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I.'" PURPOSE AND SCOPE

This»appraisal was undertaken in response'to an Asia Bureau

- request that the Operatfons- Appraisal Staff (OAS) “take a hard

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

Reconnaissance in AID/W indicated the need to cover in our work

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

USAID and AID/W. In addition, 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 of . time 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 regfons provided an opportunity

to gauge Filipino planning and implementation capacity and to hear

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

) Hashington we talked further to people concerned with the Philippines

program and again examined files prior to writing this appraisal



".II SUMMARY

A Findings
- Self-Sustaining Gr gut. - Despite a dual economy and

large disparities in income distribution. the- Philippines economy
~is at the threshold of self-sustaining growth

-2, Humen_Bgsourses_and_SQsial_Malues ~= 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 is not a

constraint to economic growth.

3. The 1978-82. Development Plan -- The GOP's Development

—T

Plan for 1978-82 is comprehensive and devotes considerable rhetoric »
to alleviating the problem of mass poverty; yet,inva<structural sense,

the Plan displays no radical departure from the‘status quo.

4. An Amber Light Situation -- We sense an "amber 1ight"

mentality in Hashington regarding the Philippines stemming from
fmartial law and the human rights situation. - Because of these negative
factors, AID/W seems to exercise a special caution in reviewing
programs and projects. This tends to generate within the UsAID an

apprehension and uneasy working relations with AID/W..



} 5 An Ambiguous Goal-Strategy Statement - We conclude . ; -

erom review of program submissions that the USAID s statement of program
agoal 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.

6. Justificationffor Concessional Assistance -- Continued
e e o JOor _Loncessional Assistance

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 Philippine economic managers.

congoing U S military base negotiations result in a base compensation
‘package administered by AID a further modification of both AID :

program’ levels and goal-strategy will be indicated

o 8 ct Portf l 0 s Large 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/

i;»activities of relatively small average size in many functional and g



‘wgeographic areas (although it is also true that almost an’ of them
,have one central focus. namely. assisting the poor) A large

jnumber 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.” while AID itself. moves on to other innovative

activities.

9, COmments on Selected Prodects - He 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 in the country.

10. Budget Implications of "Pilot" Projects -- Neither
the_USAID'nor the GOP have sufficiently studfed the long-run capital
andfoperating budgetary implications for the GOP of country-wide
~replication of the various pilot and "outreach" activities that AID
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1and other donors are now supporting. and plan to support in-the
w¥near future The GOP may find it very difficult to finance these

‘programs on a nationwide basis.

GO, .Adequateé Evaluation - Review of AID's evaluation

fﬂles for projects in the Philippines indicates that appropriate

attention is given to evaluation.

2. PL 480 P_:gram -~ 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 AlD-assisted
BHN-oriented development activities, not to provide essential foods.
Title'II seems to be used more for welfare purposes rather than for
t support of self-sustaining development activities We believe
,-that the GOP would prefer, {f possible. to get the financial level
of assistance represented by PL 480 in ‘the form of DA rather than
PL 480. '

l3. Large Number of USAID Employees e USAID/Philippines

has a large number of personnel relative to the dollar size of AID'

program This is chiefly because the type,program AID is conducting -



i}f(a preponderance of relatively small projects of an innovative. :
;c"high-risk” nature in various sectors of activity) is relatively

_hmanpower-intensive.»v'

14 USAID Organization and Coordination == In genera].

the USAID project managers and supervisors. including the Mission
-Director, are "on top of" their projects. The USAID's organizational -
breakdown is reasonable, but some steps shouldﬁbe taken to ‘improve

the coordination and effectiveness of operations.

15. USAID Relations with Embassy, 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 re]ations 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.

| 16, Central Bureau and Visitor Burdens on the USAID «-

The}nahviAID centraily.funded and regional projects and activities
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}_fin the Philippines, plus numerous visitors impose burdens on the .
‘:USAID management often not fully appreciated by Hashington. AID/H j
' 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 E

recently revised its procedures to improve the efficiency and speed
,zof processing of project documentation and the making of decisions
-in Hashington, 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 if any chaff.

Asia Bureau 1line personnel responsiblegforthe Philippines should -

visit the USAID and the country morefoften'andvfor longer periods.

18, Validity of PIDs and PPs o- AID/H tends to exaggerate !

~the extent to which PIDs and PPs can accurately describe how projectsfv
_will be implemented ‘These documents cannot be inmutable. since in 41
.the real world most projects must and should be adjusted in the .
;Hcourse of implementation. The Philippines offers some good examples'i

of this need for modifications.



S ]9 Gata on Loca'l currency Purchases . v“- A_ID does nOt

:compiIe and maintain data on a systematic and current basis regarding
hthe amount of AID dollars being used or that probably will be used
;to purchase 10ca1 currenqy to carry out project purposes. Such
;data should be kept up-~tu-date and be availabie to management and.

‘analysts."

" B. Recommendations
1. AID Levels «= ‘That the overall levei of* U S.

_Vconcessional funding for the Phiiippines 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 1nd1vidua1

‘project proposais.

2. Consider _New Type Program -- That AID consider now

7lthe adoption of a new type program in the Philippines for the early

'1980s., This program should stem from a new, ciear goal~strategy

' ‘statement to be adopted in the. context of the current CDSS exercise,

| In contrast to the current program, the new program should emphasize'
“fthe financing of fewer but relatively larger-scaie projects in a few .
sectors, these projects must be BHN-oriented, of course. Sma]l

}innovative projects should be very substantially reduced in number.,f;
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3This change in program should be carried out in an- orderly manner
:in full cooperation with the GOP It should be accompanied by a
~substantial reduction in the number of the USAID employees. More
detail is contained below. and two possible options for a new
ﬁprogram approach are discussed (See Finding 8)

3. -Clarify "Amber Light" Status to the USAID -« We

conciude that much of the tension between AID/W and the field emanates

.from‘anl”amber 1ight" situation resulting from the 1972 imposition
.Of'ﬂartial‘Law in the Philippines. .We believe that AID/W

Ishould make a positive effort to orient the field to 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 TDYs 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 Invo]ve AID in Base Compensation Package Negotiations -
On-going negotiations in the Philippines regarding continued U S |
‘access to Clark. Field and Subic Bay might result in a base compensationr

package administered by AID. In order to insure adequate consideration



S  4m;
'1ofiyhe possibie impact of base rights decisions on AID programs.

“‘weilelieve it important that AID participate in base negotiations
,'(See Finding 72 |

, 5 Study Financial Burdens of "Pilot" Activities on GOP --
iNeither 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
onfa continuing basis natiomwide. - Therefore, we recommend that

AID and the GOP study this matter, perhaps jointly. 1In any event,
thevprojects in which AID s now or soon will be involved should

be cioseiy examined to determine the order of magnitude of the total
tinancial burden we may eventoally be placing on the GOP, and .

whether such burden 1s 11kely to be manageable. (See Finding lb)

‘&xmmwmmmwmmmmm--mwmmf
weaknesses were noted regarding the coordination of operations .

~within the USAID. First, there is not enough lateral coordination
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ﬂbetuee?ithe'operating offices. Second the technica] offices : ;

Hd°”"°t uti]ize adequate]y on a systematic and intensive basis. and
;in a timer manner. the. unique- skiils of the Office of Capitai”?“’

jDevelopment in the preparation of proJect documentation and the L

Lcorrect these tuo weaknesses. (See Findingf14lh;f;

The USAID personne] are. :ﬁ

;1not fuiiy aware of the recent steps taken by Asia Bureau to improve'>
{;the efficiency and speed of considering project documentation and
1¥the making of decisions in Hashington. the Bureau shouid again bring
:-these to the USAID's attention and continue efforts to speed the gf.;'
f'process Some of the USAID officers aiso sti11 compiain about '

véthe number of relativeiy unimportant comments and queries received

’from Nashington, thus Asia Bureau shou]d pay continued attentionf:

“tom making certain that cabies contain aswiittlefchaff as(possib]e
'(See Finding 17) | x o T

. 8 Maintain Data on Loca1 Currency Purchases Rt AID does j:
';not compiie data on a systematic andfc'frent basis regarding the |
‘ amount of AID doiiars used to purchase 1oca1 currency to carry out

’ projects He recommend that AID, specificaily the Controiier and f :



concerning AID local currency purchases arise.. (See Finding 19)
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?b‘mmﬁ FINDINGS
':A.‘, The Philippines Economy

"'l. Finding: Self—Sustaini;g Growth <= Despite a dual

economy and large disgarities in_income distribution, the Philippines'

economy is at the threshold of self-sustaining growth

The investment ratio for the Philippines currently exceeds 2 % of GNP;hf‘
.and over 80% of this investment is financed from domestic savings. ¥ .
tThe annual growth rate exceeds 6% and average per capita income for -~
the country 's 45 million people is $460 Accordingly. many economistsilt
would conclude that the Philippines economy already has reached the A}:ﬁ
stage of self-sustaining growth We believe it approximates this o

status

?iIn l974, the Philippines. like other developing countries was 5l
fiforced to accommodate to the impact of the OPEC cartel - The cost
i of oil imports increased by over $500 million per annum. creating
L large strain on the balance of payments The Central Bank promptly
ffproceeded to- negotiate with foreign conmercial banks. lines of credit
-5totaling $650 million were provided and the country adapted to the .

f}crisis with relative success
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EThis performance. neither that of a novice nor medicant. suggests ,‘
chat management of the Philippines economy has come of age. in “
;terms of both economic sophistication and technical know-how.» As;

of July 1978. the Central Bank reported continuing gains in output. '
iemployment and income GNP currently exceeds $20 billion and
commodity imports exceed $4 billion annually. The industrial

sector accounts for almost 35 percent of GNP of Nhich more than
two-thirds is in manufacturing.~ However. the deficit on current
,account on the Philippines balance of payments may be expected to
hover in the vicinity of $l billion annually over the next several
years. indicating a continued reliance on: external assistance to

supplement domestic resources and accelerate growth

'In 1976 the GOP began a three-year arrangement under the Extended
-VFund Facility (EFF) of the IMF In return for access to EFF S
fresources totaling about. $260 million. the GOP undertook to pursue ;f"
xmeasures 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 self;sustaining growthc”



: under conditions of internal and external stability.“ He share
'the IMF view that "in recent years economic development in the e
Philippines has been characterized by responsible and flexible conduct

“over economic policy making by the authorities."

:§Houever. the workings of time and custom have produced in the
:Philippines a pronounced dual economy consisting of a modern
f,sector and a traditional sector, and resulting in widespread
levidence of both affluence and poverty.v In the process of -
i;development, assets and incomes have become concentrated in the .
| hands of a small indigenous. cohesive. ambitious, elite of innovators ﬁ,
and adapters Thus the l977 average per capita imcome of $460 o |
"does not denote a point of central tendency On the: contrary, for
5580-90% of the people, an “average“ 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

;iboth ends of the. income scale, ;, Sl

fln any event, except for a modest shift in income during 1973-76 from
;urban to rural households there is little evidence of any significant
Nreduction over the past decaJe in the degree to which income o

fdistribution is skewed It follows that the notion of self-sustainingv‘



‘ jw‘-l6- : :
~;fgrouth in the Philippines is not synonomous with broad-based

73‘development The,f'liticalfimplications o'"this situation have

;been recognized hy the GOP in its DevelopmentxPlan for l978—82. k?
f and are discussed in Finding 3 below.;;,, o

2 Finding. Human Resources and Social Values --i," :

‘1The Philipgines has an unusually large human resource base of

‘ rofessional' skilled and semi-skilled workers. Althou'h man ,ofFf |

_ these trained people go abroad to workl lack of trained' manpowe

nevertheless is not a constraint to economic growth

According to a comprehensive IBRD study of the Philippine economy[f5f“'°
in l976,\?there is little question that the Philippines has the
hysical 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 };rt
.fexample. in the Philippines no school teacher is without at least

ia BA degree; and higher education: enrollment is four times that of
Korea and ten times that of Thailand, countries which contain roughly

'the same size population. The inventory of human resources was



L ,.‘017- s ‘
ncreased during 1976 by 60,000 A graduates. 5 zoo HAs and
t1600:PhDs; Although there are:problems with respect to the quality7

.‘of some of this education, nevertheless there is little doubt
.'that the Philippines is in the forefront of LDCs with respect to ‘
| education and trained manpower, These are not constraints to the ji

,;countny s achieving overall self-sustaining growth.

'There is at the same time a large "brain drain" People go abroad »?
_for higher wages and better professional opportunities in their _
disciplines. For example, during l977 a total of 4 8l4 registeredd
emigrants were classified as professional technical managerial.u;:f

executive or management personnel

Excluded from this number were”several.thousands of‘Filipino'v;a“‘ o
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 in the urban areas, especially Manila.

:rather than working in rural areas._a_;'

17°xrder‘to_understand the difficulty of reaching AID'S target 9V°"P

ﬁﬁo‘ the,poor majority. a note on the Philippines value system is
ﬂfimportant. In 1976. Frank Lynch et al undertook a survey of people
"in the Bicol River basin in an effort to 1dentify those cultural



~values which must be taken 1nto account in deslgnfng a people- ;”
foriented assistance program. The Lynch group found economlc .”i*
'»securlty and social acceptance to be strong basic social values.
0ver the centuries a network of peers. patrons and cllents has é_‘
: developed to fonm a symblotlc unlon of great stablllty.- Inherent ‘
'1n thls union 1s a form of class soclety._"indlviduals uould choose
uand be chosen. use and 1n turn be used " Thus. one person might be
'7seen as more entitled than another “either to give or to receive

| preferential treatment," This patron/cllent syndrome makes for
‘sensltlvity regarding personal status. and manifests 1tself 1n a
dichotomy of “blg people" and "llttle people." Fifty years of

American presence d1d llttle to change this baslc system of

-Flllpino values..

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

Deuelogmgnt Plan for 1978-82 is 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.
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ﬂ{Following comprehensive studies of the Philippines economy by 5?1 .
’ithe ILO in l974 and the IBRD in 1976. the GOP published in September
f1977 its own Development Plan for the period 1978-82. In an intro-
'ductory statement. President Marcos stated that the Plan embodies

a 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. It recognized that populatfon expansion and unemploy-/
ment are'key problems. The Presidént, stated that delivery of basic -
'social services, particularly to the rural area, was the sine gua

non to rural development All this was offered in the name of the v7‘~
New Society. Although Plan strategy provides for a significantly e
larger role for the public sector, it states that the private o
sector "must and will" remain the backbone of economic 1ife. The il
share of income taxes to total tax revenue would increase only from
22% in 1978 to 26% in 1982, suggesting that there will be no strong f

effort to reduce income concentration,

At the Consultative Group Meeting of December 1977, the u.s. generallyﬁ_ '
endorsed the Development Plan as "appropriate for AID participation. :
jbut noted the absence of priorities in the Plan and wondered what ’5j,"



"?ﬁ?aiﬁ

:fprojects might be shelved if the magnitude of resources required
1did not become available. This is pertinent since the Plan makes
rather optimistic assumptions regarding resource availabilities.
both domestic and external In an accompanying Issues Paper. AID “
*noted that the Plan was heavily capital«intensive.- Investments in
:agriculture. rural development and social infrastructure account f,
for only about -10% of total projected capital outlay. In fact the
.ratio of expenditures on socfal development programs to total Plan
expenditures shows little change for the period 1978-82 over that
;which prevailed during 1974-77.

'At-the same time, the Plan does call for significant decentralization
of planning and administration. For instance. in August 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 is consgmitggtly 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 . 1ocal participation :

can be fully carried out and institutionalized. it could provide a ;.fg‘;‘



:counter to the current gravitation pull of the Manila area. The
'_USAID should carefully 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 o
Conmunity Development was established. and in 1973 decentralized BT
.vdevelopment was authorized for the Bicol region. Hith respect to, land tenure.
some 400 000 certificates of land transfer have been issued since ‘;‘vy
_June l972 Y 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 ofvthe’“poorvmajority“

promiseS'to remainvrelatively unrelieved for the:foreseeable future

pending solutions to the core problems of population expansion and

funemployment

_;_3; .Aid;pf¢gram Goal and Strategy

4, Finding An "Amber 1ight" Sftuation == He sense.an

"amber 11ght" 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 in
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" the ‘USAID an apprehansion Shdrunéa§§fv6ék{ﬁgféeiéiféﬁETQiéﬁ?Kio7v:ﬂ;

During our appraisal we encountered an inordinate degree of .
tension between AID/H and the USAID. Shades of the human rights
vissue seems to have triggered an "amber-light" mentality in
Nashington 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: stem from ;t,
'historical ties with a former colony, the strategic position of the i
,archipelago in relation to Southeast Asia, and American economic }f:f
interests u.s. relations also are affected by the GOP record on‘.i
;human rights which, in terms of U.S. policy encompasses concern withar
‘three separate categories of rights, including “the right to fulfill’T"
one’ s vital needs such as food, shelter, health care and education,"
represented in the New Directions thrust of AID. For U S. policymakers
the Philippines presents a difficult and perplexing situation in E
which GOP support to basic human needs objectives may serve to
mitigate GOP violations of civil and political rights l Ne take as
datum that imposition of martial law in the Philippines in l972



=23~

,ﬁaS?perceivedjoy&the:new,leadership;asithellesserfevil5tofanarohyf'
and violent revolution: . In retrospect, martial law to some: extent
has}made‘it'easier~tofintroduoefthe_kind.OffeconOmiC=reform measures
espoused‘byvtheeu.s., measures whicn were not Tikely of realization
under: the great confusion prevailing in the country immediately

prior to martial Taw.

However. because the Philippines is" regarded as a human rights
\offender, u.s. bilateral aid to the Philippines emphasizes equity
and redistribution uhile AID/N pursues a "positive beneficiary

approach" in reviewing USAID proJect proposals,

lmplementation 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
in matters of mutual interest is important, and an overly aggressive
or insensitive posture on the part of the U S. may invoke a negative

response.
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* The magni tude of AID “presence” in the Philippines is also a ‘
uproduct of history and circumstance. In the late 19605, phase-out
:of AID's Philippines program was considered but not undertaken.
Indeed by l973, in part because of a devastating flood on Luzon,

the program exceeded $125 million. six times the l969 level

.Yearly obligations subsequently leveled off to the present $90 million
range ‘(See Attachment A).

,fEarly’in 1977 a new USAID Director asstmed: charge of this program,
1.whicﬂghad undergone frequent dramatic changes under predecessors.g
’AID/H instructions were to allow a year to elapse before reeexamining
' 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 in the ABS of May 1978
bto argue that. the program had both strategy and focus was found
:unpersuasive by AID/N Subsequently PPC. proposed to the Administrator
.la reduction in U S. bilateral aid to- the Philippines for two reasons -
the GUP stance on human rights and lack of a coherent program
strategy. Moreover, PPC in its later CDSS guidance message, depicted :
,tthe Philippines as a country of ”low“ commitment to growth with equity. :
We feel ‘that all' these actions suggest that washington is unhappy



=25

‘with the AID program - tne khilippines, without providing
‘sufficient guidance to the USAIDﬂaS"tofWhatfisaneeded;"In the-
meantime the program continues to exist in an "amber-Tight" 1imbo..

‘5. Finding An Ambiguous GoaluStrategy Statement -~

We conclude from review ofgprogram suhmissions that the USAID S

M e o an a4

"statement of program goal and strategy is derived from the projects

~in_the portfolio, rather than the projects being formu]ated on the

basis of a clear prior goal and strategy.

After reviewing the successive strategy statements submitted hv

the USAID since 1975, we concluded that they are writtenrafter‘the'
fact.::He»see a sum-or-projects approach to program'formulation in

wnich the USAID's emphasis is on project strategy rather than' Eggg'__q

strateqy “The USAID s recent effort to classify program composition

1nto~three major ‘groupings of'projects,as shown 1n Attachment B,

-represents but one of a variety of possible schematic arrangements, and has not

satisfied those ca11ing for clear, .coherent goal and program strategy

~ Since the status quo s always a possible option; there micht be
"nothingfneCessarijy"wrong,w1tn'cont1nu1ngytn1s;som+of;pr0jects;approachf

to programming. - In fact, there could bea:number:of tactical advantages.



‘;fHowever. given the nature ongID/: juid rp ‘*ration of the "f%
fFCDSS, we believe that the- USAID now'must withdraw frun its current £
” position of treating the fbcus on ‘the * poor maJority" 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.v In a word.
.the USAID program "strategy" is not explicit. but must be inferred

’ from the nature of :the USAID activities. In addition. there is e
f confusion in use. of the tenms "role . ”goal " and "strategy.

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

Wh'ICh a COhEl‘ent nmm-am efra+nnu :-nn'ld ‘he  Cammtadald

Review of recenthSAID DAP and ABS submissions is revealing

Language in:thefJunefl975THAP‘argues against a scheduled phase-out B
of U S bilateral a551stance to the Philippines., The energy crisis fA
fof 1973 and a softening of the Philippines export prices in mid-1974i
fwas seen 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 to be done to improve the

conditions of life of the poorest elements of Philippine population.."
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,f‘An important and ‘even "critical role" was seen for U S. assistance,ii
.iedespite the relatively modest level of the U S input Specifically.
the USAID's program would continue to address “the directions and

purposes expressed by the u. S COngress."ﬂff ‘

‘:As for the projects compr151ng the program. the 1975 DAP stated
jthat 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
,eoperate only in- areas to which the GQP "assign highest priority" :
‘iand proJects would be: planned and implemented in a collaborative
style U S inputs of both personnel and capital were stated to beff
"critical" in terms of institutionalizing innovative programs "for
'the benefit of major portions of the population." The document
athen proceeded to describe the manner in which U S assistance |
'pwas "designed to fit into the Philippines development strategy and {

ﬂfprograms "

showed few new project |

The ABS dated May l977 (for FY l979),&
jtinitiatives It was offered as "a further refinement" of the DAP
’fof June 1975. It pointed out that "the capability to program and

_Lgrasp the technical and conceptual aspects of the development process are
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nwell developed in the Philippines.g Thfjrole of USAID was “insuringfd

FGOP development plans are in fact carried out ._.‘..\ In ‘ ff

tparticular, the USAID activities would buttress those elements of
'the Philippines society favorably disposed to assisting the poor 7‘
majority and bringing about "structural changes in the distribution
of income.“ The USAID claimed for itself a unique role among |
‘donors, and assumed respon51bility fbr reaching "the little guys.“
In addition. the USAID proposed to operate at "the fulcrum ‘pofnts
that can make a difference in the progression toward growth'with-;g.
equity " The ABS then proceeded to describe the kind of projects

that comprise the program,ﬁvx

‘The Asia Bureau in its April l978 mid-vear review of the Philippinns
*program enjoined the USAID in its next ABS to address the question

aof program strategy and focus. The Bureau saw.an urgent need for a
’strategy statement which would provide "a programmatic and intellectua|
;framework to a very diffuse and large portfolio." The next ABS

.dated May l978 (for FY 1980) took note of Washington concerns and
;sought "to demonstrate that, in fact, 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 it possible

.for the greatest number of Filipinos, commensurate with available

'resources, to achieve a minimally acceptable standard of
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-ﬁjliving on a sustainable basis.ﬁ' The USAID proposed to "participate':,
fiin accomplishment of this goal by using its resources to influence |
frthe Philippines development e to enable the. poor: to meet their
;basic needs." More specifically, the USAID would work to induce thej;
_,Philippines government to design its own development program “in a

‘3manner that will involve participation of the rural poor.“

| Later on the ABS adopted a more conservative posture and pointed

out that "basic policy and budgetary decisions to undertake basic
'vneeds-oriented programs have long been made. that the Philippines

: Government has identified the key sub-sectors and made its comnitment‘ ‘
'The USAID role was labeled as basically “supportive” and to assist
;"in such away... that basic needs projects do not have to be

1fshelved due to lack of essential external support."

fﬁiAs with prior submissions, the USAID claimed for itself "a unique

~¥frole rooted in history." The proposed 3 percent USAID contribution -
‘fito the GOP development budget was labeled "crucial" and "more significant
}:fthan the amount 1n absolute financial terms would indicate The _l
.ﬂeUSAID pointed out once again the innovative, demonstration, high-risk
.d_nature of . AID projects. The ABS also credited the USAID with helping

» v“f"to offset cultural tendencies" which direct benefi ts towards those |
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6:'"Finding' Justification for _Concessional A551stance
Continued U.S. concessivonal aid to the Philippines can best be

'Jgstified 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-bilateral assistance to developing
‘countries demonstrating both need and commitment. the fact that
self-sustaining growth may have been reached in: the Philippines

wshould not in itself preclude U.S. concessional assistance.

However, in view of the PhilippineS' poor record in jncome disfrihution
and human rights suggested PPC allocatims based on current criteria
‘nny produce an-aid level for the Philippines so Tow. as to be
interpreted by the GOP as a signal of U.S. disinterest Still a shift
Xin 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 Philippines. we perceive
ffno problem of absorptive capacity at any foreseeable level of U S.f;

gbilateral or other donor aid If one could assume that sufficientf9
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'ffunds wi]l be available from the Philippines and other donor (inc]uding
iU S. ) assistance to fu11y implement the GOP Deveiopment Plan. AID
jassistance would essentially be a matter of attribution to o
'activities sanctioned by the FAA Assuming, however, inadequate
;funds wil] be availabie from all sources to carry out the entire
‘plan. then the question of development priorities ‘comes into piay.

’It appears that the. GOP may in practice 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 in order, to achieve Plan targets for

the rura1 poor majority.

’The extent to which the U.S.. is prepared to 1ink deve]opment
vassistance program: 1evels with GOP Plan performance should be
one of the subjects considered during the CDSS review 61ear1y if

'the primary objective is to use AID resources as a quid 2___quo for

GOP po]icy measures favorable to the AID target group, then the i;
matter of program composition, while important, houid be

subordinate.

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



T be tnttated,

‘both AID :ro ram levels and ‘oal itegy

r'The nature of the AID presence in the Philippines is a function of
the purpose and kind of program being carried out., Ongoing U S -GOP
inegotiations regarding rights and privileges enJoyed by the u. S

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

well result in-an additional economic assistance package. The
lnternational Security Assistance Act of 1978 provides for two - ‘
categories of non-military funding: first an Economic Support ‘L
Fund (ESF) to promote economic and, political stability and, secondly,
'funding for Peacekeeping Operations in the 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 ',”jf;
administered by the U.S. Department of Defense. In such a»case;

no administrative”problemfwould arise for AID,

Houever, it is also pessible 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 i
poor majority Presumably AID would not be able to control ESF fundingf
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Tevels, which might be set at a fixed level to Which'AID
”fdevelopment assistance funds would be added “In this situation,*
: any USAID goal-strategy statement would have to be

sufficiently pliant to support poiitico-military as ueii as

development purposes..v

,The more that U.S. economic assistance to the Philippines is
determined by U.S. security/poiiticai considerations. however.

- the less would aid levels be iinked 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 tha

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

numerous projects/activities of relatively small average size

in many functional and geographic areas (aithough it 1s also

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

the poor). A larce number of the projects are relatively {nnovative

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 follow-up




i,grgjects when these innovations are "proven," while AID itself moves

on to other innovative activities.

Many believe that AID s program in. the Philippines is “scattered."
in the sense that it is divided into various widely separated
.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 F¥ 1980 ABS 1ists 43 specific loan and/or
grant projects which are either being implemented or for which

PPs are being developed. This is a large number. (It compares

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 is true that some of these projects represent |

follow-on activities in the same or closely-linked fields. . For
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*example. the project Agricultural Research I (Number 0280) is ‘*h:f
terminating while Agricultural Research 11 (0286) is getting under-‘
| way, and both are listed in the ABS Exclusion of such follow-on kﬁa
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 A
country They are mostly within the: Agency s three priority | |
mandate areas. Agriculture has the_greatest number.f Hithin the
~agricultural sector the USAID is responsible for 14 proJects in no A

less than eight specific activity areas., .

‘;In addition. the education specialist is taking the lead in
ideveloping an Agricultural Education Outreach pquect (0331). and

- some attention is being paid to undertaking yet new activities, e g.
aoricultural educatinn nufreach There are also centrally-funded
aqricultural projects in the countrv for which the USAID is not

directly resoonsible.
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'EThe USAID's Offic';ofj;uman Resourres Development (OHRD) is 4
Zbroken doun into four components LY population, health, nutrition,
"and education Population and family planning has of course been

a high priority and controversial subject in which AID has been

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

';three sectors In health. a PP has been aooroved for a health oroiect
on. Panav Island (03l2) and a PP is presently being reviewed for an integrated
fhealth, nutrition and population scheme in ‘the Bicol reqion (0319) PPs are

also being drafted to support a nationwide nutrition outreach scheme
-(0320) and for two education projects (Agricultural Education and

VBayanihan 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 (ORD) carries out projects
'associated with multipurpose development of the Bicol area of
lsouthern Luzon. thesevprojects thus are geographically limited
There are six such undertakings (0260, 0281, 0289, 0275, 0303 and
02l0) in such diverse activities as institution building. roads. |

irrigation systems, and health and nutrition.
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fIn addition. some of AID's nationwide projects. such as family
planning. also are active in the Bicol even though not the

direct responsibility of ORD The Office of Provincial Development
(OPD) is responsible for seven projects. some of them such as o
Rural Service Centers (0304), the Fund for Local Government ;1
,Development (0318), and Real Property Tax Administration (0298) of
;unusual complexity Finally. the Capital: Development Office is |
responsible for infrastructure and certain other activities (e.g., . -
non-conventional energy) not falling under the other four functional
divisions while the USAID's economist implements an Economic and

Social Impact Analysislwomen in Development project.”u

'The average size of AID's financial commi tment to these 43
Aprojects is $7 3 million. a relatively modest figure when' compared
fto 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 $5 million or
less, and the size of' the more recent commitments is smaller than

the $7 3 million average.

TaIn addition to all the above, the USAID also is responsible for
;‘PL 480 programs (see Finding lZ) and has just been delegated
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eIy for Gperations! rogrn s o s,

rn sum. the USAID is responsibie for 43 ioans and/or grant projects f
in many func‘ionai and geographic areas, pius PL 480 and OPGs. R
;The average size of financial commitment to each project is . ,
;relatively ncdest and recently has been getting sma]ier (especiaiiy,3
»,in rea] terns whan inflation of prices is considered) The most
recent ABS states that “because of « o limited resources.

number'of arezs have not been covered. even though some are related ﬁl
-to priority nzeds.” This thought couid weii have been reversed |
to say that 2n effort is being made to cover a 'Iarge number of areas:f,'

with limite'i ressurces.

In addition. .here are many AID/H centraiiy-funded and regional
projects and act! vities iocated in the Philippines, The former
comprise 57 crojacts, 18 of them in population alone, while

there are 10 ragional activities. This further diversifies

AID s progr*n evan- though the USAID itself is not directly responsible

for these prsjec.s., Finding 16 discusses this matter.
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."Next. consider the nature of the project portfolio. A large o
'vmental nature directly related to New Directions objectives. :e
.Financing of large projects directly resulting from

;succeasful “pilot“ schemes has been dlscouraged

»Instead efforts have been made to interest other donors in
'kproviding large scale financing for such follow-up work. while AID

turns its attention to new innovative schemes.

fThisfapproach has had‘some Success. The Philippines wasone of .
'the first LDCs .in which AID put into practice a New Directions-type

: program, and the USAID was’ able to build on this approach when the o
~ BHN theme came to the fore.~ Because of this for some years the B

: Philippines program was viewed by many as a "model" for other
-'USAIDs to emulate from- the New Directions and. more recently. BHN

jpoints of view

'Perhaps the most successful single example of this approach has '

v'been in rural electrification. in which AID was instrumental in vj‘sﬁiii
f'persuading and helping the Filipinos to establish a sound organization,'
- (the National Electrification Administration - NEA), nd then e
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3fmade a: se:'es of development loans to the GOP for the purchase

‘0 ! conlnodities necessary to establish rural electrification systems
’invmany parts of the country. The favorable effect on the rural

vpoor was substantial Eventually the IBRD. at first dubious, ‘

vuas persuaded that this program made sense and should be supported .
and the Norld Bank provided a $60 million credit for rural electrificatiol
(earlier this year. AID assistance to this program will cease when

Cfunds from project 032l Rural Electrification V. are disbursed

‘Rural roads and population are other examples of activities in E
‘which the USAID played a key initial role and to which other donors

.now have been persuaded to commit funds

This type of approach continues. AID now is attempting to persuade
;the ADB to undertake large financial commitments for integratedii‘_
firrigation projects in the Bicol that have been identified and
}studied by the USAID and the Bicol River Basin Coordinating
VCOmmittee. Also. it seems likely the USAID would L ,

‘seek other donor: support for health and nutrition projects if |
:pilot activities we propose to undertake in these sectors prove‘ L

*successful


http:we:propose.to
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Innovative» “high-risk,“ experimental and pilot proJects in .
;}suppor_ of N’ﬁ‘Directions obJectives almost invariably are complex
ﬂfand technician-intensive. It is not surpri51ng, therefore. that
;;the PPs now: being uritten fbr the health and nutrition schemes are
‘Flengthy and comp1icated Also, this type of program orientation is
-ithe maJor reason why the USAID requires hundreds of- emplcyees to
vadminister what is. given the size of the. Philippines economy,
relatively modest program in money amounts (see Finding 13 for

discussion of this point)

’”fff 9. Finding' Comments on Selected Projects «- He note

A

that several AID proJects in_the Philippines are unusually complex ,

and Will require careful and continued attention by top management

E 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 in the country,

;AID's program in the Philippines has several projects that are.
{funusually complex and difficult to impiement successfu]ly. Among them
are Population Planning (project number 0277). National Nutrition
foutreach (0320). Rural Service Centers (0304). the Fund for Loca]
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,,Government Development (0318). Real Property Tax Administration - ff
1;RPTA (0298). Land Tenure Reform (0330), and the Integrated W
.;Agricultural Production and Marketing project assisted by Kansas
k:State University (0302) In the 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. It seems
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
1n the Philippines.‘ It has of course been beset with problems for B
;some time However. recent adjustments to the project plus the
Lsolid. frank assessment of the program Just concluded should help
fprovide the base for more realistic implementation in the future
For this reason. ‘we have not attempted to review population programss

.in depth ~However, we suggest that AID concern: itself more WIth the
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’totaiity of popuiation activities in the country. o \
- regardiess of donor or organizationai entity; this wiii assist in’
: the implementation of our own activities hy keeoing them in perspective.

*The Bicoi River Basin Deveiopment Program consists of a series of -

yintegrated activities for iong-term deveiopment of the Bicoi

region of centra1 Luzon. AID for some years has been assisting
Vythe GOP to estabiish the institutiona] capacity to pursue these
‘activities. including the accumulation of pertinent information and
_;data.vtraining of personnel, long-range planning, and identification,

‘, study. and undertaking of specific. projects, Severai AID—supported

’Bicoi projects are now in various stages of imp]ementation.

* Our impression of the Bicoi program is that it 1s moving ahead
'dfquite satisfactoriiy at this time.n The GOP has assigned good
inrpeople to it and deiegated a fair amount of authority to them.

‘xThe various GOP Ministries invoived seem to be working together.n o
Y'AID personnei assigned to assist the Fiiipinos. inciuding the two 4}

fAmericans resident in Naga. and their Filipino staff are: diiigent )

;.and competent Of course, there are problems, and aiwayvaiii be
in a series of undertakings of this comp]exity. For exampie. we

3‘found uncertainty in some quarters as to whether or not - the p]anning
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for specific proJects in the Bicol are betng properly time-phased E
”in relation to each other. But the problems appear solvable if good
ipersonnel remain assigned to the program and are given proper -
'direction plus a reasonable degree of authority to make decisions
in the field. We would not reduce the size of the AID staff ‘*f
resident in Naga any further at this time. |

Integrated area development programs similar to the Bicol are
:ongoing on Hindoro Island with assistance from the World Bank,
}ln the Cagayan Valley with. Japanese help. and on Samar Island with
Australian help Although we did not visit these undertakings,
it seems clear from our conversations with knowledgeable people
that the Bicol is at the moment the most advanced and impressive

of them

;The GOP with AID support is seeking to attract other donors to
fﬂfinance some of the large projects in the Bicol already .
.aidentified It seems that the Asian Development Bank (ADB) may
;ago ahead with a large commitment in the Rinconada area, AID itself
,fhas been planning to terminate its support of projects in the Bicol
jr(excluding health and other nationwide activities that also are in

: the Bicol) in the early 1980s, expecting that the Filipinos uill beg‘
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:able to carny on themselves with the assistance of ADB and otherV
donors. waever. given AID's 1ong and successful involvement in
\the area. and in 1ight of our suggestion in other parts of this
‘appraisa1 that AID consider financing more large, replicative
‘projects. Ne feei this decision should be reconsidered. But

at the same time we a1so support ‘the efforts -to attract the. ADB and
eother donors -into the area so that it is not only the u.S. that is
d?heiping the Fi14pinos in’ this regional development activity.

10. Finding: _Budget Implications of "P{10t". Projects o~
‘Nelther the USAID nor the GOP have sufficlently studied the_Tong-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.

‘He have indicated that AID is now financing many experimental, pilot
‘schemes in the Philippines, Current plans are to undertake more
such activities in the future The assumption behind such financing -

}is that if the pilot activities are successfui the GOP will expand
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»:them on a timely basisfto€reach uhole regions or the total nation
f (so-called “outreach" programs) In some cases AID proposes to

i7'assist in the followbup work with modest amounts of funds. AID

_also seeks to persuade other donors to provide significant levels
jof such follow-up financing., ‘Other donors: already are involved in
Hpopulation activities.; Nevertheless. it is. clear that maJor
jportions of the financing necessary to extend such schemes would

have to come from the Filipinos themselves.

l‘Examples of such activities in which AID is or soon will be
linvolved include population, nutrition outreach integrated health

. projects on. Panay Island and in the Bicol barangay (i e, village)_;

iwater supplies. rural_service‘centers, integrated food production

and~marketing, and artisan fishermen/farmers. Although these

- projects differ from one another in numerous particulars,‘they haveaj

flthe common element of eventually requiring large amounts of funding]f

(especially for personnel) to spread them beyond thetr narrow -

pilot base. Even now the population and family planning outreach

program apparently 1s experiencing budget difficulties.;> :

o The question arises. assuming the pilots are successful. as to
ff;whether or not the Philippines could afford to or would want to

\77undertake expansion of most or all of these activities at approximately
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jthedsame time. Even given 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
‘rgovernment could not. or did not because of . low priority. finance
_7continuation of activities which donors. including AID, had
initiated It is our impression that neither the GOP nor the
dUSAID have adeouately assessed this question with respect to
ongoing: or soon-to-be {initiated experimental and pilot schemes’ in
.'the Philippines. In particular. although it has been considered '
jtin the context of some of the individual proJects. it does not

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

53.]l._ Finding. Adeggg___gxglgg_ign == Review of AID"T"
“evaluation files for projects in the Philippines 1ndicates: that
;fapprupriate attention is given to evaluation. '

;The USAID described its evaluation activities and schedule in somef*
.,detail in its Y l980 ABS. - We have examdned these activities and fi
fa sampling of specific evaluations undertaken and conclude that
the USAID gives adequate attention to evaluation. Host “
5QUndertaken in conjunction with the Filipinos themselves, and often
include AID/H particfpation as well. The approach seems obJectiveﬁf
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?.and the f1nd1ngs and recommendations are frank and reasonab1e. _
fThe USAID management says that 1t uses these eva1uat10ns to assist

‘in program direction and 1mp1ementat1on,,

“In’ the latest ABS the USAID noted a lack of AID/H react1ons to
eva1uation reports sent to Hash1ngton. AIthough 1ack of such |
‘reactions may suggest AID/W satisfaction with the USAID's evalvation

- activities, nevertheless some coiments from Washington from

time to time would be desirable. These might_be simple acknowledgment'
lof a.Job'we11 done, if that is the;washington opinion. The,recentr-’
increased priority given by the Asia Bureau to eva]uation fonctions,e
including the increase of professiona1 staff working in this areaiil
from ane to three, may permit more comments byfAID/W on the USAIDF

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 Il seems to be used more for welfare purposes

rather than for support of self-sustaining development activities.
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He believe that the GOP would prefer, if possible, to get the

financial level of assistance represented by PL 480 in the form

of DA rather than PL 480.

Of the $91.8 million in assistance conmi tted in FY 1978, $32 8

‘million (35%) was PL 480 The current Title I program is approximately7
$l3 0 million Hheat. corn. cotton. and tobacco are included

However, it is clear to. both U S. and Filipino officials that -

imports of these foods and commodities under PL 489 is not; essentual

Ato the country 'S economy The GOP would be able to find -other

,means of acquiring them 1f they were deemed essential.) Instead

pTitle I 1s a convenient way for the U.S. to provide aoditional
concessional aid to the GOP, as well as to generate local

currency for use in AID-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. .

s conducted by Catholic Relief Services (CRS) and the ‘Cooperative

ffor American Relief Everywhere (CARE). Title II seems to be
;particularlynimportant,in nutrition andmfeeding?activities in many'parts‘of the
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E Philippines.rlwe have the impression that conduct of the program
leans more toward short—term welfare than support of activities d?v
leading to self-sustaining development. although we: recognize

‘the difficulty of clearly distinguishing between these two in many |

‘ cases

"The GOP at the moment is not a strong supporter-of Title II programs, ;*%Q
'vat least at their current levels. This is indicated by the Government'
?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 ATD should consider whether a substantial
7reduction of Title II in the Philippines may be necessary or desirable
?within the next few years However. if for other reasons U.S.
assistance has to be maintained at high levels, reduction in Title I
and/or IT: programs implies that other forms of assistance will have ,
‘to be increased. We believe that the GOP, if given the choice, would h
fprefer to receive most. if not all of the funds represented by PL 480?
“in the form of DA rather than PL 480 | :

Jé{;b;tdorganliation'and.Management |
13. Finding: Large Number of USAID Employees -- The

USAID/Philippines has a large nurber of personnel relative tovthefz




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

program AID is conducting (a preponderance of relativel 1y small

projects of an innovative, "high risk" nature in varfous sectors

of activity) is relatively manpower-intensive.

'The USAID/Philippines 1s a very large mission, second worldwide |
only to the USAID/Indonesia according to AID staffing patterns. ‘As
of . September 30, l978 the USAID/Philippines (excluding the regional
*AG/IIS office in Manila) 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 thlrd
‘with 212. The Philippines actually was first. in direct-hire (American
and local employees) with 196 on-board compared to l74 for both
‘Indonesia and Egypt and l68 for Pakistan. In American direct hire
employees alone, Egypt led with, 87 followed by Indonesia (62) and -
the Philippines (s1). ’ P R

| ‘But there are additional people working for the USAID/Philippines
'not included in the 32l figure.t This is partly because the USAID

1

‘wpractice is to contract out for certain support services which are
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':°ft° Ahandied:hy xirect-hire staff in other missions.f ror

| ,f”&: there is a: USAID contract with a Filipino company for
~'handling the USAID warehouse and related supply actiuities under
. which 13 fuil-time Filipino employees are supplied hy the company
';and in day-to-day work report to the USAID managerent. Another
'lservice contract provides 32 fu11-time Filipino personnel to handie
f:maintenance of the USAID housing. A third contract is for rental
Lof copying machines which inciudes 3 fu11-time machine operators working
‘vin the USAID's offices.» There are also another 91 project-reiated
,Fiiipinos working under AID-financed contracts directly awarded by
the USAID. and of course many Fiiipincs working under AID-financed
host-country contracts. Under AID-funded DPG-OPG grants and

: regionai-grants(therelare 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 reasonabiyr
"fuily employed. They are needed for two reasons. First, because .

" the financial pipeline in the Philippines {s relatively iarge.‘Siiéki.k}
emnﬂiiion as of September 30, 1978 (Indonesia and Pakistan had 1argerf; }
':pipeiines with $186 miiiion‘and‘$i23tmiilion respectively).

| second ‘and most important. AID's program in the Philippines is
relatively manpower intensive.‘ The USAID recognizes on pages 149-150 -
-of 1ts FY 1980 ABS that the nature of AID's projects requires nany o
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];a shift in the program to more large non-manpower-intensive,-,

‘eiJor.design and effective'implementation. He conclude that?ei

’ freplicative projects in fewer sectors would permit significant
rfreduction in the number of people working for the USAID
7Filipino employees of the USAID as well as many other USAlu‘ .,
,expenses are funded under a Trust Fund agreement between the U S o
and the GOP dating back to l95l Ey this agreement, the GOP depositsg
into a Special Account the peso equivalent of U S dollar grant |
Afunds disbursed for development purposes, this Special Account ‘
then is drawn'upon to cover eligible expenses. It is 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 “
‘is aware of the outmoded nature of the agreement, implying that the i;

GOP eventually will request revision. It ‘'seems best to us that

AID not rais
‘GOP raisesfit.

fﬂ"he matter, but be prepared to renegotiate when the _;iff

YA l4 Finding. lhe;bSAID Organization and Coordination'-;

'In general the USAID project managers and supervisors, including

the Mission Director. are "on top of" their projects. The USAID's

organizational breakdown 1s reasonable, but some steps should be

taken to improve the coordination and effectiveness of operations, . -




;It is our impression that the USAID management. including the Missioh;

| off "fﬁ:. know their proJects well and work
'diligently in design and implementation of them. High priority is
!paid to visiting the projects and GOP officials and technicians in o
=the field The Mission is not Manila-bound ‘

Organizationally the USAID 1is broken 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 five operating offices (seh"

Attachment C) This breakdown appears reasonable to‘us:(althoughf*wﬁ

we note that in many Missions the Program Economist would be located -
,within the Program Office). L s

iThe five operating offices cover the following functions. Agriculture.
LHuman Resources (a widespread unit responsible for health, population,
,”nutrition, food for peace, education, women in development, labor, '

,disaster relief, and PV0s); Provincial Development, Regional Development
‘f(e g., the Bicol). and Capf tal Development.- Each of these operating
‘_offices is responsible for a specific ‘portion of the Mission s ‘

lprodects and other activities
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f":-iGiven:*the scope and complexity of the AID program. there is of

course potential for considerable overlap. For example, the Regional"]"
'Development Office is responsible for projects in the Bicol , _
_ex_cht those in activities such as population, nutrition. etc., which ;
»__operate in the Bicol as part of thei r country-wide operations.

‘ Similarly the Provincial Development office, not the Office of -

Capital Development. is responsible for certain infrastructure
activities such as: rural roads and’ barangay water supply systems.

.Ne would ot fault the current breakdown. There 1s no perfect division
among all these functions. and the present system. developed by the

'-USAID management over the years. is probably as qood as anv.

aHe do. however. note two. weaknesses in the present functioning of

3 ;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. l’his often does not occur now.

;,"Second i n many Missions: the 0ff1ce of Capi tal Development would
be primari ly responsible for both the design and implementation
;jof many more projects than is the case in’ the Phi lippines. with the
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,four more technical offices assisting Capital Development but

not having the prime responsibility.; Although current practice

need not necessarily be changed in. the Philippines, we feel it is
important that the other four utilize the unique skills of the capital
Development Offioeon 2 more systematic and intensive basis. and

in a timely manner to assist in the preparation of project '
documentation and the’ solution of implementation problems which

often appear most-: difficult toa technician but-1s routine to a capitalﬁ
development officer.

»Ne are of the opinion that many questions and. comnents recefved
from Hashington on documents prepared by the four tachnical offices
would: be eliminated or reduced in number if capital development |
expertise was utilized more, especially since the responsible entity
in AID/N for most of these documents consists primarily of capital

development staff (Asia Bureau s foice of Project Development)

415, Finding The USAID Relations with Embassy and Dthers --

There is scope’ for imgroved relations between the USAID and the

’Embassy, without the latter encroaching on AID programaprerogatives
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The‘USAID relations with the Peace Corps and other USG agencies

and mith 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
economdc problems The USAID should be able to do this without
Embassy encroachment on- the USAID's proper role and responsibilities.

ARelations with other agencies of the USG in the Philippines appear
fine.. Peace Corps staff in particular 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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deve]opment proJects between AID and the Peace Corps 1n the Ph111ppfnes
has been relatively modest 1n the past, but steps are now being

taken to undertake more Joint activities. The USAID relations with
American and other staff at the Asian Deve1opment Bank (which has

1ts headquarters in Han11a) also seem exce11ent.

He were 1mpressed with the good re1ations and ready access that

the USAID officials at all Jevels seem to have with their Filipino
counterparts. This seems equally true both in Manila and the field.
»However, we found no ev1dence to_support the argument made by some

‘AID people both in Man11a and Hashington that the USAID has significant]y
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” in this area, although of course the

4USAID officers have occasion to visit more often with Filipino officials
'because of the size of our~staff.jn=Man11a.

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

yact1v1t1es in_the Philippines, plus numerous visitors, impose burdens
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‘on the USAID management often not fully'appreciated'hy'Nashington.
AID/H 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 andvregional projects. This is primarily because of the re-
ceptivity of the Fil1ipinos, their English-speaking ability, their
professional standing, and their U.S. training and contacts in many
disciplines. There are currently 57 AID centrally-funded projects
ongoing in the Philippines, of which 18 are in population 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.
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A11:this imposes a heavy workload on'the USAID, which 1t performs

in a commendable manner, “Any view that there is’ littie additionai
burden onthe Missfon because these projects are the responsibility
of central bureaus is. not correct. The USAID must handie numerous
queries from the GOP and eisewhere. and see numerous peopie associated
with or interested in' these projects, even if fonmai responsibility
for them uitimateiy 1es eisewhere. For this reason, pius the »
substantive views that the USAID can make regarding proposais,

we suggest that AID/H make certain that the UJAID views are considered
on a timely basis when new such activities are being considered in

the Phiiippines Given,the existing heavy portfoiio, our opinion:

1s that few new starts[shouid.be constdered in the foreseeable fUture;

: ]7.( Finding Asia Buresau-USAID commgn1gg;jgn§;==;ﬂutjuuj;§gggag

krecentiy revised 1ts 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 certain

they contain only wheat, and 1ittle if any chaff. Asia Bureau line
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vpersonnel responsib1e for the Ph111ppjnes shou1d v1s1t the USAID

and the country more often and for 1onger ger1ods.

Until relatively recently it appears‘that the As1a5§ureau in
Hashington sometimes took long periods to react off1c1a11y to
project documentation and other mater1a1 sent from the USAID.

vBut the Bureau has now 1nsta11ed procedures requiring that responses
be made within tight t1me periods.: COmments and 1nqu1r1es 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*prooedures‘ Asia'
Bureau should make certa1n that the USAID management 1s aware of

the 1mprovements being made.

Some of the USAID officers comp1a1n that comments and quer1es sent

from Hashington too often are un1mportant, even sometimes frivolous,
.representing excess1ve second-guess1ng and. “overk111 *  Among examp1esj‘
rmentioned were rev1ew messages concerning the PUSH project, small

scale 1rrigation, nutrition, the Fund for Local Development, and Ruraif
Serv1ce Centers. Given the comp1ex nature of these projects, we |
understand Washington's concern, Also. it appears that some of the’
mater1a1 prepared hy the USAIu would have profited from closer

vetting by 1ts Capita1 Development Office (see Finding 14) Neverthe1ess.
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: 'ue suggest that Asia Bureau management pay continued attention tofﬁ
. making certain that cabies to the USAID dea]ing with proJect
design and deve]opment dea1 on1y with a Iimited number of major _

_.concerns.,v'

'He aiso became aware that the Asia Bureau Iine management in
Hashington directly responsib]e for the program has visited the
USAID and the Phi]ippines surprisingiy littie, and then often: for,
very short periods of time. Bureau management shou1d take steps
to correct th151 Lack of visits from these staff officers who
;shouid be intimate]y familiar with the USAID s prob]ems and
perspectives contrasts sharpiy with ‘the waves of visitors that

the Mission receives from AID/H centra1 bureaus and eisewhere.l.f

~18. Finding: Validity of PIDs and PPs == AID/M |

l~tends to exaggerate the extent to which PIDs and PPs can accurateiy

| ‘describe how projects will be implemented. These documenis cannot

be fmmutable, 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.
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lln the course of this appraisal we took a Iook at uhat happens in
'the post-ProAg stage of projects.v He sought to compare the project
fias approved in the documentation with the project that evolved
during the course of implementation He assume that PIDs and PPs
often are seliing and advocacy documents in support of positions
‘already taken by those developing the projects. In design, the USAID
imust give consideration to the anticipated concerns of reviewing
officials in AID/W and to a maximum reasonable extent accommodate
vto these concerns. Uncertainties frequently are dea1t with as |

‘ assumptions both externa] and interna1 to the project.. Since .l
the name of the game is to get approva] the USAID also frequentiy
unhappily acquiesces in AID/W additions or de]etions to project

proposals in order to gain their acceptance.

SHowever, once implementation begins it often is found that project o
1revisions are necessary. This may be accomp]ished by project s
‘Implementation Letter (PIL) or by ProAg amendment, Many of these},f |
adjustments take place in the fie]d Thus project process may |

consist of cycles of project design-eva]uation. redesign-reeva]uation,

etc., unti] the project purpose, original or revised, is rea1ized

fAID's program in the Phi]ippines offers some examples of this

A Becember 1976 evaluation of the aquacu]ture project resulted in
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?fa recommendation to redefine purpose. assumptions. and outputs. _7

TfA subsequent evaluation of the same prodect in’ July 1977 found |

\ the output 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

, and lags in meeting the original implementation time-frame, This
,'applied to ‘the Libmanan-Cabusao irrigation/integrated development
.iproject in the Bicol which. as of-Jduly 1978, was over a year behin
Qschedule.- In addition. key assumptions of that project at: the -
purpose-output level had changed and were in need of revision., Hith
;respect to the Integrated Agriculture Production and Marketingv |
}ProAg of June 1977, the Kansas State University Team Leader already
ris speaking of the need for more funds and more time to achieve

the proJect qoal-ournose

The Population Planning II project offers another good example
sof proJect revision., Under the original ProAg. a GOP Popuiation
'Commission (POPCOM) Trust Fund was to be established in which AID
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*land GOP funds uould be commingled to finance proJect costs All
;;POPCOM contracts executed under the Trust Fund were subJect to
,fprior USAID approval.: Thirteen months 1ater. as-a result of
';impIementation experience. the USAID used a PIL to revise the
-~project to delete the Trust Fund. “The USAID also decided not.to
:participate in financing 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

subgprojects

'These examples il]ustrate that attempts tO predict OP -
control implementation of proJects in PID/PP documentation may

be unreasonable because the USAID is not working in a static world

»of perfect foresight. There {s, therefore. definitely a point of
diminishing returns {n attempting 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 in this regard



7l9 Finding Data on Local Curre y 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 in the.
Philippines that are spent to purchase 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 disburse
for the USAID-controlled grant and loan projects during FY 1978 were
for purchase of local currency. A USAID Program Office tabulatiou
estimated that over 70% of the AID dollars committed for Lo cost'
of new projects eventually would be used to buy pesos. In many
new projects -- for example, barangay water, Rural Roads II the ‘

integrated health project on Panay Island, cooperative marketing.

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

,systems - it is estimated that virtually all AID funds will be



f“This high ratio of local currency purchases in the Philippines
;?results from?the type of program being conducted Experimental. o

'?innovative. small ”high risk' activities often can best be carried
V;out using resources available locally. particularly in an economy
_tlike 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 undertakings. However. we would -
Jnote 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
ahuman needs activities in the Philippines which require large f"’

:amounts of foreign exchange and imports.

| He believe that it would be useful to AID management if the Agency
_kept data on local currency purchases in a systematic and current
‘manner on a worldwide basis. He are aware of many instances in
jwhich such data was needed by management and analysts; {n such
Lcases it invariably has to be hurriedly pulled together on an ad hoc‘j
fbasis. A system for compiling such data should be easy to devise
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id_ma ‘Hn“ﬁ°AID/w's controiier shouid be able to do it on the disburse-
'~ments¢:ide.

?Frequentiy more usefui to management. however. is .
,information on what is likely to occur in the future._ For this. PPC
should be abie to work with the Operating Bureaus systelaticaily “

'to compiie 1ocal cost estimates from approved PIDs and PPs. Ne L
beiieve this wouid take little staff time. and data would be avaiiable '
tto the Agency on a current and woridwide basis. as questions concerning

AID iocai currency purchases arise.,
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RECOMMENDATIONS
'1;, Ald Levels

That the overall level of U S concessional fundinggfor

jtthe Philippines above that provided pursuant to a base rights

'agreement be conditioned on GOP gerformance with resgect to rural
development in a growth-with-equity context, notwithstand1n9 the
inherent merit of ind{vidual project proposals.

This recommendation postulates a fundamental change of perspective
in terms of overalil AID program justification for the Ph111pp1nes.,‘
Underlying considerations which lead to this proposa1 may be statedi
'succinctly as follows:

a. The: Phi]ippines essent1a11y has’ reached the. stage
’of self—sustaining growth.

b .Jknuunnnq‘{he’rh111pp1nes cont1nues to represent a '
_'s1tuation of ‘maldistribution of assets and 1ncome.
h ;C; ‘Declaration of Martial Law in 1972 has resu]ted in the
;‘suspension of democratic forms of- government, and the curta11ment
f of human rights, only modest1y relieved by evidence of structural
?refbrm focused on sustained 1mprovement in the lot of the poor

major1ty
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4 The Philippines has the human resource base sufficient', :

to address BHN without reliance on external technical assistance. s
| e; The present USAID program in the Philippines 1s linked* :
only marginally to overall GOP performance regarding BHN. ,

f The USAID's role can no- longer be Justified on the o
grounds of having a urique 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
Philippines (i e.. above and beyond a. minimum amount required by a
base rights agreement) is hest arrived at by linking the Tevel of
such assistance to overall GOP performance in alleviating the plighte,
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;a
needs, would be increasingly devoted to replication activities. -
AID policy for allocating resources among developing countries-
pursuant to Sec. 102(d)* already establishes criteria for measuring
GOP performance. We propose merely “to stress GOP efforts to achieve,
rural development. '

Tow Section 102(b)(4) of IDFA Act of 1978.
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:In summary. this option 1s based on. ‘the need to relate AID funding
'to overa11 performance on the GOP side. No Ionger is it sufficient
for a composite of USAID proJects. no matter how meritorious,

-to determﬁne the atd level. 1In the process of monitoring overall
GOP: performance with respect to benefitting the poor majority in
‘se1ected rural areas, the USAID would be expected to engage in
dialogue with GOP decision-makers, 1nd1cat1ng the kind of GOP policy
measures which would most 1ikely influence a U.S. decision

fayorable to maintaining substantial levels of AID funding to the
Philippines. (See finding #6)

2. Consider New Type Program
That AID consider now the adoption of a new type

program in the Philippines for the early 1980s. This program

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

in the context of the current CDSS exercise. In contrast to the

current program, the new program should emphasize the financing of

fewer but relatively larger-scale projects in a few sectors; these

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

should be very substantially reduced in number. This change in

program should be carried out in an orderly manner in full cooperation

with the GOP. It should be accompanied by a substantial reduction

in the number of the USAID employees. More detail s contained-belowg
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"é"awf“§5l55§iﬁié?3;é{bnsff¢r~a?new program approach are discussed

L]
g

We indicated earlier in this paper that AID's program in the
;]Philippines has three distinguishing characteristics.- First, it
Tacks‘a clear goal and strategy (Finding 5), Second, 1t

"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 large US-financed Tocal- currency

components (Finding 19).

Ne fedl that AID should take steps now ‘to change the
nature of the program in an orderly manner. This should be done
}whether or not one considers the current program and proJects

successful. .

We make this recommendation for several reasons. First, it is o
both desirable and necessary in the context of the new CDSS syStem
,that a clearer, more explicit statement of AID's goal and strategy
vin the 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 It would be difficult or impossible
to continue indefinitely to find useful new innovations to finance.
Innovations and pilot schemes make sense only 1f they are likely
to be implemented on a wide basis in the foreseeable future, 1f they
prove successful. It is particularly questionable to continue to
undertake them {if the GOP is not likely to replicate them regionally
or nationwide because of budget constraints (see Finding lO) Such
budget constraints already appear to exist 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 is making efforts to increase u.s. |
~assistance levels substantlally but with little increase in personnel
numbers.: At this time it appears that the total number of AID employees
in FY 80 will not exceed 5760, and the prospects for increases in
future years are not bright. The USAIDs 1n the least developed countries,
notably in Africa. need more professionals to handle growing programe
fbecause 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, thr Philippines USAID would be a candidate



:sfor reduced staff in order to acconnwdate personnel increases | e
delsewhere as well as to reduce AID operating costs, This would
~also assist in reducing the large number of USG personnel in the

: Philippines, a perennial State Department obJective (the largest u.s..
diplumatic mission in the world is in the Philippines)

Finally,,there 1s the question of management of the program. Today
.management‘is difficult because of the large number, diverse types
Of proJects; and the size of the USAID. "A different type program |
»could make management easier while sti11 accomplishing development
objectives of high priority. If there is a bases compensation '
package administered by AID (see Finding7), 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 in both Manila and Washington that small, innovative
'projects 1n Mandate areas are necessary to meet BHN objectives, while
larger projects would not do this. This 1s too narrow an interpretation;
Concentration on financing relatively large replicative proJects also
;1can be BHN oriented; for example, large sums of money for rural roads

| and water systems to help the rural poor. He are satisfied
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,,that there exist sufficient proJect opportunities of this type in
ﬂthe Philippines for the country to absorb any foreseeable economic
ﬁassistance level from the U S (including levels arising from a basea
;compensation package), as well as other donors. Our second
'observation regards the attitude of the F11ipinos 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 1t 1is 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 activities to have much effect Thus we conclude that

AID would have GOP cooperation in accomplishing the change.

Hhat should a changed program consist of? There are various possibilities.
ftwo of which are outlined below.~ He feel strongly. however. that
whatever the new nrogram is. it must stem from a new. clear i
*statement of goal and strategy, that it should consist of fewer

projects of larger. average size concentrated more {n replication ' |

of successful activities and less in pilot and innovative projects, -

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

Regarding the Tast two points. it so happens that some ongoing

projects in the USAID current program portfolio are coming to natural;;
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‘fterminal points in the next year or two. Rather than consider .
fcontinuing support to many of them. AID couid turn them completely
'fover to the Fiiipinos., Also. AID could be more hesitant than in

‘the past about undertaking new. small, pilot and innovative projects,
and instead concentrate on developing larger. repiicative projects,

increasing the importance of the latter gradually as the others deciine.‘

f>Accompanying reductions in American personnel could take place

by transfers n the normai course, the elimination of unfilled
positions, and less use of contracts for special services with U.S,
firms and individuals. Reducing the USAID's existing iarge Fiiipino
~staff in a humane manner poses probiems, but we do not feel that “
’they are insurmountable. and in.any event it shouid not be a -
determining factor in deciding whether or not to pursue a new program

‘direction.

~Let us now outiine two possibie new program approaches. The first .
is iess dramatic than the second Both are intended to be responsive _
];to the problem of justifying U S. concessiona1 assistance. as discussedz

ielin Finding 6, and as reflected in Recommendation 1,

‘First Possibie New‘Program Approach: AID wouid deiiberately seek ’

out larger projects in fewer sectors and substantialiy decrease the
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3 fnunber of sma11 pi10t projects in the portfolio.xi.e.. AID’

‘{femc%asis wii] shift to large-scale BHN oriented projects away from

i sme]l innovative schemes..“

‘Thiseapproach shoUId.oroceed naturally from the curreht program,i

AID could,deliberete]y decide to remein.ihioho;inCrease assistance

to certain sectorsfand activities. and phase'oUt of others, We
hesitate to recommend where to remain and what to leave since we

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

~and ectivities in denth. This 1s something for the USAID and the

Asiz 2ureau to do. However, for example, we suggest that AID consider ;%

remeinihg'in theeBicoi region with one or two large projects._end |

| possibly continue and expahd support to barangay water systems, rural

-_roa:s; agricultural reseorch, and crop protection. We should also
~irenain in population and fami]y planning beceuse of the high

'-worlcudde priority we give this item, and in PVO activities. Support,r
~ to the nutrition program also might be justified. On the other : :fix‘
‘hana, areas which in our view might be candidates for phase-out o

| of £1D support include the Fund for Local Development, Rural Service

| Cen.-rs. land reform, fisheries, small farmer systems, agro-forestation,

' ond possibly the education and health projects now being prepared. N

We o7 course realize that some of these latter may be important and

pro‘uctive. But the nature of se]ection and focussing means .

drc*ping some - things, however good..
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cSecond Possible New Program Apgroach- 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 i. €.y
covering the Bicol Pinay and the Visayas (See areas: circled in Attach. D)
}Host projects would be replication-type. carried out in a budgetary support
'context under a: FAR arrangement, similar to the on-going PUSH

project in Region VI. An exception to this goal-strategy 1inkage

'would be for. nationwide population and family planning activities

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

same- would apply to PVO activities. |

‘The intent of this approach is to press the GOP with respect to a
;discrete area. for actual performance in: support of the 'restructuring“‘
¢rhetoric contained in the 1975-§§,Deuelopment Plan. We assume that
che GOP will face an overall resource stringency in carrying out the
Plan. Given this constraint, AID could 11nk 1ts support

to GOP funding for rural development in four Regions. In such'a‘
setting, GOP expenditures would result in an increased ratio of
vspending»for rural development, relative to total development Plan‘
‘outlaj.a ‘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 deveIopment outlay. this couId
‘reach ‘to as much as 30 percent of BHN-type expenditures in our

four seIected}Regions.

Program concentration in the low-income Regions V through- VIII

‘would provide an opportunity for the USAID to help support and
institutionalize a GOP experiement 1in decentralized decision-making
for an area accounting for about 30 per cent of the Philippine
‘population. AIso..by treating an ‘entire Region as falling within .5'f
the "poor majority” envelope, the USAID would avoid the kindIof L
program fragmentation that can result from an effort to identify '
solely with pockets of abject poverty. This is consistent with
language of the IDFA Act of 1978 which authorizes a development
assistance focus on.thebprobiems 1g§gg.gljg_of rural development.

Aithoughvnot aII;ourifunds need go to regions, a preponderance should.

3. Clarify "Anber 11ght" Status to the USAID
| He-conclude that much of the tension between AID/W and

the field emanates from an "amber 1ight" situation resulting from

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

that AID/W should make a positive effort to orfent the field to
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;’the natnre of the constraints 1n AID/N and the need for Sthﬁjl

:Justification for AID programs and projects in the Phi]ippines At

~ the same time, more frequent and lengthier TDYs of responsible

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

appreciation of field perspectives and constraints. Implementetion

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 negotiations -in the Philippines regarding

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

base compensation package administered by AID. In order to 1nsuEe "

adequate consideration of the possible impact of base rights decisions

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

base negotiations (See Finding 7).

5. Study Financial Burdens of "Pilot" Activities on GOP
Nei;her AID nor the GOP have sufficiently studied the

long-run budgetary implications of attempting country-wide replication

of the various pilot and, "ofitreach”" activities that AID and other

donors are now assisting and plan to assist in the near future. He
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believe that the GOP may find it very difficult o finance these .

programs on a continuing basis nationwide. Therefore, we recommend
that AID and the GOP study this matter, perhaps jointly. In any

event, the projects in whicih AID is now or soon will be involved

should be closely examined to determine the order of magnitude of the

fotal.financial burden we may eventuelly be placing on the GOP, and

whether such burden 1s likely to be manageable. (See Finding 10[

6. Improve COordination Within the USAID

Two specific weaknesses were noted regarding the

 fcoord1nat1on of operations within the USAID. First, there 1s not

- enough Tateral coordination between the operating offices. Second,

the technical offices do not utilize adequately on a systematic

and intensive basis, and in a timely manner, the unique skills of

the Office of Capital Development in the preparation of project

documentation and the solution of implementation problems. 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

fsteps taken by Asia Bureau to improve the efficiency and speed of
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considering project documentation and the making of -decisions 1n

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

attention and continue efforts to speed the process. Some USAID

officers also still complain about the number of relatively unimportant

comments and queries received from Washington; thus Asia Buraiu

should pay continued attention to making certain that cables contain

- as little chaff as possible. (See F1nd19g4]7)

8. Maintain Data on Local 0urrency Purchases

~ AID does not compfle data on a s sys tematic and current

-basis. regardfgg;;he amount of AID dollars used to purchase 1oca1
currency to carry out projects. We recommend that AID/W,specifically

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

such data on a worldwide bagis so that it will 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

ACTIVITY

ARFAS

I. Small Farm Income, -
Production and -
Employment -

Supporting Activities

Small Scale Irrigation

Small Farmer Systems X & II

Crop Protection

Cooperative Marketing

Freshwater Fisheries
Davelopment

Land Tenure Reform

Tutegrated Apriculture Pro-
duction uand Markcting

Agriculture Rescarch I & IX

Artisan Fisheries - Agriculture:~'

Agro-Forestation

25 Central/Regional Projects

2 PVO QPGs

’

—_MAJOR

II. Availability and Access to
Essential Social Services

Supporting Activities
Population Planning II
National Nutrition Outreach
Panay Unified Services for

Health .
Barangay Water I & II .
Agricultural Education Out~

reach :
Local Water Development I
Bayanihan Barangay Schools
Bicol Intcgrated llealth,

Nutrition and Population

°5 Central/Regional Projects
3 PVO OPGs

III,
Reneficiary Partici-
pation

] Supporting Activities . |

Local Development

Rural Roads IX

Real Property Tax
Administration

Bicol Integrated Rural
Davelopuent

Roado
Bicol Integrated Aten :
Development IX (BULA) .
Fund for Local Government
Development
Rural Service Centers
Bicol Integrated Area
Development III
(Rinconada)

3 PVO OPGs

Local Development and - |

Bicol Secondary Feeder »  ji

OTHER_SUPPORTING ACTIVITIES

Participant Training

Economic and Social Impact
I1 Analysis/Women in Dev.

Consulting Sérvices'

Nonconvehqional Energy

Development

D
NV~
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Program Economist . S . B - _ Legal Adviser .
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