practice a New Directions-type 

program, and the USAID wasable to build on this-approach when the 

BHN theme came to,-the fore. Becauser of this.,-for some years the 

Philippines program was viewed by many as a "model" for other
 

USAIDs to emulate from the.New"'Directions, and, more recently, ,BHN
 
points-of view.,
 

Perhaps ts ingle"example of this approach has 

been in rural electrification, inwhich AID was instrumental in 

.,persuading and helping the Filipinos to establish a sound organization 

(the :National Electrification Administration - NEA), and then . 
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made a series of development loans to the GOP for the purchase:
 

of connditles necessary to etablItshru ral electrification systems
 

in manyparts of the country. - The favorable effect on the rural
 

poor was substantial,. Eventually the IBRD, at first dubious, . 

was persuaded that .this program made sense and should be supported; 

and the World Bank provided a $60 million credit for rural electrificatioi 

earlier this year. AID assistance to this program will cease when 

funds from project 0321,.Rural Electrification V, are disbursed. 

Rural roads and population are other examplesl.of activities in
 

which'the USAID playeil-a key initial role and to whitchother donors:
 

now have been persuaded to:commitfunds.. ." 

This.type of.approach continues,-AIDnow is-attempting to persuade" 

.theADBto ,undertake large financial: comm itments .for .integrated 

irrigation projects in the Bicol that have been identlfied.'and " 
studied by the USAID and the Bicol River BasinrCoordinating'.. 

Committee, Also, it seems likely the USAID would 

seek other donor support for rhealth and !nutrition projects if 

'pilot activities we:propose.to undertake in these sectors prove, 

successful. 

http:we:propose.to
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-Innovative, hihisk," experimentalI and Pilot rojecsi
support Of New Dirctions objectives almost invariably are complex 
and technIcanintensive. Itisnot surprising, therefore, that
 
the PPs now being written for the health and nutrition schemes are
lengthy and complicated. *Also, this type. of,program orientation is 
the-major reason whythe .USAID requires hundreds of employees to
administer what is, given -the size of the Philippines economy, a 
relatively modest program inmoney amounts (see Finding 13 for 
discussion of this point). 

9.1 Finding.: 
 Co'ents i'oSelected Projects 
 - We note
 
that several AIDProjectsin the Philippines are unusuallycomplex

and will require careful and continued attentionbytopmanagement
 
toincrease the chances for successful implementation. 
The Bicol
 
River Basin Development Program
seems to be moving ahead satisfactorily

at this time, and isfurther advancedthanany of the other integrated 
area development activities inthe country. 

AID's program inthe Philippines has several projects that are.

unusually complex and difficult to implement successfully. Among them
 
are Population Planning (project number 0277), 1;ational.'Nutrition *,-'


'Outreach (0320), Rural Service Centers (0304), the Fund'for Local.
 



Government Development (0318), Real Property.Tax Adninistration -


RPTA (0298), Land Tenure Reform'(0336)', and the Integrated
 

'Agriculturil-Production and Marketing-project assisted by Kansas
 

State University (0302). Inthe latter example, the project is..
 

:made up of :.four sub-projects Implemented by four different entities.
 

Operating level staff seem generally aware of the complex problems
 

inherent in these projects,. Such-problems are not only of an
 

economic and technical nature; they can also be politically
 

sensitive, as illustrated.by recent events in land reform. Itseems
 

unlikely~that.many-of these projects will be implemented-without
 

unusual difficulties necessitating some changes in scope and time

tables. 

Population is probably the highest priority project that AID has 

in thePhilippines., It has of:course been beset with problems for 

some time:.:: However, recent adjustments to .the project plus the. 

solid, frank assessment of the program just concluded should help. 

provide the base for more realistic implementation in the future.,. . 

For this reason, we have not attempted to review population programs 

in depth., However, we suggest that AID concern itself morewith-the 

http:illustrated.by
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totality of population activiti es:r.in the country, . 

regardless of donor or organizational entity; this will assist in
 

the implementation ol our own activities by keeoing them in perspective. 

The Bicol 'River Basin Development Program consists of a'series of
 

integrated activities for long-term development-of the Bicol 

region of central . Luzon. AID-for some years has been assisting 

the1GOP to establish the institutional capacity to pursue these
 

activities, including the accumulation of pertinent information and
 

data, training of personnel, long-range planning, and identification,
 

study, and:undertaking of specificiprojects. Several AID!supported
 

Bicol projects are now invarious stages.of implementation.
 

Our impression of the Bicol.program is that it ismoving ahead 

quite satisfactorily at this: time.i: The GOP has assigned good 

people to itand delegated a fair amount of authority to them. 

The various GOP Ministries involved seem to be working together,. 

AID personnel assigned to assist theFilipinos, including the two 

Americans resident in Naga and their Filipino staff, are .diligent 

and competent. Of course, there are problems, and always will.be 

in a series of undertakings of this complexity,. For example, we 

found uncertainty in,some quarters as to whether or not the planning:
 

http:stages.of
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for speciitc projectstn the Bicolare betng properly time.phased 
in relation to each other, But the problems appear solvable if good
personnel remain assigned to the program an are given proper 

direction plus a reasonable degree of authority.to make decisions
 

inthe field, We would not reduce .the size of the AID staff
 

resident inNaga: any further:at this time,
 

Integrated area development programs similar to the Bicol are
 

ongoing:on Mindoro Island with assistance from the World Bank,
 

I1in:the Cagayan Valley with Japanese help, and on Samar Island with
 

Australian help. Although we did not visit these undertakings,
 

itseems clear from our conversations with knowledgeable people
 

that the Bicol isat the moment the most advanced and Impressive
 

of,them
 

:The: GOP with,1AID support isseeking to attract other donors to
 

finance: some:of'.the .large: projects inthe Bicol already
 

identified. 'Itseems that the Asian Development Bank (ADB) may
 

,go ahead with a large commitment inthe Rinconada area. AID itself
 

has been planning to terminate its support of projects inthe Bicol
 

(excluding health and other nationwide activities that also are in
 

the Bicol) inthe early 1980s, expecting that the Filipinos will be
 

http:authority.to
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able to .carry on themselves'wtth.the assistance of ADB and other
 

donors.:' However, given AID's lonig and successful involvement in
 

the area, and,inight of our suggestion inother parts of this
 

appraisal that.AID consider financing more large, replicative
 

projects, we feel this decision should be reconsidered. But
 

at the same time we also support the efforts to attract the ADB and 

other donors Into the area.so thatit isnot.only the,U.S. that is 

helping the Filipinos inthis.regional development activity, 

10. Finding: Budget Implica.tions of "Pilot" Projects --

Neither the USAID nor the GOP have sufficiently studied the long-run 

capital and operating budgetary implications to the GOP of country

wide replication of the various pilot and "outreach" activities that 

AID and other donors are now supporting and-plan to support In the 

near future. The GOP may find it very difficult to finance these 

programs on a nationwide basis. 

We have indicated that AID isnow financing many experimental, pilot
 

schemes inthe Philippines, Current plans are to undertake more
 

such activities inthe future. The assumption behind such financing
 

isthat ifthe pilot activities are successful the GOP will expand
 



them 'on 'a timely, basis to, reach whole regions or te.tot. nation 

(so-called ,"outreach""programs) In some cases AID. proposes to 
assist in the: follow-up work with modest amounts of funds. AID 

also seeks torpersuade other donors to provide significant.levels 

of such follow-upfinancing. Other donors a.lready are involved in 

population activities. Nevertheless, it is-clear that maJor 

portions of the financing necessary to extend such, schemes would • 

have to .come from the Filipinos themselves. 

Examplesof such activitiesvin hich-AID i rsoonw be 

involved include population, nutrition outreach, integrated health: 

projects on Panay Island'and in the Bicol, barangay (ise., village)
 

water supplies, rural service centers, integrated food production 

and marketing, and artisan fishermen/farmers. Although these 

projects differ from one another innumerous particulars, they have,
 

the common element of eventually requiring large amounts-of funding
 

(especially for personnel) to spread them beyond their narrow
 

pilot base.. Even now the population and family planning outreach.
 

program apparently is experiencing budget difficulties..
 

The question arises, assumng the pilots are successful, as to, 

whether or not the Philippines could :afford to or would want.to 

undertake expansion of most or all of these activities "at approximately 
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.the same time, i' rEven'te ' 

Ssven significant donor assistance for some 

of them, the capital and-continued operating costs to the GOP 

(both central and local governments) would become progressively 

larger. There are many cases in various LDCs where the local 

government could not, or did not because.of low priority, finance 

continuation of activities which donors, including AID, had
 

initiated. It isour impression that neither the GOP nor the
 

USAID have adequately assessed this question with respect to 

ongoing or soon-to-be initiat6d experimental and pilot schemes in 

the Philippines. Inparticular, although it has been considered 

in the context of some of. the individual projects, it-does not 

seem to have been'looked at in a cumulative and.long-term manner. 

.11. Finding: Adquate Evaluation -- Review of AID's 

evaluation files for projects in the Philippines indicates that 

appropriat attention is given to evaluation. 

The USAID described its evaluation activities and schedule in. some. 

detail in its FY 1980 ABS. We have examined these activities and

a sampling of specific evaluations undertaken and conclude that 

the USAID gives adequate attention to evaluation. Most 

undertaken in conjunction with the Filipinos themselves, and often 

include AID/W participation as well. The approach seems objective 

http:because.of
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and: the findings and recommendations are frank and'reasonable.
 

.The USAID management says that ituses these evaiuations to assist
 

inprogram direction and implementation.
 

In.the latest ABS the USAID noted a lack of AID/U reactions to 

evaluation reports sent to Washington. Although lack of such 

'reactions may suggest AID/W satisfaction with the USAID s evaluation
 

activities, nevertheless some coinents from Washington from
 

time to time would be desirable. These might be simple acknowledgment
 

of a Job well done, if that is the Washington opinion. The recent 

increased priority given by the Asia Bureau to evaluation functions, 

including the increase of professional staff working in this area., 

from one to three, may permit more comments by AID/U on the USAID 

evaluations. 

12. Finding: PL 480 Program -- PL 480 has been used as 

a convenient mechanism for the U.S. to provide large amounts of 

concessional funds to the Philippines. The primary purpose of 

the Title I program has been to generate local currency to support 

AID-assisted BHN-oriented development activities, not to provide 

essential foods. Title IIseems to be used more for welfare purposes
 

rather than for support of self-sustaining development activities.
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We believe that the GOP would prefer, ifPossible, toget the'.•
 

financial level of assistance represented by PL 480 in the form
 

of DA rather than PL 480.
 

Of the $91.8 million inassistance committed in FY 1978, $32.8
 

million (35Z) was PL 480. 
The current Title I program is approximately
 

$13.0 million. 
Wheat, corn, cotton, and tobacco are included.
 

However, it isclear to both U.S. and Filipino officials that
 
imports of these foods and commodities under PL 480 is not essential
 
to the country's economy. 
The GOP would be able to find other
 

means of acquiring them if they were deemed essential. Instead,
 

Title I isa convenient way for the U.S. to provide additional
 

concessional aid to the GOP, as well as to generate local
 

currency for use inAID-assisted BHN-oriented development projects
 
and activities that,otherwise would be short of funding.
 

Title:II, running at an annual level of approximately $20.0 million,
 
*is:conducted by Catholic Relief Services (CRS) and the Cooperative
 

for American Relief Everywhere (CARE). Title II seems to be 
particularly imprtant in nutrition and feeding activities in many parts of the 



-50-
Philippines. Whave the impression that conduct of the program. 

leans more toward short-term welfare than support of.activitie' 

leading to self-sustaining development, although we recognize1 

the difficulty of clearly distinguishitg between,these two in many 

cases.
 

The GOP: at the" momenit i s not a strong-supporter of.Title .II:programs, 
at least at their current levels. This is indicated 'by the Government's 

recent failures to allocate sufficient funds for inland transportation 

and storage costs. The GOP also has negotiated with the World 

Food Program to undertake activities in the southern Philippines,. 

reducing at the same time the irportance of CRS and CARE in those 

areas. It seems to us that AID should consider whether a substantial 

reduction of Title II in the Philippines may be necessary or desirable 

within the next few years. However, iffor other reasons U.S. 

assistance has to be maintained at high levels, reduction in Title I 

and/or IIprograms implies that other forms of assistance will have 

to be increased. We believe that the GOP, ifgiven the choice, would 

prefer to receive most, if not all, of the funds represented by PL 480 

in the form of DA rather than PL 480. 

-D. Organization and Management
 

13. Finding: Large Nlumber of USAID Employees -- The 

USAID/Philippines has a large number of personnel relative to the 



dollar size of AID's program,. This is chiefly because the type,
 

program AID is conducting (apreponderance of relatively small
 

Projects of an innovative, "high risk" nature in various sectors
 

of activity) is relatively manpower-intensive.
 

The USAID/Philippines is a 
very large mission, second worldwide
 

only to the USAID/Indonesia according to AID staffing patterns. 
As
 

ofSeptember 30, 1978, the USAID/Philippines (excluding the regional
 

AG/IIS office inManila) had a 
grand total of 321 people on-board
 

(American and local'direct and non direct hire combined), exceeded.
 

only by Indonesia with 523. The USAID/Egypt was a distant,thIrd
 

with 212. 
The Philippines actually was first-in direct-hire(American
 

and local employees)'with 196 on-board compared to 174 for both 

Indonesia and Egypt and 168 for Pakistan. InAmerican direct hire 

employees alone, Egypt led with 87,.folowed by Indonesia (62).and 

the Philippines (51).. 

But there are additional people wo'king for the USAID/Philippines
 

nottincluded inthe 321figure. 
Thisis partly because the USAID
 

practice is to contract out for certain support services which are
 



often handledby direct-hire staff in other missions For 

wexample, there is a USAID contract th a Fi ipi no company for 
handling,the USAID warehouse and related supply activties under 

which 13 full-time Filipino employees are supplied by the company 

and inday-to-day work report to the USAID managevent. Another 

service contract provides 32 full-time Filipino personnel to handle 

maintenance of the USAID housing. A third contract is for rental 

of copying machines which includes 3 full-time machine operators working 

in the USAID's offices. There are also another 91 project-related 

Filipinos working under AID-financed contracts directly awarded by
 

the USAID, and of course many Filtlpics working under AID-financed 

host-country contracts. Under AID-funded DPG-OPG grants and
 

regional-grants there are also both American and Filipino employees. 

These are large numbers relative to the level of U.S. financial
 

commitments. Nevertheless, our observation is that they are reasonably
 

fully employed. They are needed for two reasons. First, because
 

the financial pipeline inthe Philippines is relatively large, $113
 

million as of September 30, 1978 (Indonesia and Pakistan had larger
 

pipelines with $186 million and $123 million respectively). But
 

second and most important, AID's program inthe Philippines is
 

relatively manpower intensive. The USAID recognizes on pages 149-150
 

of its FY 1980 ABS that the nature of AID's projects requires many
 



People,fordesign and-effective mplementation. We conclude that-•
 

a
shift in-theprogram to more large non-manpower,ntensive,
 

replicative projects Infewer sectors: would permit significant
 

reduction in the number of people working for the USAID.
 

F1Jil empI. "
no;..em les many o 
p oyeesof the USAID. as well as many other USAID 

expenses are ..funded under a .Trust .Fund agreement" between the U.S. 
and the GOP dating back to 1951. By ithis: agreement, theGOP deposits 
into a Special Account. thepe"so equivalent of U.S. dollar grant 
funds disbursed for.development purposes; this.Special Account
 

.
then s.drawnupon to cover eligible'expenses. Itis,quite likely;
 
that-at some stage the Trust Fund arrangement will have to be re

negotiated.- A senior Filipino government official told us that;he
 

isaware.of.the -ouboded nature of the agreement, implying thatthe
 

GOP eventually-willrequest revision. 
Itseems best to us that
 

AID onot raise',the matter, but be prepared to renegotiate when the
 

GOPraises -It.
 

14. Finding: 
 The USAID Organization and Coordination --

Ingeneral, the USAID project managers and supervisors, including 

theMission Director, are "on top of" their projects. The USAID's
 

organizational breakdown isreasonable, but some steps should be
 
taken to improve the coordination and effectiveness of operations.
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It is 'our impression -that the USAID management,:including, the Missio : 
Director and project officers, .know .theirp t and workpro.. we Vheand ork," 

,diligently indesign and implementation of them. High priority is
 

paid to visiting: the prjects and GOP officials-and technicians in
 

the fil. The, Mission isnotManila-bound.
 

Organizationally the USAID isbroken down into an Office of the 

Director, directly supported by a :Program Economist and.a Legal 

Advisor (who serves regionally), three staff offices (Program, 

Executive, and Controller), and.fite.operating offices (see
 

Attachment C). 
 This breakdown appears reasonable:to s (although
 

we note that inmany Missions the Program Economist would be lociated 

within the Program Office). 

The five operating offices cover the following. functions'., Agriculture; 

Human Resources, (a widespread unit responsible for health, population, 

nutrition, food for peace, education, women indevelopment, labor, 

disaster relief, and PVOs); Provincial Development; Regional Development 

(e.-g.,the Bicol); and Capital Development. Each of these operating 

offices isresponsible for a specific portion of the Mission's' 

proJects and other activities. 



Given the lscope and complexity of.the AID program, -there is of 
course potential for considerable overlap. For example; the Regional 

Development Office isresponsible for Projects inthe Bicol
 
except those in activities such as population, nutritiOn, etc., which 

operate in the Bicol as partof their country-wide operations.
 

Similarly :the Provincial Development office, not the Office of
 

Capital Developments 1s responsible for certain infrastructure
 

activities such as rural roads and barangay water supply systems,
 

We would not fault the current breakdown. There isno perfect division 

among allthese functions, and the present system, develoedby the 

USAID .management over ithe years, is probably as qood as arty, 

We do. however, note two weaknesses in the present functioning of 

the system. Because of the close relationship of, many of the 
projects,: it is particularly, important in this Mission that lateral 
coordination between the operating offices be strong and continuous -
i.e., that management make certain that they all work extremely
 

closely with each other. 
This often does not occur now.
 

Second, in many Missions the Office of Capital Development would
 

beprimarily responsible for both the design and implementation
 

of many more projects than isthe case in the Philippines,with the
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four more .technical.,offices assisting Capital Development but 
not,havingl the prime responsibility. Although current practice
 

need not necessarily be changed inthe:Philippineswe feel itis
 

tmportaint that the other four utilize the unique skills of the'Captal
 

Development Officeon-a more systematic and intensive basis, and
 

ina timely manner to assist in the preparation of project 

documentation and the solution of ,implementation problems which 
often appear most difficult to a technician butis routine to a *capital1

development officer. 

We are of the opinion that many questions and comments received 
from Washington on documents prepared by the four t-chnical offices 
would be eliminated or reduced innumber ifcapital development
 

expertise was utilized more, especially since the responsible entity
 

in AID/W for most of these documents consists primarily of:capital . 

development staff (Asia Bureau's Office of Project Development).
 

15. Finding: The USAID Relations with Embassy and Others 

Thereis scote,forimpoved.relations between the USAID and the
 

Embassy,-without the latter encroaching on AID program prerogatives.
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The USAID relations with the Peace Corps and other USG agencies 

and with the Asian Development Bank appear to be very good. 
The
 

USAID staff at all levels appears to have good relations with and
 

access to GOP officials; however, we find no evidence that the
 

USAID has a "comparative advantage" over other donors with respect
 

to access to or leverage with these officials.
 

We assessed the USAID's relations with USG agencies and other
 

entities active in the Philippines. We believe that relations
 

with the Embassy, especially with the:DCM and .the economic section,
 

need improvement; the USAID Director and his senior staff should
 

work actively to accomplish this. One useful step would be for the
 

senior USAID staff to visit Embassy officials more often to exchange
 

information and views on the Philippines development and other
 

economic problems. The USAID should be able to do this without 

Embassy encroachment on the USAID' sproper role and responsibilities. 

Relations with other agencies of the USG in the Philippines appear 

fine. Peace Corps staff inparticular noted excellent personal and 

working relations with the USAID (the Peace Corps program in the 

Philippines is the largest in the world). Cooperation on specific
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development projects between AID and the Peace Corps, Inthe Philippines 

has been reiatively modest in the past, but steps are now being 
taken to undertake more joint activities. The USAID relations with 
American and other staff at the Asian Development Bank (which has 
its headquarters inManila) also seem excellent.
 

lie were impressed with the good relations and ready access that
 

the USAID officials at all levels seem to have with their Filipino
 

counterparts. This seems equally true both inManila and the field.
 
However, we found no evidence to.suIpport the argument made by some 

AID people both inManila and Washington that the USAID has significantly
 

better 
access to, and perhaps influence over, GOP officials as
 

compared to other donors to the Philippines. World Bank and ADB
 

officials told us that they do not consider that the USAID has
 

any "comparative advantage" inthis area, although of course the
 
USAID officers have occasion to visit more often with Filipino officials
 

because of the size of our staff inManila.
 

16. Finding: Central. Bureau and Visitor Burdens on 
the 
USAID -- The many AID centrally funded and regional projects and 

activities inthe Philippines, plus numerous visitors, impose burdens 
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on the USAID manaqement often not fully appreciated by Washington,
 

AID/W should make certain-that it gets and considers on a timely basis
 

the USAID views on proposed centrally funded and regional projects.
 

The Philippines.Is a favorite country for AID to undertake centrally

funded and regional projects. This isprimarily because of the re

ceptivity of the Filipinos, their English-speaking ability, their
 

professional standing, and their U.S. training and contacts inmany
 

disciplines. There are currently 57 AID centrally-funded projects
 

ongolng in the Philippines, of which18 are inpopulation and family
 

planning; total AID funding for these projects to date exceeds $50
 

million. Some are of major international significance, e.g., the
 

International Rice Research Institute (IRRI).
 

There are about ten AID-supported regional activities Operating
 

in the Philippines, including the Asian Free Labor Union:Development
 

(AAFLI), and Regional Education Development (SEAMO). AID to date 

has obligated approximately $60 million for these activities throughout 

the Asia Region. 

Visitors to the USAID, many of them associated with these central and 

regional projects, totalled about 700 during FY 1978, i.e.,;Over 13, per week. 

http:Philippines.Is


Aithisinmposes a heavy workload on the USAID. whicb it performs 

in a coumendable manner,', Any view'that there is little additional
 

burden on.the Mission because these projects are the responsibility
 

of central bureaus is not correct.: The USAID must handle numerous
 

queries from the GOP and elsewhere,' and , see numerous people associated 

with or interested in theselprojects, even if formal responsibility, 

for them ultimately lies elsewhere. For this reason, plus the 

substantive views that the USAID can make regarding proposals, 

we suggest that AID/W make certain that the USAID views-are considered
 

on a 
timely basis when new such activities are being considered in
 

the Philippines. Given the existing heavy portfolio, our opinion
 

is that few new starts should be considered in the foreseeable future.
 

17. Finding: Asia Bureau-USAID Communicatons .-- The Arita Bureau 

recently revised its procedures to improve the efficiency.and speed
 

of processing of project documentation and the making of decisions
 

inWashington, but the USAID personnel do not seem fully aware of these
 

improvements. Asia Bureau might further tighten up cables to the USAID
 

containing comments and questions on documentation to make certain
 

they contain only wheat, and little ifany chaff. 
Asia Bureau line
 



Personnel responsible for the Philippines should visitrthe USAID
 

more often and for longer periods.'
and the country 


Until relatively recently it appears that the Asia Bureau in 

Washington sometimes took long periods to react officially to 

project documentation and other material sent from the USAID. 

But the Bureau has now installed procedures requiring that responses 

be made within tight time periods. Comments and inquiries are no 

longer considered from Individuals or offices that do not attend
 

meetings on the topic, or do not react within a 
given time period. 

In addition to vigorously following.-these new procedures, Asia 

Bureau should make certain that the USAID management isaware of 

the improvements being made. 

Somelof the USAID officers complain that conments and queries sent 

from Washington too often are unimportant, even sometimes frivolous, 

representing excessive second-guessing and "overkill." Among examples 

mentioned were review messages concerning the PUSH project, small 

scale irrigation, nutrition, the Fund for Local Development, and Rural 

Service Centers. Given the complex nature of these projects, we 

understand Washington's concern. Also,.it appears that some of the 

material prepared by the USATi would have profited from closer 

vetting by its Capital Development Office (see Finding 14)., Nevertheless, 

http:Also,.it


we suggest that Asia-Bureau managemnent pay continuedattention to
 

making certain, that cables to the USAID dealIng with project
desi gn and development deal only with : limited number of major 

.concerns.
 

We also became aware that the Asia Buea Ilinemanagement in
 

Washington directly responsible- for the program has visited the 

USAID and the'Philippines surprisingly little, and then often for
 

very short periods of.time. Bureau management should take steps
 

to correct this% 
Lack of visits,from these staff officers who
 

should be intimately familiar with the USAID's problems and
 

perspectives contrasts sharply with the waves of,visitors.that
 

the Mission receives from AID/W central bureaus and.-elsewhere.
 

18., Finding: Validity of PIDs and PPs -- AID/W 

tends to exaggerate the extent to which PIDs and PPs can accurately' 

describe how proJects will be implemented. These documents cannot 

be immutable, since inthe real world most projects must and should
 

be adjusted inthe course of implementation. The Philippines
 

offers some good examples of this need for modifications.
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Inthe course of this appraisal, we took.a look at.what happens in 
o
 
the post-ProAg stage of projects. 
We sought,to compare the project 

as approved inthe documentation with the project that evolved
 

during the course of implementation. We assume that PIDs and PPs
 

often are selling and advocacy documents insupport of positions
 

already taken by those developing the projects. In design, the USAID
 

must give consideration to the anticipated concerns of reviewing
 

officials inAID/W and to a 
maximum reasonable extent accommodate
 

to these concerns. Uncertainties frequently are dealt with as
 

*assumptions" both external and internal to the project. 
Since
 
the name of the game is to get approval, the USAID also frequently
 

unhappily'acquiesces inAID/W'additions or deletions to project
 

proposals inorder to gain their acceptance.
 

However, once implementation begins it often is found that project 
revisions'are necessary. 
This may be accomplished by project 
:Implementation Letter (PIL) or by ProAg amendment. Many of these
 

adjustments take place inthe field. 
Thus project process may
 

consist of cycles of project design-evaluation, redesign-reevaluation,
 

etc., until the project purpose, original or revised, is realized.'
 

AID's program in the Philippines offers some examples of this. 

A.December 1976 evaluation of the aquaculture project resulted in 



a recommendation to redefine purpose , assumptions. and outputs, 

A:subsequent evaluation of the same project in July .1977 found
 
theloutput indicators still overstated, and 
 even the revised 
assumptions had been "rendered invalid.., 
Corrections again were
 

made..
 

Adjustments often are undertaken due to increased financial cost 
andlags inmeeting the original implementation time-frame, 
This 
applied to the Libmanan-Cabusao trrigation/integrated development 
project in the Bicol which, as of.July 1978, was over a year behin 
schedule. In addition, key assumptions of that project at. the 
purpose-output level had changed and were inneed of revision. 
With
 
respect to the Integrated Agriculture Production and Marketing.,
 
ProAg of June 1977, the Kansas State University Team Leader already 
isspeaking of the need for more funds ,and more time to achieve 

the-project Qoal-nur'DnS 

ThePopulation Planning IIproject offers another good example 
of project revision. Under the original ProAg, a GOP Population
 
Comission (POPCOl) Trust Fund was to be established inwhich AID
 



and GOP funds would be commingled to finance project costs. All 

POPCOM contracts executed under the Trust Fund were subject to 
prior USAID approval. Thirteen months later, as a result'of 

implementation experience, the USAID used a PILto revise the
 
proJect to delete the Trust Fund. 
The USAID also decided not to 
participate infinancing three of the: seven sub-projects. Of 

the fOur retained sub-projects, AID would fund 100% of requirement 
on a reimbursable cost basis, subject to determination that the 
GOP itself had provided adequate support to the remaining three 

sub-projects. 

These examples illustrate thatiattempts to predict or,'. 
control implementation off projects inPID/PP documentation may. 

be unreasonable because .the USAID isnot working ina
static world
 

of perfect foresight. There is,therefore, definitely a point of
 
diminishing returns inattempting to achieve refinement of documents
 

describing projects that later must be revised because of real world
 

experience. At the same time preparation of adequate documents,
 

and a management review process of some rigor, remain necessary. Good
 

judgement based on adequate experience are necessary inthis regard.
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190 Finding:. Data on Local Currency Purchases-


AID does not compile and maintain data on a systematic and current
 

basis regarding the amount of AID dollars being used or that
 

probably will be used to purchase local currency to carry out
 

project purposes. Such data should be kept up-to-date and be
 

available to management and analysts.
 

We found that there are no regularly compiled and maintained data
 

showing the amount of'AID dollars committed for projects inthe
 

Philippines that are spent to purciaie pesos to finance local
 

currency costs of projects. It appears, however, that the level.
 

of such purchases already are fairly high and perhaps will grow.' 

substantially in the next couple of years. The USAID Controller 

provided us figures showing that over 40% of the dollars disbursei 

for the USAID-controlled grant and loan projects during FY 1978 were 

for purchase of local currency. A USAID Program Office tabulatiol 

estimated that over 70% of the AID alollars committed for LOP cost 
of new projects eventually would be used to buy pesos. Inmany 

new projects -- for example, barangay water, Rural Roads II,the 

integrated health project on Panay Island, cooperative marketing, 

the real property tax undertaking, agro-forestatlon, and small farmer. 

systems - it isestimated that virtually all AID funds will be 



used to purchase pesos.: 

This,*high ratio' of local currency purchases in the Philippines 

results ,from the type of program being conducted. Eperxmental,
 

innovative, small.u.high risk" activities often can 
best be carried, . 

out!using resources available locally, particularly In an economy
 

like the Philippines which has a wide variety of indigenous resources. 

Perhaps more important, activities oriented toward basic human 

needs objectives require more local currency financing than traditional
 

infrastructure and industrial unddrtakings. However, we would 

note that in large middle-income economies like the Philippines,
 

this latter point probably is of less significance than in smalle 

poorer economies such as the Sahel, i.e., there are plenty of bas 

human needs activities4 in the Philippines which require large 

amounts" of foreign exchange and imports. 

We believe that it would be useful to AID management if the Agency' 

kept data on local currency purchases ina systematic and current
 

manner on a worldwide basis. 
We are aware of many instances in 

which such data was needed by management and analysts; insuch 

cases it invariably has to be hurriedly pulled together on -an ad hoc 

basiS A:system for:compiling, such data should be easy to devise 
c 



and maintain. -AID/Ws controller should; be able 1to,do,:.It on the.di;burse
ments.side. 
Frequently more'useful to-managements however, -is
 

information.on what is likelyto occur 
'In the futire. For this, PPC
 
should 
rbe able to"work.with the Operating Bureaus systematically
 
to compile local cost estimatsfoi approved PIOs and PPs.-We 

believe this would-take ittle staffr-time, and data would be available 
to the Agency on a current'and worldwide,basis, .as questions concerning 

AID local currency,purchases arise." 



IV., RECOMMENDATIONS 

I 
Aid Levels
 

That the overall level of-U.S. concessional funding for
 

the Philippines above that provided pursuant to a 
base rights 

agreement be conditioned on GOP performance with respect to rural 

development in a growth-with-equity context- notwithstanding the 

inherent merit of individual project proposals. 

This recommendation postulates a fundamental change of perspective 

in terms.of overall AID program Justification forthePhilippines. 

Underlying considerations which lead to this proposal imay be stated 

succinctly as follows: 

a. The Philippines essentially has reached the stage
 

of self-sustaining growth.
 
b. Nor-eev ie Philippines continues to represent a 

situation of maldistribution of assets and income. 

c. Declaration of Martial Law in 1972 has resulted inthe 

suspension of democratic forms of government, and the curtailment 

of human rights, only modestly relieved by evidence of structural 

reform'focused on sustained improvement in the lot of the poor 

maJority.
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i,!,:,The Philippines: has the human resource base sufficient 
to address BHN without.reliance on external technical assistance. 

e. The present USAID program in the Philippines is .lnkid 

only marginally: to overall GOP performance regarding BHN. 

f. The USAID's role can no longer be Justified on the 

grounds of having a "unique, role to play in introducing innovative, 

pilot projects. 

..
The above considerations lead us to the conclusion that Justification 

for U.S. concessional.bilateral development assistance to the 

Philip t (i.e., above and beyond a.minimum amount required by a 

base rights agreement) is hest arrived at by linking the level of 

such assistance to overall GOP performance in alleviating the plight 

of the Philippine rural poor majority. In this fashion, the level
 

of AID assistance would be Independent of the inherent merit of
 

individual project proposals which, apart from addressing basic human
 

needs, would be increasingly devoted 'toreplication activities.
 

AID policy for allocating resources among developing countries

pursuant to Sec. 102(d)* already establishes criteria for measuring
 

GOP performance. We proposq ereito stress GOP efforts to achiev
 

rural development.
 

* Now Section 102(b)(4) of IDFA Act of 1978. 
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Insummary, this option is based on the'need to relate AID funding
 

to overall performance 6n the GOP side. 
No longer is it sufficient
 

for a composite of USAID projects, no matter how meritorious,
 

to determine the aid level. In the process of monitoring overall 
GOP performance with respect to benefitting the poor majority in 

selected rural areas, the USAID would be expected to engage in 
dialogue with GOP decision-makers, indicating the kind of GOP policy 

measures which would most likely influence a U.S. decision
 

favorable to maintaining substantial levels of AID funding to the
 

Philippines. (See finding #6) 

2. Consider New Tpe Program
 

That AID consider now the adoption of a new type
 
programin the Philippines for the early 1980s. 
 This program
 

should stem from a new, clear goal-strategy statement to be adopted
 

in the context of the current CDSS exercise. Incontrast to the
 

current proram, the new program should emphasize the financing of
 

fewer but relatively larger-scale projects ina few sectors; these
 

projects must be BHN-orented of course. Small innovative projects
 

should be very substantially reducedin number. 
This changein
 

program should be carried outin an order] 
manner infull cooperation
 

with the GOP. Itshould be accompanied by a substantial reduction
 

in the number of the USAID employees. More detailis contained below,
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and twoDPossible options for a new program approachare discussed. 

We indicatedearlier in this paper that AID's program in the 
Philippines has three distinguishing characteristics. First, it 

lacks a clear goal and strategy (Finding 5), Second, it
 

consists primarily of numerous relatively small projects of an 

innovative, "high risk" nature in several sectors (Finding 8), And 

finally, several of these projects are unusually complex and
 

difficult to administer (Finding 9); require large numbers of USAID
 

personnel (Finding 13), and have -largeUS-financed local currency
 

components (Finding 19).
 

We fedl that AID should take stepsnow.to change: the,
 

nature of the program fnan Orerly manner.- This shouldibe done 
whether or not one 'considersthe current pro d oj 

successful.
 

,
We make this recomendation for severaltreasons First, itis
 

both desirable and necessary inthe context of the new CDSS syttem
 

that a clearer, more explicit statement of AID's goal and strategy
 

inthe-Philippines be agreed upon by all concerned. Among other
 

things, this would help end the constant bickering on this subject
 

that has worsened the USAID and Washington relations in recent years,
 

Second, we anticipate problems will arise from continued pursuit of
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small, innovative projects. Itwould be difficult or impossible
 
to continue indefinitely to find useful new innovations to finance.
 

Innovations and pilot schemes make sense only if they are likely
 

to be implemented on a wide basis in the foreseeable future, if they
 

prove successful. It isparticularly questionable to continue to
 

undertake them if the GOP is not likely to replicate them regionally
 

Dr nationwide because of budget'constraints (see Finding 10). 
 Such
 

budget constraints already appear to extst in the population outreach
 

)rogram.
 

Third, we are concerned over personnel levels and costs. 
The'USAID 

in the Philippines has many people relative to the size of the program 

(Finding 13). The Administration ismaking efforts to increase U.S. 

assistance levels substantially but with little increase inpersonnel 

numbers. Atthis time itappears that the total number of AID employees 

in FY 80 will not-exceed5760, and the prospects for increases in 
future years are-not bright. The USAIDs in the least developed countries,
 

notably In Africa, need-more professionals to handle growing programc 
because their recipient LDCs are short of trained manpower to design 
and implement projects. The Philippines relatively speaking, has
 

a large supply of skilled manpower. Thus even with continuance of
 

the same existing levels, thn Philippines USAID would be a candidate
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for: reduced staff.inorder to accommodate personnel.increases
 
elsewhere as well as to reduce AID operating costs, 
This would
 

also assist inreducing the large number of USG personnel inthe
 

Philippines, a perennial State Department obJective (the largest U.S.
 

diplomatic mission inthe world isinthe Philippines).
 

Finally, there isthe question of management of the program. Today
 

management isdifficult because of the large number, diverse types
 

of projects, and the size of the USAID. A different type program
 

could make management easier while still accomplishing development 

objectives of high priority. Ifthere isa bases compensation 

package administered by AID (see Findi.ng7), the problem of manage

ment will be compounded, arguing further for a new type of program.
 

We should make two additional observations here. The first-is that
 

there seems to be a feeling by some AID staff-associated with the
 
Philippines inboth Manila and Washington that small, innovative
 

projects inMandate areas are necessary to meet BHN objectives, while
 

larger projects would not do this. 
 This istoo narrow an interpretation,
 

Concentration on financing relatively large replicative projects also
 

can be BHN oriented; for example, large,sums of money for rural roads
 

and water systems to help the rural poor. We aresatisfied,
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that there exist sufficient project opportunities of this type in:
 

the'Philippines for the country to absorb..any foreseeable economic,"'.
 

assistance level from the U.S. (including levels arising from.a base
 
compensation package), as well as other donors. 
Our second
 

observation,,regards 'the attitude of.the Filipinos toward a 
shift
 

in AID's program. 
It is our Judgment that the GOP certainly would
 

not oppose, indeed may strongly support such a shift if it is done
 

in an orderly and professional manner. Many Filipinos and Americans
 

we spoke to feel strongly that AID is now spread too thinly in
 

too many attivities to have much effect. 
Thus we conclude that
 

AID:would have GOP cooperation-in accomplishing the change.,
 

What should a changed program ,
consist'of? :-There are variouspossibilities, 

two of which :are outlined below. -,We., feel strongly, however, that 

whatever the new program is,itmust stem from a new, clear
 
statement of goal and strategy, that itshould consist of fewer.

projects of larger average size concentrated more inreplication
 

of successful activities and less in pilot and innovative projects,
 

and that the shift must be orderly and not disruptive..
 

Regarding the last two points, it so happens that some ongoing
 

projects inthe USAID current program portfolio are coming to natural,
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terminal ' the next year or two, .pons in, 
 Rather than conside
 
continuing support to many of themi AID could turn 
 ie completely
 
over to the Filipinos. Also, AID could be 
more hesitant than in 
the past about undertaking new, small, pilot,and Innovative projects,
 

and instead concentrate on'developing larger, replicative projects,
 

increasing: the; importance of the latter gradually as the others decline. 

Accompanying reductions inAmerican personnel could take place 

by transfers in the normal course, the elimination of unfilled
 

positions, and less use of contracts for special services with U.S.
 

fims and individuals. Reducing the'USAID's existing large Filipino 

staff ina humane manner poses problems; but we do not feel that 

they are insurmountable,.and in any event it should not be a 
detemining factor, in deciding whether or not to pursue a new program
 

direction.
 

Let us now outline two possible new program approaches.. The first . 
isless dramatic than the second.,: Both are intended to be responsive 
.to the problem of justifying U.S. concessional assistance, as discussed 
in Finding 6, and as reflected inRecommendation 1.
 

First Possible New Program Approach: AID would deliberately seek 

out.larger projects infewer sectors and substantially decrease the
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number of small, pilot projects, in the'.portfolio, ,-i e., AID's 

"emphasis will. shift to large-scale,BHN oriented.projects away from 

small, innovative schemes. 

This approach should proceed naturally from the current program.
 

AID could deliberately decide to remain inand increase assistance
 

to certain sectors and activities, and phase out of others. We
 

hesitate to recommend where to remain and what to leave since we 

have not had time to study the pros and cons of the various sectors 

and activities indepth. This issomething for the USAID and the
 

Asia !ureau to do. However, for eaiiiple, we suggest that AID consider
 

renalning inthe Bicol region with one or two large projects, and
 

possibly continue and expand support to barangay water systems, rural
 

roa-s, agricultural research, and crop protection. We should also 

renan inpopulation and family planning because of the high 

worldwide priority we give this item, and in PVO activities. Support 

to the nutrition program also might be Justified. On the other 

hand, areas which inour view might be candidates for phase-out 

of A.!D support include the Fund for Local Development, Rural Service 

Centers, land reform, fisheries, small farmer systems, agro-forestation, 

and possibly the education and health projects now being prepared.
 

We Df course realize that some of these latter may be important and
 

pro-uctive. But the nature of selection and focussing means
 

drcPping some things, however good.
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Second Possible New Program Approach: As a matter.of tactics,
 

and within any level of AID funding, AID might give priority to GOP
 

requests for support of BHN activities sponsored and implemented by
 

Regional Development Councils located in Regions V through VIII. ie.*
 

covering the Bicol, Pinay and the Visayas' (See areas circled inAttach. D).
 

Most projects-would be replication-type, carried out in a budgetartypport
 

context under a FAR arrangement, similar to the on-going PUSH
 
project in Region VI. An excepon to ths goal-strategy linkage
 

would be for nationwide population and family planning activities
 

because of the high priority the U.S. attaches to this subject. This
 

samewould apply to PVO activities.
 

Theintent of this approach is to press the GOP with respect to a
 

discrete area, for actual peformance insupport of the "restructuring"
 

rhetoric contained inthe 1975 eve~opment Plan. We assume that
 

the GOP will face an overall resource stringency incarrying out the
 

Plan. Given this constraint, AID could 1.1nkts support
 

to GOP funding for rural development in four Regions. In such a
 

setting, GOP expenditures would result in an increased ratio of
 

spending for rural development, relative to total development Plan
 

outlay. The basic purpose of AID's contribution would be'to induce
 

a
GOP decision favorable to resource allocation for those Regions.
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Even though the aggregate AID contribution may account for 

only, 3 percent of total Philippines development outlay, this could 

reach to as much as 30 percent of BHN-type expenditures in our 

four selected !Regions. 

Program concentration inthe low-income Regions V through VIII
 

would provide an opportunity for the USAID to help support and
 

institutionalize a 
GOP experiement in decentralized decision-making
 

for an area accounting for about 30 per cent of the Philippine
 

population. Also, by treating an'entire Region as falling within
 

the "poor majority" envelope, the USAID would avoid the kind of 

program fragmentation that can result from an effort to identify
 

solely with pockets of abject poverty. This isconsistent with 

language of the IDFA Act of 1978 which authorizes a development
 

assistance focus on the problems inter alia of rural development.
 

Although not all our funds need go to regions, a preponderance should.
 

3. Clarify "Amber light" Status to the USAID
 

We conclude that much of the tension between AID/W and
 

the field emanates from an "amber light" situation resulting from
 

the 1972 Imposition of Martial Law in the Philippines. We believe
 

that AID/W should make a positive effort to orient the field to
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the nature of the constraints in AID/W and the need'for strong
 

Justification for AID programs and projects in the Philippines. 
At 

the same time, more frequent and lengthier TOYs of responsible 

Asia Bureau personnel to the USAID will give AID/W a better 

appreciation of field perspectives and constraints. Implementation
 

of this recommendation should help. to reduce tensions which spring
 

from a lack of mutual understanding. (See Finding 4)
 

4. Involve AID in Base Compensation Package Negotiations
 

On-going negotiationst-i the Philippines regarding
 

continued U.S. access to Clark Field and Subic Bay may result in a
 

base compensation package administered by AID. Inorder to insure
 

adequate consideration of the possible impact of base rights decisions
 

on AID programs, we believe it important that AID participate in
 

base negotiations (SeeFinding 7).
 

5. Study Financial Burdens of "Pilot" Activities on GOP
 

Neither AID nor the GOP have sufficiently studied the
 

long-run budgetary implications og attempting country-wide replication
 
pilot nd. ' reach attL.4_
of the various pilotan"otreach'activities that AID and other
 

donors are now assisting and plan to assistin the near future. 
We
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believe that the GOP may find it very difficult to.finance these
 

Programs on a 
continuing basis nationwde. Therefore, we recomm-end 
that AID and the GOP study this matter, perhaps jointly. Inany
 
event, the projects in which AID is now or soon will be involved
 

should be closely examined to determine the order of magnitude of the 
total financial burden we may eventually be placing on the GOP, and
 

whether such burden is likely to be manageable. (See Finding 10)
 

6. Improve Coordination Within the USAID
 

Two specific weaknesses were noted regarding the 
coordination of operations within the USAID. 
First, there is not
 
enough lateral coordination between the operating offices. 
 Second,
 

the technical offices do not utilize adequately on a systematic
 
and intensive basis, and ina 
timely manner, the unique skills of
 
the Office of Capital Development in the preparation of project
 

documentation and the solution ofimplementationproblems. 
We
 
recommend that the USAID Director take steps to correct these two
 

weaknesses. (See Finding 14)
 

7. Asia Bureau Improvements
 

The USAID personnel are not fully aware of the recent
 
steps taken by Asia Bureau to improve the efficiency and speed of
 



-82

considering project documentation and the making of-decisions in
 

Washington; the Bureau should again bring these to the USAID's
 

attention and contInue efforts to speed the process. 
Some UMID
 

officers also still complain about the number of relatively =important
 

comments and queries received from Washington; thus Asia Bureau
 

should pay continued attention to making certain that cables contain
 

as little chaff as possible. (See Finding 17)
 

8. Maintain Data on Local Currency Purchases
 

AID does not compile data on a systematic-and current. 
basis regarding the amount of AID dollars used to purchase local 

currency to carry out projects. We recommend that AID/Wspecifically
 

the Controller and PPC, devise a 
system to compile and maintain
 

such data on a worldwide basis so that itwill be available to
 

management and analysts as questions concerning AID local currency
 

purchases arise. (See Finding 19)
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ORGANIZATION OF AID ASSISTANCE
 
TO PHILIPPINE DEVELOPMENT
 

[.MAJOR ACTIVTY A
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 Essential Social Services Beneficiary Partici-
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