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I. SILHMARY AND REQ7*t1ITICNS
 

A. RE KnAIN: 

It is recommended that a grant of $21,000,000 be authorLzed 
from Ecocnic Supp uFnds (ESF) to the Gove:nnt of the
 
Philippines (GOP) for the Markets project. The total FY 82
 
obligation will be $4,000,000.
 

B. PURPOSE 

7he purpose of the project is to provide ESF funds resulting 
from the amended Military Bases Agreement of 1947 to assist the GOP 
to improve market operations and construct/rehabilitate such 
facilities thraughot the Philippines. 

C. DEN-7RIF1ON 

.Theproject will support market improvements inup to 72 cities
 
and municipalities with populations of 40,000 or more. New 
facilities will be constructed and old markets will be renroated 
and/or enlargd. Approxlmately 110,000 square meters of now or 
improved market space will be provided. In addition, Improd 
systems for market management a financial accounting will be 
introduced at each participating city or municipality.. The the 
major project coqxxmts are: (1) technical assistance, (2) 
credit, and (3) training. The combination of management 
assistance, training and infrastructure will reduce current poor 
market administration and the number of inadequate, unhealthy 
facilities, thereby contributing to a more efficient, competitive 
market sys tem. 

D. SD*M OF FINDIGS
 

The analyses undertaken during project development conclude
 
that the project is feasible and that sufficient planning has been 
undertaken for implementation to begin. Specific findings are: 

I. Markets in the Philippines are a pivotal link between urban 
constmers and rural producers. They are a center of private 
economic activity. Traders within the market are highly 
competitive with the result that prices are very responsive to 
market factors. 

2. Markets are important factors in the GOP's growth center 
and national livelihood development strategies. 
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3. There is a severe shortage of adequate market facilities 
trougho the Philippines. Most facilities are over 30 years old 
and many are in a severely dilapidated condition. In qate 
facilities and severe overcrowing have resulted in reduced 
efficimcy of essential marketing foctiocs in many ares. 

4. !a larger cities sad alicivalitle , the operation of a 
ket(s) is viewed by local officills and the population as a 

required 7ublic service; further., key officials believe markts 
sxxoIld breakevefr or be a small net generator of revenues. 

5. The Markets project will be iplemented in most of the 12 
Philippine adminisrarive regions outside Manila; it will have an 
Impact on the low i ncz po ation, the majority of Whom buy or 
sell at markets. 

6. The 0O? has endorsed this project at several levels: tim 
President, certain members of the Cabinet, the Mnagent dvisory 
Cmittee (MAC), the Ministry of 1kmm Settlemnts and mS)mony
cite and rmxicplitis. 

7. Zia project implemtation process will assure established 
gineeringdeigns and tedmicaL standards. GrAl cost 

estimate used in this ProJect Paper (PP) are sufficietly accuate 
at this scage of design to proceed with detailed market decisi ; 
more data m7d extensive analym am required for aub at 
subpJecr / ~approvals. 

8 Te G0P has the m-gei=t and technical capability to 
implemnt the project. 

9. An econmic analysis indicates a very satisfactory econmic 
internal. cate of return (28 percent) may be expected from the 
project. 

L. f24LEEATICK 

The GOP will be the Grantee; the executing agency will be the 
MAC, through its Devel.opeent Projects Fund Secretariat (the 
Secretarit). Selected citie and uincipalities (local government 
units (WIs), in conjunction with the 143 Markets Program Office 
(MlS/MPO), will implemnt the project. 

F. STA1UrWY RWMJE M 

All statutory requirements have been met. 

A subprojct is efined as the impravemint(s) and/or expansion(s) 
of an eidting market(s) and/or conswwtion of a new ma.ket(s) 
within a single municipality or city for wich a single loan is 
made. 

17 
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G. ISSUES 

All Project Identification Document (PID) issues have been 
satisfactorily addressed. The proposed Implementation Plan, Part 
IV of the PP, discusses in detail the remaming administrative 
cornu.-ns and proposals to address them during projectimplementation. 

II. FROFECT BACKXRO AND DETAIM DESI KION 

A. BACKGROW 

1. General
 

On January 7, 1979, the U.S. and Philippine governments
concluded renegotiations on the 1947 Military Bases Agreement by
signing an amendment to that agreement which stipulated, inter
alia, that certain lands of Clark Air Force Base and Subi-TWal 

Swould be returned to the GOP jurisdiction. The Executive 
Branch of the United States Government al'so made a '"eat efforts" 
comitment to secure from the U.S. Congress, during the period FY
1980-1984, $200 million of economic assistance to the GOP in ths 
form of ESF. 

I ESF assistare may be provided in a broad range of ways,
bu. after conaultations with the Cngress, AID concluded that 
projectized assistance which addressed development concerns to the 
maximzn ex.ent feasible would be the best approach. This decision 
was well received by the GOP which established h MAC 
(representing all GOP ministries and agencies with any interest or
relevance to the program) with its own Secretariat to handle 
projectized ESF assistance. 

AID agreed to a s-ystem of annual dollar transfers based 
upon estimation of the requirnts of the local cost components,
which would be funded with the GOP's own appropriated pesos. De 
system ws approved by AID for the first ESF Project (Elementary
School Construction, 492-0342) and has continued in subsequent ESF 
projects. It is the system which is followed in this project. 

The Markets project is set forth in support of a 
GflP-managed fund. This fund approach was chosen because it is 
consistent with the U.S. Government's overall ESF strategy and with 
the concept that GOP-owned pesos are being used to implement
subproject activities. The fund concept places responsibility for
 
subproject execution squarely on the GOP implementing agencies
while giving AID a joint role with the GOP instructuring the
 
criteria and procedures the GOP will use in designing and
 
implementing subprojects. The fund isan extremely useful 
mechanism, for both AID and the GOP, to group into a single project
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a range of Philippine-initiated activities. By using the fund, AID 
can support, via an annual ESF dllar transfer to the GOP Treasury, 
additional OP development activities which the Philippines would 
not ottmrie be in a position to finance, and which AID would not 
be in a position to manage as separate projects. Mditionally, UID 
moditoring attention can be focused on the process by which the 
Secretariat, the MHS/MPO and LUJs plan, organize, ffrmre, 
imp1ennt and maintain local projects. 

In the case of Markets, AT' has elected not to monitor all 
the details of subprojc-t implementation, but to a major exta t to 
rely on the capacities of exisring institutions. Use of the fund 
cdoes, hoever, insure AID a "seat at the table" in deciding 
the approaches, criteria and procedures by which the subprojects 
are carried out. Iile AID will exercise limited subproject 
monitoring responsibilities, it will be concerned with the 
effectiveness of the existing institutional agt. Usi, 
this approach, subproject monitoring will not be an u an.gble 
work irem fr AID. 

The Markets project will be capitalized in two ways. 
First, AID will hold in reserve, on behalf of the GOP, an amunt of 
$0.8 million to be used for foreign exchange costs. This $0.8 
million will be disbursed usiir traditional Letters of 
Ccmimenin/Letters of Credit or other appropriate machani s in 
support of feLp technical assistance aind oyerseas 44m. 
Second, the GOP will appropriate pesos to be allotted to th fund, 
Ider t ardshlp of the Secretariat for selected market 

subproject-. In exchange for this allotment of additional pesos 
for the Max.eta project, and in exchange for the GOP agreeing to 
certain terms and co,'ditions on the use of these finds (e.g,-AID. 
nxirig, approvals and si 'dit rights), as contained in an 
executed b 1lateral project agreemet, AID will support. the local 
cost oompmnts of the fund via annual dollar disbursamants to the 
GO Treasury. This procedure is fully described In Part IV, 
Project Plans, A., Imlemar-ia.ion Plan, of this paper. 

Mx-- capitalizArJon of the fund will result in market 
subprojecti throughout the Phlippine. The Madtats project does 
not have a:; its primary purpose institutional development per se. 
However, sixce both the GOP's national Markets DevelopmentISore 
and IUs will have significant additional resources at their 
disposal gidns In institutional capacity to plan, coordinate and 
Implement deelopment wubproj acts are expected. Viil this is 
viewd as a secondary benefit of the Markets project, it is 
considered important. 
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2. The Role of Ehilippine Markets 

The distribution of food and other consumer goods in the 
Philippines is handled almost totally by private etrepreneurs 
operating in a free enr.erprise environnent. Markets play a central 
role in the complex soci-oconomic milieu of urban areas and their 
assciated supply and distribution hinterlands. This is especially 
true of lower ingoiiw consumers and traditional fanuxr. Clearly, 
markets are a pivotal element in the existing distilbution 
systems. The efficiency of the market system is deternned, .in 
part, by the efficiency and effectiveness of these .arkets. 

Simply stated, markets provide space in a camtral location 
for private buyers and sellers to exchange goods and services. 
Public agencies have tended to construct and operate the markets in 
the Philippines because of (a) deeply increnched historical and 
cultural perceptions that. markets are a goverrent airvice, similar 
to a port authority, railway station or airport facility in the 
U.S., (b) an actual or perceived fear by private izrrestors that 
they cannot obtain a satlsfactory return from the construction and 
operation of rarkets, because of their inability to capture market 
externalities (i.e., indirect taxes, increased entrepreneurial 
development, market arbitrage, etc.), (c) the vailal lity of 
"better' investment opportunities for the limd -d resources of the 
private sector, and (d)an actual or perceived 'ear by legislators, 
national GOP agencies and LGUs that markets wou±L not otherwise be 
operated in the public interest. Wether the market is publicly or 
piriwtely managed, its role is sufficiently important that it is 
subject to close scrutiny and regulation by public authorities. In 
general, the type of ownership and management of a market does not 
matmrLally change its role and performance. 

3. The Economic Functions of Philippine Markets 

The Philippine mark Ling system performs allocacive and 
pricing functions as goods and services move from producer to 
coser through a series of 7,100 islands. The geographic reality 
of the Philippineb handicaps price information and procuct flows. 
Poor roads, limited cold .-torage and truncated market regions 
combine to place great emphasis on ural market functions. The 
zrmber of steps (or levels) in :he Philippine marketing chain imy 
be few, such as a producer selling directly to a consumer, or many, 
such as a producer selling to a merchant who stores and transports 
the goods before selling to another merchant, who has a stall 
convenient to the local consumer. The efficiency w th which the 
Philippine marketing system performs these functions is critical to 
the development process and the private hector orientation of the 
economy, and is ,a major determinant of the economic and social 
well-being of the population. Through more efficient market 
functions, farmers and other suppliers miy receive higher prices, 
consumers may pay lower prices, and merchants, truckers and other 
suppliers of maiketing services may receive better returns. 
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Philippine markets are the most conspicuous places of 
exchage. heir impact goes far beyond the transactions that, occur
within their bozda-ies. In fact, because of their nature, they
fom the basis fr moa commodiy movements i rices dthout 
ti total markting system, especially fcr tne mre traditioml and 
p--ishable products. This ocus become of the relationahps
(1) be5 markets and (2) betw IndxLvidual buyers and sellers 
in the service area of each market. In general, constner 
purcbhwIrI decisins are very dpendent on prices used in ruakets 
and mrkeit prices are often used to set relative prices throughut 
the eire d system, regardless of wiare the 
traiseedon actally take place. 

The nantide and regional relationship between markets in 
gnwrly,hierarchi calI with the relationships differing by type and 
source of product. Th usual Philippine product nts to and 
throigb mrkets is showdn below. 

Typical Pilippine Market Hierarchy for Non-Local Products 

Phlipine markers, part ly markets in largrarural 
cstars, e ozrg coptitive efficinc i a .mldte of ways.For exampleT 

a. Cse amog a large ntzer of smali rs, 

trar atwd producers encourages prices related to costs and tooMrmely accepte rting re9. 

b. if a marketngf canrbdonewith less cost (pr
uixi), there is a romg ietiie for ach naior to redueo 
prices. Te first doin gainsmidei xmal evenue.&endr so 
&ues andodu drive the price &own as ty give ost or all 

of their savins. Finally, vendors who are not cficint are 
driven from the market. 

c. Price discovery is fairly easy because of the near 
universal knowledge that market prices are the most capetitive 
available. 
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d. Stpplies tend to be related to expected demand as
 
sufficient vendors have the option of increasing, decreasing or
 
skipping each market.
 

e. Demand tends to be sufficiently large to clear supplies 
within an acceptab1 e time period. Prices can be raised or lowered 
if supplies are ditappearing too fast or too slow, respectively. 

The-- Philippine competitive marke-tirng system allocates the 
available comnodities/products between the consumers ov&r distance, 
tie and form. In doing this, it uses price and supply and demand 
forces to provide the ,wcessary incentives or disincentives. 
Ideally, this system, operating efficiently should supply just the 
right quantity of the right type of comrodity/product at the right 
time to the right conster in each market throughout the systm. 
(See Anex H, Technical Analysis, for a more detailed market 
system presentation). 

4. Additional Benefits of Improved Markets 

Ccnsumers are major beneficiaries of improved markets. For 
example, there is generally (1) an improved selection and cFplity 
of goods, (2) a decrease in shopping costs due to increased ' 
convenience and other time savings, (3) improved public heildh with 
less risk of disease and accident, and (4) an improved quality of 
the shopping experience through a better market environment. 

Markets contribute to employment in relatively labor 
intensive transportation and marketing activities. They encourage 
the diffusion of entrepreneurial skills and they improve the social 
ad econcviic interaction among beneficiaries. The appropriate 
location and design of markets can help to alleviate existing and 
future urban congestion. The Philippine market system contributes 
to the expansion of private cairercial activities. These include 
retailing, wholesaling, food processing, storing and packaging, and 
a mber of commercial activities which cluster around markets. 

5. Markets in the Philippine Development Plan 

Markets link urban centers with their rural hinterlands and 
are an important factor in development strategies based on the 
growth center" and "urban functions in rural development" 

approaches. This approach is based on the idea that rural 
development can be facilitated by focusing investent on key 
functions in carefully selected centers. Key functions include: 
(1) the provision of agricultural inputs (credit, extension, market 
infornation, fertilizer, seed, pesticides, tools, etc); (2) at 
harvest transport, storage, packing, grading, processing; (3) 
markets for rural proaucts; and (4) socin-economic services such as 
retailing, cczmunication, social interaction, health care, 
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education, transportation, and administration. Criteria 4tich have 
ban used to select the "growth centers" for concentrated 
Investmet include: (1)central locaion within agricultural
regims with potential for development, (2)growth potential
edilbited by past growth, (3) well served by transportation tnk 
11na, (4) qualified and committed local leadership, and (5)
physical characteristics and basic infrastructure conduciv to 
icue develomet. The population size of the centers selcted 
my vary from 5,000 to 500,000 dpnding on the specific na of 
the region. Whereas extension and wekly marketing function may 
be provided most efficiently by mll centers, agri-proceIngz 
ium ets might focus on large regional conters. In man cases, 
such as in the Philippines, centers in many different size claiise. 
are selected for investment so that an integrated hierarchy of 
coters can be developed. 

The Philippine Five-Yar Deyelopm nt Plan, 1983 to 1987,
 
adopts a rsicnal development framework based on the growth center
 
approach. Its aim is to shift develont any frm Manila ad to
 
achieve a max. equitable regicnil distribution of dMlomnt by
foc in on selectted growt. center (Armx E). Growth center weft
"eeadAftr analysis of their projcted IlAtionfor the year 
2000, geographical centrality, transportation factors, and site 
diracteritics. They include 15 regional centers, 6 cub-rgional 
centers, 58 mjor urban centers and 108 minor urban r (Se 
Table 1, Identiflad Growth Centers). 

Lqprovemit of markets in chese canters will -help them to 
achieve their full growth center potential and tbus contribute to 
the development oi surrounding hinterlards. More efficient markets 
will mean better prices and leso hassle for farmrs, faciliate 
shopping fxyr rural resident , andi also fulil-I± now commnication 
and social intraction functions. 

6. _Eistinr Condition of Markets in the Philippines 

Tho critical role of markets inthe development process has 
already been discussed. L rtunately, markets in nut of the 
identified growth center are old and inadequate f= the needs of 
the dvelopin3 urban and rural sectors. In many cases, market 
facilities are maintained inadequitely and sanitary conditions are 
poor. Most markets are over-crod; the dumand for space
generally outstrips availability. The generally poor condition of 
facilities is exacerbatd by administratives waknes e. TIh lack 
of moaaerial and technical expertise affects both the operation of 
public mfrkets and, perhaps ore importantly, the ability of LGUs 
to obta i market financing. This combination of factors restricts 
the construction of new, efficient markets as well as the 
renovation of existing markets. Thus, markets ingrowth centers 
are not meeting their developmental potential. 
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7. Markets and lxal Governnt Revenues 

Some LGJs Senrate a significanc portion of their gross 
local revcmues frin the =rket operaticas. In a sample of these 
LGU, markets contributed gross receipts ranging from a low 10 
percet to a high of 55 percent o. all locally raised revenws. 
(See Table 2, LU Mvemu-k, Colxm F). However, accounts for 
markets are generally not kept separt-cely Lrcxm other LLU 
activities. Consequently, it is difficult ro dormine not market 
revmiea without accura c informatioa ou the total expen6io of 
these markets. Additix.%lly, local economic and political 
influmicea, particularly in the absence of accurate financial data, 
affect the setting of fee levels and market collections. 

Inadoquate market accounci~l- and management systems, and 
crowded, old and poorly mainained facilitles con-ributu to 
umvw~essarily low fee chedules which may not cov.r expenditures. 
The probleins of ina&qute facilities and poor administration are 

.can~xx ded by t.M absence of a single integraced strategy and 
program to aec and enforce standards ad provide technical and 
financial support for local markets " needed. The above problems, 
notwithstmxanig, with administrative improvements and upgraded 
infrastructure, markets could be operated to assure, at laast, 
breakewn/solf-sustalning operatioms. This wuld enable markets to 
fulfill their developmeacal and commercial requiiements for mall 
v eiofl/prducera while not creatl'1g Wi dependency on market 
revenues or supplanting larger private sector ccmmrcial 
inlitiative. 

8. Reasoni Behind te Exis~rir4 Stare of Marketn 

The inadeqaacy of te exLcing :-ituation ',is documented in 
a recent study of tho loan experiences of the Dvelopment Bank of 
the PIilippires 'DI3), thuj Land Bank of the lPfflippineas P) n 
the Govarn-znt Servico Insurance System (GSIS) with IfUlJ . One 
significant conclusion of that study is thvit few LGs requiring new 
or iuprowtd matkets have sognc financing (,Se Tables 3,4, and 5, 
Loans to LUs by D!P, LBiP and GSIS). Bitcd on data analysis, field 
intwrviwu and cabe studiL's, the follc,%,nxg oxplations were made: 

a. lWJs do noL naVe thu experib-nce or technical expertise 
to prLpare the detailed fiaubilifty atui!t.Ai and financial 
information required tar loan coruic.era:: ion. 

in DeerrLt,. 
Issues and ?ractices", University of the Philippines, School of 

17II i7okWo B. i c inv iveloping Countries: 

Economics, December 1981.
 

http:atui!t.Ai
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b. There is a complex set of bureaucratic compliance
procedures, involving several GOP agencies, which both frustrates
 
local officials in their pursuit of loan financing and caus 
seriou delays in the loan approval process. 

c. Procedures, are fragmnted, which mitigate againit
lenders establishing specialized staffs to provide technical 
aaist to LGJs for market operations and construction. 

d. A combination of the conservative applicatin of the 
net borrowing capa~city (NBC) .ec- rnt by te Ministry of Finane(HOF) end Coamnlssion oxi Audit (o), loan teiras that are far 
shorter than asset lifi! 
(10 years), and high interest raees

(20-2-%) have disqualified some U;J, and discouraged others fr= 
applying. 

It is'concluded that Rhilippine markets are: 
(1)generally congested, old and dilapidated, (2)inadequately
maintained and cleaned, (3) provi6e lent; than healthy conditions 
for food distribuxion, and (4) becaus of iniquate ti 
procedures, yield unknown net fB-ancal returns to the LGU. 
Markets are not- fully cootiI~uting to the maxketir% system anddevelqaent of the Philippinea due to limitations in the wristing
proceduire byr which markets qualify and receive financin. 

B. DETArI' DEQSfR1TYIWN 

1. Gneral 

As a response to the situation described in Part TI.A, the 
project will facilitate the introduction of a national GOT program
in seles:ted cities and municipalities of market improvnt through
technizi assistance, training and neyo construction or removs!cn. 
The Maritets project will use ESF Pn ds to materially assiat this 
program which will further srhengthen the competitive market Systen
of the Philippines. 

Ue project will exclude LGUs eligible for support under
the ESF financed Municipal Develxpent and "DF) Project and in 
Metro Mnila. Spcifically, te project.yill support now
 
ma rket improveents ii. up to 72 1/ LGQ.s already
identified by extensive GOP analysis as key growth centers. The 
project will fund up to 100 percent of the costs of approved
construu-tion, iiite izprovments, rehabilitation, training and 
requirec. technical assistance in these jurisdictions. An estimated
$8o0, o~ in 

1i7 i o-FT XY ; =it be equal to or erw.ted the peso equivalent of
$250,000. (Scv- III.B.2, Selection Criteria, page 13, for further 
explantron.) $18.0 million has been budgeted in support of the
credit coauxxent; hemce, if all loan wre of mininum size, 72 
L.Q's vA.,uld bencait: from rl-& nrnii~-r . 
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foreign exchange costs has been set aside to possibly finance
 
expatriate technical assistance and foreign training. Thea
 
remaining $20.2 million will be disbursed co the GOP Treasury in
 
support of approved local costs. (Peso equivalent of $18.0M is
 
estimated for credit; $1..M equivalent for local technical
 
assistance; and $0.7M equivalent for local training.)
 

The primary objective of t O? program which AID is 
assisting is to improve the market facilities and their operation 
in selected growth centers. More efficient marketing systems, 
along with other developmental efforts, will facilitate development 
in these growth centers and their adjoining hinterlands. The 
strategy is to provide efficient markets in already identified 
groth centers, which have been further ranked by othe-r established 
developmental criteria. As markets are associated with r.roua 
economic activities, a decision hierarchy will be employed to 
allocate limited project funds. This strategy is also 
comp lementary to the implementation strategy associated with the 
GOP's National Livelihood Movement [Kilusang Kabuhayan at Kaunlaran 
KKK)] program. The KKK, as a primary GOP devel,:,pmen program

encompassing many ongoing GOP supported activities), is a 2 

billion ($242.5 million) national livelihood iaqvmnt interded to 
help the population in 42,000 barangays develop ,moreproductive 
enterprises. Markets are viewed by the GOP as an inpozAr't element 
in assuring proper and timely distribution of increased production,
which can contribute to the ulimate success of the K;'i,.program.
 

The second objective is to assure that partic.pating IDJs 
operate markets on a breeven or self-sustaining basis. Maricets 
will be financially viable on their own, not drawing on or 
unnecessarily augmenting LGU net revenues. For some LGUs, with a 
growth center service area population of 50,000 or above, markets 
can gunerally be operated in a breakeven or self-sustaining mode. 
The scrateg., is to develop the capabilities of these LGUs to plan, 
adminiter and aintain these comaxcial service utilities 
(markets) through an improved system of sound management, staff
 
efficiency, and new and rehabilitated facilities.
 

T1h tTird clo,-;Llv related objective is to introduce an 
integrated :trateLy and program of training, technical assistance 
and credit for markets; this also demandR significant L&U 
participation. This participation is consistent with the GOP's 
intere.,t in 6-uce ncralization and local decision-making, in 
contmiling local resources, and in izroving the capacities of 
I(Us t, mrantgu local utilities and irprovement progrdms. A fourth 
objecrive is to foster a more eificient allocation oI scarce"P 
resources. -c project is supportJng und developing a review 
proc(x...re, with high stiuadards for individual feasibility studies,
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to encourage appropriate subproject choices and effective project
implementation. Concurrent with this decision process is theintroduction of a system of coat accomting which will be applied
to markets financed by this project. A financial management system
that properly measures expendLtures, sets rates and determines net 
revvwes, can improve overall decision-malig, generate a more 
cost-conscious management behavior and facilitate correct 

c monitoring of markets. It is anticipated that the
6rroved manage t system developed will 'spillover" to other IGh
tllity operations and to neighboring LGUs not directly affected by
Ieproject. 

2. Description of Project Componentg 

a. Technical Assistance ($2.0 M) 

Technical assistance forprogra implementation is
 
needed by GOP officials (LGUand'M/) improve their
administrative skills inthe operation, oneptualization, design,
and financial munagment of markts. Techni asistance of various 
types is needed to assist in activities from atpoject
identification through ccxstruction of markets and, subsequently,
to-help in the administration and operation of the mrket. The
 
required assistance includes urban and regional plm~ing, land
 
econcmics, construction engineering, finance and accomting,

evironmental health, sanitary engineering, public admiistration,
 
etc. To sasist the GOP in program implemtation, this pro ect
 
componet will have four technical assistance elements: 1)

overall project guidance and regional, urban and land use planing;

(2)financial and economic analysis; (3)architectural and

enineering design; and (4) management and accounting systms. 

The identified needs of the national Markets
 
Development Program and each participating W[J will be responded to

by the H'iS/MPO. Technical assistance will be provided to t4S/MPO

for: (a)further preparation of a market section in the

approprLite GOP development plans; (b) peeparation of a detailed
 
fesibility study and physical facility design; (c) introdution of
 
an effective and efficient cost accounting and management system;
and (d)operations review and monitoring. The project will utilize
 
Philippine private sector expertise and skills, as well as
 
expatriate consultaits as necessary. 

b. Credit ($18.0 M) 

ThiB takes the form of concessional loans (9%) from the 
Secretariat to qualified growth center LGUs for the purpose of 
financing the conacruction of new markets, and/or the upgrading or 
ei-,anding of edting market facilities. This component addresses 
th problc of capital availability for LGJa requiring new markets 
due to undersized and inadequate facilities. (See page 37 for
detailed discustion of loam terms. 
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c. Training ($1.0 M) 

This component, in conjunction with the technical 
assistance component, also responds to the need for technical and 
managerial upgrading at the MHS/MPO and LGU adinistrativ levels. 
It consists of manpower training, information sharing, applied 
research and evaluation activities. Training will be provided by 
MHS/MPO and its consultants at the subproject site and through 
regional conferences, national forums and overseas tours. 

III. PROJECT ANALYSES 

A. FINANCIAL ANALYSIS 

1. General 

For the most part, the financial virbility of the Markets 
Project is dependent upon the financial viability of each 
subproiect. A feasibility study, which includes a financial 
analysis, will be the basis for subproject approval and fuding. 
Moreover, the financial projections shown in Tables 11 and 12 
(Statement of Projected Minimum Rent per Square Meter per Month for 
Market Prototypes A through I for the First Year of Operations, and 
For Market Prototype D for Years ending ecember 31, 1983 to 
Docember 31, 1992), indicate that general subproject prototypes are 
financially viable. As a similar mthodology will be used fot'each 
subproject feasibility study, it is concluded that the Markets 
project is financially viable. 

2. Selection Criteria 

Projected de and for credit assistance to fund markets far 
exceedb the $16.0 million equivalent progrmamd- by. the!O. 
Therefore, a selection process will be employed.- This.selction 
process will address GOP development goals, ease of project 
implemntation and subproject financial viability. The major 
criteria for LGJs seeking loan assistance under the Project follow: 

a. The LGJ must be identified by the GOP as a "growth 
center." (0- Table 1, Identified Growth Centers). The appropriate 
development plans of the GOP and the LGU will indicate that the 
market is a development priority. (The subproject feasibility 
study will specifically cite the development plan.). 

b. The minimum subproject construction cost will be 
$250,000 or approximately p2.0 million. Given the $18.0 
million credit component, feasibility studies for up to seventy-two 
(72) subproject, could be developed, analyzed and evaluated by the 
M/MO. Only In exceptional cases of merit will the Secretariat, 

with prior US& ID approval, finance smaller subprojects. 
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The Secretariat and USAZ agreed on a minim.
 
subproject cost due to the following:
 

(1) The disproportionate technical assistance expense
required to evaluate, design and cstuct smalle subprojects. 

(2) The llmited financial viability dmonstrated, in 
general, by smaller markets. 

(3) Reduced GOP staff required to implement the project
by limiting the number of subprojects. 

The above conditions limit the LEUs that qualify for loan 
assistance to those with populations of apprdmately 4O,00'i/
and over. (See Amex F, Computation of Minim=. Service Projection,
for computation.) 

3. Financial Viability 

A significant factor that will dete mine subproject loan 
approval is the projected or estimated financial viability of the 
subproject. Subproject "financial viability" is defined as the
abiLity of each subproject to generate adequate revms fm rents 
each year to, at minion, mst operating expenses, cash, principal 
pay ets and other expenditures that require cost oztlays. In 
short, at a mininin, a subproject will have to project a brosakeven 
operatio, i.e., fund inflows must be greater than or equal to fund 
outflows each year. 

The breakeven approach to financial viability was selected 
over other approaches such as internal rate of retu=n, cost 
benefit, etc. for the following reasons: 

a. It focuses on the ability of each subproject to operate 
as a self sufficient cost-center within the LGU both in the short 
and long run. 

b. It provides for the repayment of principal and the 
payment of interest by the LDJs to the GOP, thereby providing the 
GOP with continued financial resources. 

4. Break-Even Projections 

The methodology utilized in Tables 11 and 12 is based on 
the requiremnt that the minizn average rent per square meter per
unit of tim be equal to or greater than the average cost per 
square meter for a like unit of time. A similar methodology will 
be used for each subproject feasibility study. 

'7.u population as enumerated in the last Census. H ver, the 
population of the service area would approximate at least 50,000. 
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For measurement purpc-ies, one year breakeven financial
 
projections are made for nine market prototypes; for one prototype,
 
a 10 year projection is illustrated (See Table 12).
 

The mnimum.- mt to be charged per square meter in order 
that a market operation breakeven under the assumed conditions 
ranged from approximately p23 to 32 per month for all 
lprortypefin the first year of operations assuming full 
ocIpancyZ/ and seventy percent (70%) occupancy respectively.
 

It can be expected that full occupancy will not be reached 
until the fourth year of a subproject. The LGUJ will, therefore, 
have to (1) balance the now operation by incrasing rates at other 
fuller occupancy markets in the initial years and/or 
(2)recapitalize interest payments and/or shift the burden of the 
early years operational shortfall to the original tenants. 
Regardless of which alternative isused by the LGJ, the rent 
charges are comparable to or below those currently charged by most 
markets. Present market fee schedules, for a market with a service 
population of 50,Q or more, open seven days a week, range from 

to tl.50 per mI/day or approximately P30 to P45 per 
/month. This revenue range, ver, decreases to 

apprmdmately ?22 to '35per m/mth for a market open five 
days a week, regardless of service population size Accordingly, 
the ability of LGUs to increase market rents and business days will 
be an important consideration in subproject financial viability. 

So that the projections inTables 11 and 12 will be 
correctly interpreted, significant assumptions are highlighted. As 
a basic project premise, it is considered that three hundred (300) 
persons support one market stall. This is a sppxiard set by MI's 
Human Settlemnts Regulatory C-xxssion (HC)- • The funding of 
a subproject is based totally on the population of the LGU. A 
market's clientele, however, will extend to the surrounding areas
 
(urban and rural attachments to the LGU or nearby c-nmities). As
 
such, the number of persons supporting a stall by this analysis
 
will be higher than three-hundred (300), increasing the likelihood 
of market success.
 

All figures used are derived from existing analyses of 
markets professional judgemnts by several AID and GOP consultants 
and MHS/M10, Secretariat, USAID and LLU staffs. 

...efined as Rinery five percent (95%) of capacity. 

2/ HSRC is charged with the formation and implementation of land use
 
laws, the enforcement of public facilities protective decrees and
 
urban land reform. AID funded consultants reviewed this 300 figure
 
and considered it to be extremely reasonable.
 

I 
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5. Operating Expense Projections 

In general, market expenses can be identified as either
 
controllable or non-controllable. Controllable expenses are
 
normally subject to direct regulation at a given level of mnagemet
 
authority. * hey are limited to the operating expenses and umally
 
consist of salaries/wages, employee benefits, sanitation, utility,
 
insurance, office supplies and materials, maintenance and
 
miscellaneous expenses.
 

A standard I employee to area (m2) r tio of 1:20 and the 
usual GOP benefit packgage are used to compute salaries/wags and 
employee bencfits. This is a high ratio estimate and by being used 
undfinly for this analysis does not take into account econoom of 
scale as the market size increases. These expenses, hwvw, will 
be computed for individual subprojects feasibility studies by 
developing detailed staffing patterns, and organization structures 
appropriate for market size and volume, and relating the actual 
ccupensation package to that offered to that job class. This will 
provide a better basis for evaluation and also for later controlling 
the expenses. It will also help in cost center identifica n 
should more than one market exist within a LGJ. 

The compensation package offered varicu classes of 
employees is defined by the GOP and LGU. 7he importace of the 
admini trative analysis of subprojects' feasibility study suggests 
that dhe WiG's be open to reclassifying position levels to attract 
qualified people for less desirable jobs or be willingto contract. 
out arket operations to a private management firm, if necessary. 

Market utility costs are normally the responsibility of the 
market administrator. Some administrators re-.ver such expenses 
fully or partially through rents, while others account for and 
recover such expenses as a separate charge. The subproject 
feasibility study, hamever, will use the latter method and provide a 
method for passing ccmazl utility expenses on to the ambulant 
vendors. 

Other expenses such as insurance, office supplies and 
materials, maintenance, garbage removal, cleaning supplies, utility 
(administrative) and miscellaneous expenses are estimated based on 
operational experience. 

Many mark.:1s are unsanitary, unhygienic and unhealthy due to 
inadequate drainage and garbage removal systems and inadequate 
funding of necessary repairs. As nutritional and health 
improvements are a major consideration for this project, the 
adequacy and/or imnrovement of drainage and garbage removal services 
will be a prerequisite to subproject recommendation by MHS/MPO and 
approval by the Secretariat. Furthermore, internal LGU mechanisms 
will be e:-tablished to charge a reasonable fee for the garbage 
removal si.rvice8 rendered. In addition, the design of the markets 

will provide for efficient garbage accunlation, storage and 
ArriFrn a. 
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6. Maintenance Costs and Sinking Fund 

Presently, many necessary market repairs are postponed or 
neglected by most LGUs due to unavailability of finds. Subproject
loan agreements will carry a covenant requiring that a sinking fund 
be set up to ensure that adequate repair funds will be available 
when necessary. Use of this fund will preserve and increase the 
useful life of the physical structures. The sinking fund,
maintained by the iLGJ, will require total annual contributions 
equivalent to one percent (1%) of total subproject cost exclusive of 
land. The total fund accumulation will not exceed eight percent
(8%) of the total subproject cost. Interest earned on the sinking
fund will remain in the sinking fund. Any interest earned which 
causes the fund to be greater than the prescribed maximum, will 
become general income to the market. As a general rule, all repairs 
in excess of r5,000.00 should be financed through this sinking 
fund. 

7. Uncontrollable Expense Projections 

Interest, principal paynent and repairs (from the sinkin 
fund) are expenses that are not directly influenced by a manager
within a given time span. They are uncontrollable expenses.
Interest md principal payments are determined by the amount of the 
subproject loan, which in turn is determined primarily by the LGU's 
NBC and population, and the market size and improvements. The 
sinking fund for repairs, on the other hand, is a subproject loan 
covenant. 

Loans made available to LGUs will bear a concessionary 
interest rate of nine (9%) per year, over a twenty-seven (27) year 
term. The note will require monthly payments and provide a maximum 
two (2) year grace period on principal payments. Interest will be 
due on a semi-ann'ial basis, beginning to accrue immediately upon
subproject copletion and acceptance by the LGU. Construction 
period interest will be capitalized and become part of the 
subproject loan. Subproject loans will also carry the following 
covenant-: Each subproject will be reorganized as a separate cost 
center within the LGU; its management, accounting, record-keeping, 
etc. will be separate and distinct from other LGU operations;
insurance coverage, in the initial amount of the subproject lrn, 
will be required. 

8. Conclusion 

The Markets project is financially viable based on 
subproject projections. This viability is especially apparent with 
respect to larger markets open seven days a week with an average 
daily occupancy rate of seventy percent (70%) or higher given the 
current market fee structure (Pl to P1.50 per ml/day) and the 
loan te::ts (nine percent (9%), twenty seven years, with an initial 
two (2) year grace on principal payments). 

http:r5,000.00
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B. 	SOCIO-FZIMIC ANALYSIS
 

1. 	Introduction
 

The socio-econic analysis of the Markets project 
cncrludes that new and iproved markets will produce benefits in. 
emess of their costs. (Annix G, Socio-economic Amex, flly 
describes he analysis, methodlogy and findings that follow 
hereafter.) hen only using those ecooic benefits which are 
easily quantified, the internal rate of return (IRR) to the project 
is computed to be 28 percent. E%m allowin for 25 percent
underestimation of construction costs or a 20 percent overstatnt 
of benefts, the computed IR.is still 23 parent. 

Markets are an essential part of the infratructure required 
to support the flow of goods and sevies from prodcers to 
consums. They represent a venie central location for private 
vendors to perform valuable cumpetitive market services. Infact, 
they are an essential component of support for the free market 
network of small private traders and producers in de Philippines. 
By iproving markets, this network, will be strengthened. At least 
for the foreseeable future, the market network inthe Philippines 
represents the most efficient and least exenaiw method of 
distribution in urban and rural areas. This is pxticularly 
important to lower inc groups.
 

2. 	 ConceptualiziNg the Economic Analysis 

7he socio-ecorcmic analysis, prepazo by a US consulting 
firm, Agros, is concerned with the..ncremenal impacts on the 
Philippine. economy of the project. At. an abetract level, markets 
contribute certain identifiable and measurable economic services. 
The value of these services is the amqxmt the consumers of these 
services are willing to pay for them.!1 Whether or not the full 
amount is nxetized (paid) is irrelevant to this socio-econoic 
analysis, as specifically cumpared to the preceeding financial 
analysis. After allowing for the cost of providing these services, 
economic beefits are produced. It is this incremntal change that
 
results in this project having a valuable economic benefit. 

1/ 	 Markets, as one part of the Philippine marketing system, produce 
value by adding spatial, temperal, form and possession utilities 
(value) to goods and services. The consumers of these utilities, in 
accordance with their demand, plan for these set-vices. New and 
improved markets will result in the provision of a higher level of 
these services. The intersection of the resulting supply and demand 
schedules will determine the value of the new level of services 
relative to old level of market services. 
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The construction, operation and maintenance of new and 
improved markets involves additional costs. These costs tenr to 
lead the resulting flow of benefits. Consequently, it is necessary 
to adjust for the time value of money. This analysis mp1oys IRR 
analysis, -here the incremental benefits for each of 25 years are 
equated to the incremental costs by use of a disccunt rate. (25 
years is used even though markets traditionally have a usable life 
in the Philippines of over 30 years. The loan tems used in the 
financial analysis (27 years), the actual usable life as determined 
by the LGJ and the econoiic life need not be identical nor should 
they be for different analytical purposes). 

3. Identifying &e Socio-Fconomic Benefits 

The project will produce a wide range of benefits throughout 
most of the Philippines. The main project benefits are suiwrized 
as follows (see Annex G, Socio-Economic Annex, for thP detailed 
discussion). 

a. Strengthening the Private Enterprise System and its
 
Participants.
 

Markets are almost completely composed of and utilized 
by small private traders and producers who require infrastructure to 
be in operation. New and improved markets will create new trade 
opportunities and will facilitate the performance of all market 
traders and producers in providing marketing services and products. 
As a result, the number of participants will increase along with the 
average level of services and products. 

b. Improving the Efficiency of the Marketing System and
 
the Allocation of Benefits
 

By replacing or improving markets that are congested 
and unhealthy, the efficiency of the marketing system will be 
enhanced. The results will include improved price and quantity 
commodity information flows, easier and less expensive access, 
improved quality and selection of goods, increased demand by 
consumers for goods and services and generally lowe,: operating costs 
for both the market and vendors. These will thereifter translate 
into higher and more stable prices for producers -ad/or lower and 
more stable prices for consumers. At the same cime, the vendors 
will tend to be relatively better off as they are rewarded for their 
additional services. The increased real incoms of producers, 
vendors and consumers will result in second round producion and 
consumption effects. 
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c. Impact on Sanitation, Health, and Nutrition 

New, improved and well-maintained markets will 
facilitate the strict enforcemnt of sanitary regulations, the 
systematic screening of food handlers/vendors and thorough
inspection of what is being sold. Additionally, a greater variety
of food (fresh and processed) will become available to market 
consumers. The net outc is the vending of an increased selection 
of food and food products of improved hygienic quality. 

Improvemnents and upgrading of market facilities will 
have a positive impact on the control or prevention of spread of the 
following major diseases: the various forms of food poisoning and 
intestinal parasitic diseases, hepatitis, awebiasis, dysentery,
typhoid fever, and tapeworm infestation. The control and prevention
of these common deseases will in turn impact on the lowerig of 
medical care costs and minimize work-disability days. 

d. I~roving Job Skills 

The technical assistance and training to be provided by
the project will improve the skill level of numerous individuals. 
As a result, the value of their future services to the economy as 
ell as their own potential income stream will rise. 

4. Measuring the Economic Benefits 

Given the state of the art in projecting the benefits of a 
market project and the available information base, complete
quantification of the economic benefits, as identified above, is 
Impossible. Instead, it is necessary to approximate these benefits 
through an alternative method. Essentially, it involves estimating
the potential econoic advantages of the major recipient groups of 
the project for a prototype market situation. The resulting benefit 
estimate uderestimate the probable project totals because many are 
intangible and could rt be accurately and reasonably estimated. 

The project's estimated socio-economic benefits are composed
of (1) the increased willingness-to-pay of existing vendors for new 
facilities (estimated at N0.50 per m'/day), (2) the 

llingne ss-to-pay of new vendors (estimatd at 01.15 per
ra/day), (3) the increased willingness-to-pay of consumers 
( stimated at 2 percent of the value of sales or 1100 per
m'/year), and (4) the increased value of direct market services 
not ctherwise included (the value of the additional labor employed,
valued at its shadow price, is used asj proxy of this increased 
output: this is estimated at 18O per m/year). 
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The beneficiaries are unlikely to actually pay/receive the 
estimated economic benefits in a monetized form. Rather, the 
amounts used represent the theoretical potential return to each 
beneficiary group and hence the economic benefit they will receive. 
As a result, these economic benefits are explicitly different from 
those used in the preceeding financial analysis. The use of a 
different prototype market in this analysis would have changed both 
the computed benefits and costs but would be unlikely to change the 
overall socio-economic results. 

5. Identifying and Measuring the Economic Costs 

Identifying and measuring project socio-economic costs are 
more straight forward and more complete. Project costs are composed 
of (1) US dollar transfers for peso expenditures/direct dollar 
disbursements of project funds for construction, technical 
assistanc. and training, adjusted for shadow prices, (2) the 
unsupported Philippine share of project expenditures for mmnagemnt 
and drninistration, and (3) the imputed cost of the land used for 
markets, based on the shadow price of the land. It is assumed that 
the new and improved facilities along with the technical assistance 
and training result in an increase (20 percent) in the productivity 
of personnel employed in managing and operating the market 
facilities. Hence, it is assumed that no additional operating cost 
for new and improved markets need be employed in this analysis. 

6. Conclusion 

As fully contained and articulated in Annex G, the Markets 
project is both socially and economically feasible and desirable. 
The project has an IRR 28 and represents an excellent way of (1) 
strengthening the Philippine private sector, (2) providing new. 
income anc improving the quality of life of a large number of. 
persons, particularly low income persons, (3) improving the 
performance of the competitive marketing system, and (4) reducing 
the incidence of sickness and disease related to food handling and 
distribution. 

C. TEGNICAL ANALYSIS 

1. The Impact of New Investmenc in Markets 

New, appropriately designed and located market structures 
and proper management of markets can make a real contribution to 
improving the efficiency of the Philippine marketing system. Proper 
design, location, stall siting, and management will go a long way to 
relieving the severe congestion associated with markets. Reducing 
congestion will benefit the whole urban area, not just those 
involved directly with the marketing functions. Larger, better run 
markets will distribute a larger volume of goods in a shorter time. 
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This can reduce transportation congestion and waiting time;
therefore, costs. Thus, mark-ups can be reduced; more people can
take advantage of the lower market prices; sales can expand; and the 
increased deisad may result in higher prices for fmars and other 
suppliers. Though dUffcult to masure, consumrs will. gain a 
considerable saving ia term of tim and conveaience. Health
benefits -Aill also be significant although difficult to meas=. In 
eim, the replacement of outdated and inadequate markets with now

efficient markets will produce benefits for a wide range of urban
 
and rural residents.
 

In addition, improved management of marksa will lead to 
more rational stall rental rates and provide new rwjiKs for
fiscally stressed LGQs. Ethrmore, new markets have a positive
impact on surzounding land values and these lands should, in tumn, 
be taxed to generate additional local revenues. 

2. Location and Other Criteria for New or Rehabilitated
 
Construction
 

It is useful to view decisions concerning market locations
 
as a two phase process. First, growth centeo most innee of am
 
market structures must be selected. Second, once a specific U;J is 
selected, decisions mist be made concerning the location of new 
market facilities within the IU's Jurisdictional bowidarie. If 
the old market is to be renovated, it is not necessary to m& the 
geographical decision, although the phasing of the construction will 
be critical. 

a. Selection of Centers 

M=ny determinants will be used for selecting LQJs in
need of new or rehabilitated market structures. The exe't criteria 
and standards will be agreed to by AID as a Condition Trecedeat (CP)

to Disburscmxn of Funds for Credit. (See page 40, Cca-ditions 
Precedent to Disbursment of Funds for Credit.3 Some illustrative
 
criteria follow:
 

(1) The W;U will be designated a growth center ti 
approved GOP plans, thus having potential for fast growth in the 
future and being a recipient of investments for that purpose.
 

(2) Eisting market facilities will be inadequate
based on size, age, location, and/or soma other significant
factor(s). A recent survey by the Secretariat ""aged the adequacy
of existing markets and the need for new or rehabilitated markets.
 

(3) The WU will have a Net Borrowing Capacity (NW)
capable of servicing the loan. Inaddition, the subproject
feasibility reports must show chat the market iseconomically and 
financially feasible. 
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(4) The LGU generally will be in a central or highly 
travelled location. The existing pattern of market flows will be 
used to assess this factor. Centrality is dependent upon existing 
transportation netwo.rks, ccmicaticn patterns, geographical 
barriers, cultural, ethnic or linguistic boundaries; and these 
historical patterns are usually quite efficient and resistant to 
change (See Annex E, Growth Center Strategy). 

(5) Strong interest in a new market on the part of the 
local mayor, the LGU council (Sanggunian) end the local treasurer's 
office. .&- r.&,innr oftflials will be cooperative and willill to 
unrirgo training on how to operate markets efficiently, s we 1 as 
keep accounts which accurately aho costs. 

(6) The population, especially the txisting 
stallholders, must be genuinely be.ind the developaent of now 
facilities. 

Some of the designated grwth centers will not be able to 
meec all of the criteria listed above. In actually selecting 
locatiorns, som compromises may have to be made. 

b. Selection of Locations Within Urban Areas 

Somvrt different criteria are relevant for 
determining where to build new market facilitime within an urban 
area. It is important to recognize that large and expanding LGUs 
need several markets, and that a corr ient long-term 6rrangemenc is 
to have one or two central market locations, and several "satellite" 
markets in different directions from the Jurisdiction's center 
betwen half and three- qrtrs of the way to the urban periphery. 
Therefore, it is not possible tu maximize all of the criteria listed 
below. In many cases, new marke-ts can bo locatod on the opposite 
side of the LLU center from the xisting cent " l market, which may 
be rehaiilitated simultarmwa.ily. In this wa 'he two markets are 
convenint for mot users atu! -­ orgutition in imO Cit'l can be 
reduced. The followt. i criL will be included ii the review of 
each marw t: 

(1) Reltively low coat for site (level.ment, 
inclodix. land; the inst llition of en site water, clectrical and 
drainage sytetli ; iuX off -ite rodd ,Mcc.i:i tid ;Avirikn. 

(2) Availability of uxiblicly u.*td, suitably locntod 
land of iufficient cha'raicter or tUu. potential fior oasy public 
acquisitiox ot land either through lcqg term l.tau, purchase, or 
eminent okxtij. 

('1) 'IC(,mitv" :i c '41' o "o c = 1t 

market n,-eds o. m tr.x<t 27 ,ttyer:; (it :iv-. mlrk,:c :.ncTui., will havu 
a firuic .l liL, ot 2/ >e'icjr). 
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(4) Ample parking for tru6ks and other vehicles used
 
to bring goods and people to and from the market.
 

(5) A location whe.e traffic congestion isavoid.i but 
reasonable access to national roads, highways and the main a.cter.9s 
of the community is assured. 

(6) Easily accessible and convenient to consumers. In 
locating naw market facilities, an attempt should be made to 
maximize tri accessibility to a market of all people within the 
market area. This implies that new locations should be selected
 
such that the system of markets (both new and old) best serves the
 
population. Markets should both be accessible to various forms of
 
public transportation and have substantial residential 
concentrations within five to sever blocks walking distance.
 

(7) Copatible with adjoining land uses. This dews
 
locatic in a commercial or mixed commercial/reasidential area as
 
opposed to an industrial zone or a strictly residential zone, or
 
next to a hospital or some other acttvity, which might be disrupted
 
by a market.
 

T7"e first five criteria suggest locations on the 
periphery of urban areas, while the last tw criteria, which are 
perhaps the most important, favor central locations. In this 
context, it appears that the criteria often can beat be fulfilled by
 
developing satellite markets.
 

For towns that have well designed land use plans,
"future" mvirket locations may be pinpointed already. These sites 
should be acceptable caupromises basad on the above criterita, .Fo 
tonina that do not have Land use plans, site selection wifl:,be a­
matter of identifying locations that can offer most of the 
attribtes outlincd above.
 

An in ortant locational factor is the externalities 
generated by markets, i.e., the effect the market has on surrounding 
property. ,Markets are ,atraffic magnet borh vehicles bringing both 
consumers and products co be sold. This added traffic has a
 
detrimental affect on mivements to and from properties near the 
market. The crowds of Low income people attracted to markets and 
the noise and smells gei-rated might be perceived as a negative 
externality by some people. O(a ithe other hand, markets attract 
consumers 6o that commercial outlets near markets benefit from 
increased clientele and sales. In general, this positive 
externality causes land values and rents to increase rapidly in 
areas surrouding a ne- market. Such increases constitute a 
windfall profit for landowners fortunate to own property near a new 
market. 
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Acquisition of land is another potential problem area. 
Because large suns of money are involved, local political figures 
and property owners have a strong vested interest in decisions 
concerning where to locate new market facilities. Public purchase 
or even long term lease provides a situation with the potential for 
influence peddling. Even if rair and equitable purchase agreements 
are reached, obtaining clear title to land can be a very time 
consumirng process. In many cases, there are prior claims on the 
land and resolution of these claims can take years. 

In short, it is safe to say that identifying a suitable 
site for a new market and acquiring the land is often a 
controversial and time consuming process. Given the difficulty of 
accurately determining the value of land, AID will finance neither 
the cost of the land nor any land acquisition processes. LGUs will 
be responsible for providing land, satisfying specific locational 
criteria, before market finance will be available. USAID and the 
GOP feel confident with the requiirment that the LGU provide well 
located land for the market. This increases the probability of 
market success and assures IGU interest. 

c. Rehabilitation or Expansion of Existing Markets 

In many ways, rehabilitation or expansion of eisting 
markets is c=siderably easier than construction of a new market 
because it obviates the controversial process of selecting a site 
for a new market. Indeed, due to the problems of selectirg and 
acquiring a suitable new site, in many cases it might be preferable 
to construct,a rzopletely new market on the site of the old market. 
However, between razing the old structure and completing the new, 
market functions can be seriously disrupted . This can be minimized 
by undertaking the construction in phases. 

Most existing markets are at least 30 years old and 
thus art. located centrally within the market systems which have 
evolved around them. It is difficult to find an old market that is 
not centrally located. However, even with a central location, 
existig; markets may have a low accessibility due to severe 
congestion. Existing markets are situated on publicly ownLi land. 
Thus, the lengthy process of obtaining title or a lease for a new 
site is not required. 

&-fore rehabilitation, expansion, or reconstruction 
project! are initiated, care must be taken to assure the adequacy of 
the locftion. Consideration will be given to all of the location 
criteria listed above. For rehabilitation projects, a critical 
consideration is the size of the existing site. Can it accommodate 
the expi-cted increase in market activity? Is there adjacent 
publicly owrned property (or easily acquired property) which can 
accommxx!ate warket expansion? Are roads serving the market adequate 



- 26 ­

to handle expected increases in traffic? How can future congestion
be minimized? Are existLrg water, sewerage, drainage and 
electricity services adequate? Can satellite markets be developed?
Can the mix of market stalls reflect commuity needs? All of these 
questions, along with those concerning economic and financial 
feasibility, will be addressed before initiating rehabilitation 
projects. In order to insure that proper attention is given the
 
above concerns, USAID will require, as a CP, evidence that these
 
questions will be fully dealt with within the feasibility study

before aubproject approval.
 

3. Design of Market Facilities 

The design for all new and rehabilitated markets will be 
based upon established GOP egineering design standards and a design 
program tailored to meet local needs. A local private architectural 
firm and/or a WI's engineering office will be involved to the 
degree possible. Information for the design program will cm from 
a variety of sources. In efforts to adapt to local architectural 
preferences, the availability and cost of local materials and the 
problems posed by such local hazards as earthquakes and typhoons
will be considered. Eisting construction systems and material 
sapplies will be observed and analyzed. Construction estimates will 
be based on the geographic location, size, and projected population
of the market area and the scale and types of product deliveries. 
Interviews will be conducted with both individual stall holders,
 
retailers' associations and consumers who use existing markets.
 
These views, along with those of local political leaders and the
 
local treasurer's office will be incorporated into the feasibility

study and design.
 

Estimates will be made of likely and desirable future 
changes in local consumption patterns, and the probability of 
changes in the existing marketing struct.re, such as direct sales by
individual producers and by production and marketing cooperatives.
Decisions will be made concerning the scale and range of activities 
to take place in the new market. These might include wet markets 
for fish and meats; semi-wet market for vegetables, and fruits and 
restaurants; dry markets for household items, groceries and 
clothing; cold storage and dry storage facilities; public restrooms,
parking, waste disposal, health and day care facilities; space for 
cafeterias and other eateries; branch bank utility collection and 
public agency offices; and meeting rooms. Offices for private or 
public organLzations will be charged a rental fee adequate to 
expenses. 1ve specific mix of commodities handled and facilities 
and services provided will be an integral part of the subproject 
feasibility study and financial analysis which will be approved by 
t h LQU and Ms/MPO. 

http:struct.re
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4. Design Prototypes 

Three market prototypes have been developed, designed and 
costed by a Philippine architectural and engineering firm for the 
Secretariat as an aid to subproject approvals. Hoever, because 
many LGUs already have designs in hand, or require a market design 
specific to land constraints and other local characteristics, these 
prototypes will serve only as a guide. The three general prototypes 
are: 

/
Estimated Cost-I U No. of Market Regular
 

P~r& alilli P) im Stalls 

A 2.0 40,000- 70,000 125 1,500m2 3-5 
B 4.0 60,000-100,000 250 3,000m2 5-7 
C 6.0 and up over 90,000 375 4,5Xm2+ 7 

'F,333/m2 ; $1.0 - PST 

In all cases, final approval of individual market facility 
designs will be the responsibility of the LGU. Comopleted market 
designs will be the subject of public review prior to final 
approval. The development of a market design will be a 
collaborative effort of the LGU, MHS/MPO and MHS/MPO consultants. 
Many WJs have the in-house ability to produce plans for and 
supervise the construction of new markets. Many medium sized 
n~micipalities may utilize the In-house capacity of their respective 
provincial goverrments. Additional expertise, from MHS/MPO 
consultants, will be used when appropriate. While the MHS/MPO will 
have input to the design process, it will not have final design 
approval. Having LGUs responsible for the design and supervision of 
construction is consistent with efforts to decentralize. 
decision-making in the Philippines. 

Although architectural and engineering capacity at the local 
level is generally adequate, the MHS/MPO will contract with 
consultants to provide specific expertise relating solely to 
markets. As mentioned previously, little market construction has 
taken place in the last twenty years, so most IGU engineering 
departments have little specific experience with design and 
construction of markets.
 

D. ADMINLTMATIVE ANALYSIS 

1. Many LUs own a market(s). Fees for space rental, services 
and utilities are fixed by the LGU council (Sanggunian) whose 
members are elected by the ccmunity. However, a maximum allowable 
fee schedule has been established by national legislation and 
enforced by Lho MOF. LGUs are allowed to establish a rate structure 



- 28 ­

up to the authorized maximum. In most cases, the local council has
establised a market ordinance that is not at the maximum authorized
by national legislation. Similarly, LGU treasurers also have
latitude in setting actual market rate schedules, so long as fees do 
not exceed either the local or national authorized level. 

The day to day administration of markets is by law2/ the
responsibility of the LGU treasurer. The treasurer exercises,
within the legislated bounds outlined above, ultimate supervision
over the market. As overseer of market operations, the treasurer
does not always impose a rate schedule equal r) that authorized by
either the local council or M3F. This sotimes results in a marketoperation at less than the breakeven point. However, the treasurer
and respective local council have the authority to set rate
schedules, which could produce sufficient revenues to fully cover 
market expenses and costs. The project, through supplied technicalassistance and subproject loan conditions, will require that themarket have a fee schedule adequate to cover all expenses. 

In some LGUs, a market aministrator (manager), reporting

directly to the Treasurer, has daily responsibility for market

operations. In these cases, the market administrator has direct

supervision over market employees. Most markets have revenue

collectors, inspectors, security guards, maintenance personnel and
clerical employees. In smaller LGLs, where market activities are

limited to 2 or 4 days a week, marketstaffs also perform oher

additional tasks for the LGU. 

2. Accounting Requirements 

Supposedly, national law sems o prohibit a LGU from making
more than 10 percent profit on activities-classified as an economic

utility enterprise (e.g. ports, airports, railway stauions, markets,

slaughterhouses, toll bridges, etc.). In practice, hover, there
 
appears to be no enforcement of this legislation. Wo recent
academic studies conducted on markets confirm that this law (also
Presidential Decree No. 231, as amnded) is largely inoperative
under Philippines practice, and revenues beyond 110 percent of
markets expenses do fund other LGJ activities. 

Under the existing system, market expenditures are difficult 
to identify or estimate. In soe LGUs, permanently assigned market
health inspectors and sanitation workers are in the health
department budget and not charged ns a market expense. At so
markets, individual stalls may have water and electricity, which isabsorbed in the total city utility bill. Many market expenditures
may also be shared with other LGU departments, making identification
of market costs imprecise. Consequently, few LGUs know in real 
terms whether market revenues are equal to, less than, or exceed 

1/ Presidential Decree No. 231, as amended 
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market expenditures. LGUs review their financial success on a 
highly aggregated level.. If gross LGJ revenues (locally generated 
and from central government allotments) equal or exceed the LGU's 
expenditures, then all LGU operations are considered sound. No 
differentiation among cost or revenue centers is usually made. The 
problem is to identify all market expenditures and compare these to 
market re enues to assure a breakeven or net revenue point is 
reached.
 

3. Existing GOP Loan Programs 

As briefly outlined in Part II, A. 7, Reasons Behind the 
Existing State of Markets, the GOP has an existing, but fragmented 
program for prioritizing and financing the construction of markets. 
Loans specifically for market construction or renovation are 
available from several GOP lending institutions--GSIS, DPB, and 
LBP. The program, however, has severe difficulties, which are 
basically: (a) low fund availability, (b) high default rate, (c) 
financing arrangements inappropriate to the LGU's needs, (d) no 
provision of technical assistance, and (e) lengthy loan processI-ig 
procedures.
 

Low utilization of available loan funds is, in part, a 
consequence of the manner by which a LGU's NBC is computed. The NBC 
is calculated at seven percent (7%) of the IfU's taxable valiation 
of real property, less outstanding loans and other indebtedrass. 
Historically, LGUs have been uncomfortable with the NBC balance 
available after financing new market construction or 4major 
renovations at commercial rates. Thus, the market potential is not 
evaluated against the debt to be incurred for solely that echAc 
utility enterprise, but against the entire LGU finances. 1his in 
itself is sound manageent from a total LGU perspective, but it 
results in f~wer markets than what is required. 

The high default rate may result from the relatively high 
interest rate and short amortization period for market loans. Loans 
for markets are at present available for a 10 to 15 year period, at 
interest rates of from 20-23%, with varying equity contributions, 
depending on the viability of the project and the overall finmcial 
standing of LGU. Many other comercial utility services proviced by 
LGUs can be financed concessionally from central GOP sources at 
10-12 percent (e.g. rural roads, buildings, water and electricity). 
Also, most concessional loan programs to the private sector (the KKK 
program, the Industrial Guarantee Loan Fund, etc.) have interest 
rates pegged at 9 to 14'.. Further, the current repayment period, 10 
to 15 years, is significantly less than the financial life of a 
market (27 years). All these loan spec "ic factors make market 
financing less favorable than other public sector prograas and many 
concessional private sector programs. 
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Lack of technical, analytical and packaging skills necessary 
to prepare feasibility studies by both the borrower and/or the 
lender have resulted in poorly developed market proposals and 
sometimes even the construction of a facility inappropriate for the 
local conditions. The consecuence is that existing goverrnent
lending programs are extremely rigid, expensive and bureaucratic, 
which IWUs find cumbersome and discouraging to utilize. 

4. Strategy 

The problems cited will be resolved by certain 
admlnistrative modifications at the MOF and LGJ level. The 
administration of this project is feasible with minor changes in the 
manne markets are organized, funded, and managed or controlled. 
These changes include: 

a. Aesur-ng that each market is operated and managed by a 
LGJ as a breakeven/self-sustaining commercial utility. That is, the 
revenue of each market is evaluated against its total expenditures 
(recurrent expenses and lon-term debt). 

(1) UL;Us will institute and comply with new cost 
accounting, finarcial management procedures and performance

monitoring requirements. LC/s will submit regular reports to the
 
M4S/MPO, MOF and the Secretariat regard!ng the financial status and
 
performance of each market.
 

(2) The I4/MRO will provide LGUs with regular
 
tednical, financial, and management assistance during subproject
 
design and in the initial years of operation.
 

(3) Treauurers and local councils and officials will 
be required to establish and administer race schedi.1es that are 
based on total market npenditures in order to achieve at least a 
breakeven operation. 

b. Qualified consultants will be used to assist in 
streamlining the processirg and evaluation of LGJ proposals to 
provide project develorent and manammenc services to LGUs and to 
provide expert advice to the MHS1Wo. 

c. Training for ILU officials, treasurers and market 
adinistracors (manager ) in the use of new techniques for the 
monicoring and mnageumnt of markets will be provided. Academic 
institutions and/or trhe private sector, will train treasurers and 
market adninistrators Jn all aspects of market operations and 
conduct applied research. 
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E. ENvIRO4TAL ANALYSIS 

most Philippine markets are lacking in cleanliness and 

sanitation systems. Extreme congestion and a high noise level also 

accompany markets. Ventilation, lighting, drainage and waste 

disposal systems are inadequate. These problems are a result of two 

major deficiencies. First, many market,; are undersized because they 
of the earlywere built to the construction standards and needs 

1950s, and before. The. population of most Philippine urban centers 
than a third of what it is today. Consequently, evenwas then less 

when assuming that population growth was anticipated, manysome 
as many persons as originallymarkets are being used by three times 

coupled with aging facilities, putsplanned. The expanded volume, 
markettremendous strains on existing markets. Second, 

are not trained to provide theadministrators and treasurers 
of sanitation and health conditions in marketrequired standard 

operations. In many circumstances, despite severely pressed 
for food could be realized byfacilities, a healthier environment 

improving market administration procedures. 

of this project is to enhance the economic,A major puapose 
identified associal and financial role of markets in -ertain LGUs 

growth centers. In numerous cases, market construction and 
operating changes will have significant enviromental impact. 

anTherefore, each subproject will be analyzed and reviewed frcm 
its consultant(s), theenvirormntal point of view by the MHS/MPO, 

LGU, and the Secreta:-Lut according to GOP and USG regulations before 

commitment of finds. An initial environmental examination will be 
Appropriateincluded in the feasibility study for each subproject. 

individual environmental analyses forprocedures are in place to do 
each subproject. 

IV. PROJECT PLANS 

A. Bfl4L AION PLAN 

1. Organizational Responsibilities 

Implementation of the markets project will involve GOP 

traditionally responsible for market administration,entities 
fiiance and planning. At the subnational level, LGUs will continue 

t, be responsible for the design and construction of, and acceptance 

and payment of debt for markets. At the national level, the 
this project inSecretariat anci 4iS/MPO will manage and implement 

task force of other GOP agencies. The specificcoordination with a 
organizations involved in project implementation are outlined below 

Figure 10, Marketsand their responsibilities are illustrated in 

Approval Process.
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a. Management Advisory Committee (MAC) 

The MAC provides general program and policy guidance to
the E3F program. The MAC, composed of eight Cabinet Ministers, is
chaired by the Minister of 1uhan Settlements. 7he MW was createdby President Marcos under Letter of Instruction 1030 dated May 271980. It amhtlzed a ecretariat under MHS to administer !SF 
projeccs.
 

The MAC, which has already spprov d the Markets project 
on the basis of preliminary documntation, will approve onlysubprojects which cost $5 million (apprdstely million) or 
M01Z
 

b. The Developmnt Projects FndA Secretariat (The

Secretariat)
 

'he Secretariat w authorized by President Marcos
under letter of Instruction 1030 dated May 27, 1980 to oversee dailyoperations of the ESF program on behalf of the MAC. The Secretariat
ispresently ging or about to begin managemet of five EF

projects - Project Design, Elmentary Schools, Clark Access Road,
kmicipa1 Development Rm ad R=al Fnx . The Secretariat
currently has a staff of appr -mately 75. The staff is experLnced
and is ,wdl traite in the many fields reqired for the succesaful
m---Ienit of the Markets project. These include engineering,

public finance, audting,, regional planning and! econmics.
 

From the existing Secretariat comlement, a markets

project staff of three persons will be charged with overall policy

and management.. This Secretariat markets staff will be augmented byshort-term details frn other GoP agencies forming the Inter-Agency

Finance Committee (IAFC). The approval for subproject finaning
will be the responsibility of the Secretariat's Eecutive Director.
The approval decisior will be based upon an assessment of the
MIS/MPO feasibility study for the subproject by the Secretariat anddebt financing approval by the IAFC. The Secretariat, through PNB,
is the formal lender to the LGU. 

c. MHS Mrkets Program Office (mRS/Mi) 

As discussed previously, no one ministry or
inter-agency group is now responsible for overall planning andprogranning for new, expanded and upgraded markets nationwide. In
essentially filling this comprehensive role, the MHS/MPO will
provide overall program and project guidance and will coordinate
subproject development, design, implementation, monitorng, and

evaluation. Staff salaries and operating expenses for MHS/MPO are 
not part of AID's contribution to the project and are not a part of
 
the ESF program.
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The MHS/MPO is responsible for the design, formation, 
implementation and administration of a nationwide Markets 
Development Program. It is specifically tasked with programming all 
GOP activities related to market construction and the preparation 
and evaluation of proposals for market distribution and/or upgrading. 

The MHS/MPO will inform growth center LGUs potentially 
el-Igible for market assistance of the following: (a) the opening of 
a loan window administered by the MHS/MPO, PNB and the Secretariat 
and (b) the availability of (i) technical assistance to LGUs from 
the MHS/MO consultants and (ii) training for LGJ officials fromMHS/MPO. 

MHS/MPO staff and local and foreign consultants, under 
contract to the M1S/MPO, will then provide LGUs with specific 
engineering, economic, financial, mnagement, accounting and other 
technical assistance to prepare feasibility studies, introduce cost 
accounting system and manage/evaluate completed subprojects against 
design feasibility criteria. Approved feasibility studies will be 
endorsed to the Secretariat for loan financing. 

At present the MHS/MPO has a staff of seven persons. 
As the Markets project will provide the initial funding to what is 
proposed to be a hI.5 billion Markets Development Program, the 
MHS/MPO staff will increase significantly over the next several 
years.
 

d. Inter-Agency Finance Committee (IAFC) 

An IAFC, composed of representatives from the MOF, MOB, 
MLGC, and the Secretariat, is responsible for assuring that the 
proposed subproject loan is within the capability of the LGU. The 
IAFC, the same as that currently being utilized under the MDF, will 
evaluate and recormend, for Secretariat, and, as necessary, MAC 
and/or USAID approval, projects which are financially viable and are 
within Te-inancial standing of the LGU. The IAFC will evaluate 
the NBC of the LWJ proposing the market subproject to assure debt 
servicing capacitL.
 

e. Philippine National Bank (PNB) 

Basic banking (cashier) responsibilities will be 
undertaken by PNB. PB is the largest Philippine commercial bank 
and is a well established government corporation handling a number 
of concessional and commercial lending programs. As indicated 
earlier, PNB will not be involved in subproject feasibility 
evaluation and performance monitoring. The Secretariat will enter 
into an agreement with PNB, similar to that in effect under MDF, to 
perform only subproject disbursement and collection functions. 
USAID, as a CP, will approve this agreement prior to any credit 
disbursements. 
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f. Local Government Units (LGUs) 

LGUs, under the direction of the chief executive but 
primarily through their respective Treasurer, Plaming and 
Devlopment Staff and Engineering Office, will identify, design and 
implemet market subprojects. 

To assure demand for new market construction, upgrading 
or expansion, consultations ,;'_l be conducted between LC leaders 
and the MHS/MPO. The LGU will meet with he local population and 
market user groups as required to assure comarmity acceptance.
Subproject approval by other GOP agencies, where appropriate, is the 
responsibility of the LGJ with the assistance of the bffS/MPO.

Market approvals or endorseents my be required from the Reiional
 

ineer (Ministry of Public Works and Highways), the Regional
 
Office of the National Economic and Development Authority, and the
 
HSRC, anong others. LGJs are (1) responsible for the repayment of
 
the concessionary loan adinistered by PNB and lent by the
 
Secretariat and (2) to be trained in and expected to utilize
 
modified accounting and managemt systems in the operation of
 
markets as impls ted and prescribed by MHS/MPO.
 

In general, larger ILs are well organized
admnigtratively and have performed well in past programs providing

quality construction in a timely manner. LQ04 ha the capability, 
to varying degrees, to undertake the additional construction and 
implement the administrative procedures proposed uder-this project
without adversely affecting existing cmmitments. 

AID has had many years of experience working with
 
LGU's. LGU's will implement their respective subprojects in
 
accordance with standard GOP procedures and regulations and. the
 
terms and conditions of the Project Agreement.
 

g. Agency far International Development 

Almost all project costs will be local. For local 
costs, AID will provide dollars to the GOP in exchange for the GOP 
using its budget resources to carry out agreed upon subprojects and 
provide agreed upon outputs. When the Project Agrment is signed
and CPs are met, AID will transfer dollars to the Treasury of the 
Philippines equal to the estimated peso cash requirements needed to 
meet the annual local costs of the project. These disbursements 
will be arnmual feitures of the implementation plan, as will the use 
of regular GOP budgetary resources to implement the subprojects.
This allcws AID to rely on established GOP procedures and 
administrative apparatus. This local cost procedure: (1) allows 
AID to disburse dollars in advance of local costs expenditures which 
support base-related reasons for providing ESF assistance; and (2)
allows the GOP to use its own appropriated pesos to carry out agreed 
upon activities leading to agreed outputs. However, the USAID will 
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continue to be involved, in a reduced way, in monitorig these 
focused on the institutions carryingcomponencs. Monitoring will be 

upon criteria andout 	the subprojects in accordance with agreed 
then the project will be deemed to be

procedures. If they do, 
then the AID will have the right to

successfully completed; if not, 
of failure. In order to determinereview the system for the source 


whether the irntitutions are properly implementing the project,
 
USAID will monitor by exception. Feasibility studies will be 

reviewed on a random basis. Subprojects meeting the agreed upon 
upon procurement procedurescriteria and implemented tnder agreed 

will only be spot checked to ensure outputs are occuring as agreed 
procedures which are outside upon. Subprojects and/or procurement 

fully reviewed and approved by
the 	pre-approved criteria will be 

closely checked inmoreUSAID before proceeding and will be 
AID 	willimplementation. Given this institutional orientation, 

minimize its implementation monitoring and approval role and 

workload. The major implementation responsibility, howver, will 

rest with LGUs and the MHS/MPO, the implementing agencies. 

Under the foreign exchange assistance to this project, 
will be used to purchase foreignregular AID procurement procedures 

to provide training.contractor services and 	 overseas 

2. 	 Assessment of Institutional Capability 

It is USAID'a judgment that the Secretariat, the M4HS/MFO, 
are capable of executirgLGUs and other participating GOP agencies 

the Markets project as presented herein. Appropriate plans are in 

to insure effective commitment of funds on a subproject basis.
place 

3. 	 Implementation Schedule 

be implemented over approximately 6The Markets project will 
years with initial $4.0 million obligation in August 1982. Tkhi.. 

scopes of work for the 1M/MPO consultants will be completed by the 

end of FY 1982. It is expected that some consultants will be on 

board by the start. of CY 1983. With consultant inputs, and as a 

result o the extensive contracting, policy and procedures, work 

the MDF project, the CPs to Disbursement of
already completed on 

Funds in support of the Credit Component will be met by mid-1983.
 

have market designs available and
As many eligible IGJs already 
subproject identification and design has begun, construction may be 

expected in late ]983. 

4. 	 Mjnitori1_Reportinp 

To keep track of project execution and respond effectively 

to problns or di-fficulties that may arise during implementation,
 
GOP monit)ring and reporting will be undertaken at the project and
 

subprojecr. levels.
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At the project level, reports on the completed quarter's
actual expenditures and on the next quarter's expected expenditures

will be prepared by the Secretariat for submission to USAID. The
reporting and monitoring of the physical progress of the project
will be done at the subproject level. They will cover not only the
subproject implentation phase, but also the conceptualizatio and
the poet-implementation phases of subprojects. Documents related to 
the development, execution and evaluation of the subproject, will be 
collected by the Secretariat and forwarded to USAID for encoding and
input to its computerized project manhgement system. All -Aocuments
and reports will be returned to the Secretariat after they have been 
processed. (Please see Annex I, Project !tnegmit System - Izact
 
Documnts, for the list of documents and reports.) Inaddition,

visits to project sites will be made randomly and at strategic

stages of project execution by the USAID Project Officer and
 
Engineer(s) as well as appropriate GOP officials.
 

5. Procurenent/Contract Approvals 

Since subprojects will essentially be developed and
 
onstructed with G.O.P. owned pesos, A.I.D. will not be involved
 
with approval of individual contracts, source/origin requirements,

review of competitive procedures, etc. Instead AID will agree with
 
the Secetariat that the subproject idpmtificadion, design and
 
planning criteria established under the MDF Project will be
 
followed. Further, the procuremnt procedures established under )F
will be followed. AfD will approve all contracts over t25.0 
million (approximately $3.0 million) or when a subproject does not
 
adhere to pre-approved project procedures (See Special Covenants,
 
page 40). The Secretariat and AID will approve all foreign

procurnt and the approval of all TA contracts central to the 
overall implementation of the Project with scopes greater than a
 
particular subproject. 

6. Source/Origin 

Markets of the type supported by this project are rarely

found in the U.S. Techmical assistance and training for new and

improved market operations can easily be secured in Latin American
and other Southeast Asian countries. Therefore, foreign te.cical 
assistance and oversean training will be also available from ende 
941 and Cxoe 935 countries. 

E-cept an AID may agree otherwise inwriting, all project
construction servvicea, equipment and materials will have a 
source/origin of Code 00(U.S.) or Philippines. 
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All subproject loan payments will be paid to PN then
 
deposited in the Philippine Treasury.
 

3. Dollar Disbursements 

a Foreign ExchanRe Costs 

Foreign exhange mxenditr (training and technical
assistance) will use standard AID Letter of Ccmimiment/Letter of
(redit disburseaent procedures. AID will disburse the dollars
directly to the suppliers in accordance with appropriate AID
 
approved contracts.
 

b Local Costs
 

AID will disburse dollars annually equivalent to the 
pesos required to finance local cost expenditures for one year.Dollar disbursements will be made to the Philippine Treasury and
will become 
 free foreign exchange at the time of the disbursement.
The GOP will use appropriated pesos to execute the local cost
 
components in accordance with the Project Are t. 
 The pesos willbe disbursed from the GOP Treasury General Rind and will be owned,controlled and accounted for solely by the GOP. In the ProjectAgreemnt, the GOP will agree to: the AID rview and approval
procedures contained in Annex I of the Project Areement, andelsewhere in the Agrenment; (2) report to AID on the peso uses in

quarterly progress, manegement and financial report-,; and, (3)
allow fo,. audit and inspection by AID of the aqgd upon project

elemets financed by the pesos.
 

4. GOP Budgetary Procedures. 

The GOP peso/AID dollar disbursement system for local cost
 
conent is presented below:
 

(a) A life-of-project appropriation for the project has
been includad in the G's CY 1982 General Appropriation Act, as
 
supplenented.
 

(b) After the Project Agreeuent has been signed and C2s 
met, the appropriated project pesos will be fully allotted to theSecretariat. This allotment and subi;Cmient reallotments to MlS/MPOand LQJs allow the implementing agencies to enter into obligations
such as loans and service and consttuction contracts. 

(c) AID disbur enta of dollars to the Philippine Treasurywill be equivalent to the estimated peso cash requirements of theproject for the ensuing telve months and will be linked as closely
as possible to the date when peso disbursements are scheduled to =men. The GOP will then release a Cash Disbursement Ceiling 
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.' N(CDC) inpeso equivalent to the amount of the dollar disbursement. 
. .The CDC is the GOPs internal authorization for disbursements of 

(d) Whereas dollar transfers will be based on estimat~d 
N, 
 -"annualcash requiremnts, requests for additional amounts may be 
S prcessed more frequently thn ifpesdisbsnts exe'annually 


Ss.On the other ha , if peso disbus"its are' slwer
 
o thdsucceedingodollar disbursement would be heldup' 

orrdue accordingly.N 

N' 4Under this procedure, AID dollars are not directly+ ,N,,. N ' . N4'..N. aN NN.N INN ...... ........ ..
linked to 'local cost supjects. Rahr, GOP pesos are used in 
accordance with GOP regulations to implement the project and prode
agreed upon outputs. 

* 

5. Retroactive FinancingN 

.MHS/MPO has already started a nationwide Markets Developmnt'
Program which this project supports in part. Construction costs 
incurred 'by the 1415 Markens Development Program's subprojects
meeting requirements of this project after December 21, 1981 (the
date of the Public Law appropriating foreign assistance funds for EY 
1982) will be conisidered for peso reimbursement as allowable costs. 
Any reimbursement from peso appropriated project funds will be 
considered by AID in determining the initial dollar disbursements 
under the project. 

6. Loas/epay/nt 

andorLG~s will be provided with necessary resources in cash 
an/rin kcind on a loan basis. These will be repayable in pesos.

Amortizetioii payments flow back to the Philippine Treasury General 
Fund. The Pr'ject Agreement will not restrict the use of these peso
re-flows to any particular activtty(ies). 

7. Conditions, Covenants and N!Etiating Status 

a. Conditions Precedent (CPs) to Initial Disbursement of 
Funds
 

Theare will. bg no CPs.to intial disbursements for 
N'.....technical assistance and 'training or annual dollar transfers in.
 

exchange for GOP pesos being appropriated for these purposes.
 

. .
N N N ++~++!++++++++ + +++++++ + ++i++++i?+i++ +++~+ ++ +++++it ?++++++++++++ + + ++ ++++ 
N NN N N 'N N' N N N ' . N a N N~'a'. 
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b. Conditions Precedent to Disbursement of Funds for Credit 

The first dollar transfer equivalent to support the
 
credit portion of GOP subprojects will require the following CPs
 
which will be included in the Project Agreement:
 

(1) Evidence that the Cooperating Country has 
established community review procedures, location criteria and
construction design standards for the construction/rehabilitation of 
market facilities. 

(2) The first subproject report containing: evidence 
that the city or municipality is capable of administering the 
proposed subproject, an analysis of th'e present facility and its 
operation, recommendations for immediate improvements and/or new 
construction, alternate solution studies; cost data; and an 
econraic/financial/technical/engineering/locational/social/environ­
mental feasibility study. 

(3) The agreement between the Secretariat and 
Philippine National Bank for administration of subproject loans made 
to cities and municipalities. 

The credit component of the Project will be available 
for disbu:sement upon satisfaction of the above CPs. 

c. Soecia. Covenants 

AID will include the following special covenants in the
 
Project Agreement:
 

(1) The Parties agree that any changes in the approved
financial terms, conditions and procedures for the handling of any
subprojecu loans of the Project shall be approved by both Parties. 

(2) he Parties agree that any agreements entered into 
during th! life of the project between a city or municipal 
governmenu and other government entitites or private enterprises for 
the managt-,ment or u:ilization of profits of markets funded by the
Project shall have rhe written approval of the Secretariat before 
being executed. 

(3) 11- Parties agree that any agreements (debt or 
equity) entered into during the life of the project between the 
city, the aunicipalty, the Secretariat, and/or the PNB and any
other financial orginization for financing markets included in the
Project shall have the written approval of the Secretariat before 
being executed. 
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(4) The parties agree that any agreements entered into 
during the life of the project between a city or municipal 
goverrment and the Secretariat shall contain the following 
covenants: (a) the market(s) financed will be recognized as a 
separate cost center within the LGU and (b) appropriate insurance, 
in the amount of the loan, will be obtained. 

(5) The Parties agree that the proceeds of the Project 
shall be made available to qualified cities and municipalities 
outside those encompassed in Metro-Manila and those eligible for 
financing under the Municipal Development Fund, unless AID otherwise 

r*2es in writing. 

(6) The Cooperating Country shall agree to adhere to
 
and use the Secretariat contracting manuals for procurement of goods 
and services, the manual for financial services and the standard 
Secretariat/City/Municipality Agreement, approved as Conditions 
Precedent to Disbursement to the. ESF funded Municipal Development 
Fund, in implementation of thle Project. 

(7) The Cooperating Country shall agree to use the
 
same type of subproject analysis and feasibility report as approved
 
by AID as a condition for initial release of the dollar transfer in
 
support of the credit component as a basis for approving all other
 
subprojects.
 

d. Negotiating Status 

All of the above conditions and covenants have been 
discussed witn appropriate GOP officials, and no problem with 
incl.sion in tie Project Agreemnt is anticipated. 

6. Audit 

.The GO?'s Commission on Audit (COA) will continually review 
project activi-ies as LGUs, the MHS/nMP and the Secretariat are 
regularly audited by OA. Further, an established Certified Public 
Acconting firm will be contracted to provide the financial analysis 
for Each subproject feasibility report and to implement a program of 
cost accountin; for approved subprojects. As a result, each 
subproject wili in effect be audited by an outside firm as to 
viability and compliance with project goals. 

The established AID provisions for audit will be in force. 

C. EVALUATICN PLAN 

A flexible evaluation plan is proposed because all specific 
requirenents for evaluative information cannot be identified at this 
time. The first joint GOP-USAID evaluation is scheduled for a time 
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when five (5) subprojects have been certified complete for at leasttw months. An optional second evaluation might be conducted latein the life of the project if the first evaluation, monitoringreports, and project reviews indicate a strong need for additional
evaluative information. A total of $80,000 is set aside for 
evaluation under the Training Component. 

The logfram (See Annex J) will serve as a general guide for thedesign of the first evaluation which will assess present andpotential future achievement of project purpose, the viability ofhypotheses linking inputs to outputs to purpose and the validity ofproject a3sumpticns. The evaluation of the design will focus on keyissues id~mtified during the first phase of project implementation.
While suchi issues cannot be specified accurately at this time, they 
may inclule: 

1. The success of the new markets as viewed by consumers,
retailers, local political leaders, treasurers, public health

workers, MHS/MPO and the Secretariat.
 

2. P.oj.ct impact: (a) on the capacity of MHS/MPO and the
Secretarit to bring about improvemnts to markets, and (b) on

market wa-iagement at the local level by LGUs.
 

3. The impact of the markets on revenue generation, on consumer
prices and satisfaction, on farm prices and on congestion. 

4. S~ecific recommendations for improving subprojectimplementzation. 

5. L.ssors which can be utilized in the design and
implement.tion of other development interventions. 

While these issues are rather general, the actual evaluationwill address a relatively small number of specific issues for whichinformaticn is needed for project management and decision-making 
purposes. 



TABLE 1 

Identified Growth Centers
 

Region 	 Regional Centers 


San Fernando 

Dagupan-Lingayen 

San Carlos 

(Sub-regional centers) 

Baguio, La Trinidad 

(Sub-regional centers) 


II Tuguegarao 

III 	 Sim Fernando 
Aneles City 

Tarlac 

(Sub-regional 'enter) 


Olongapo City 
(Sub-regional center)
 

Major Urban 

Centers 


Urdaneta 

Laoag City 


Ilagan 

Baggao 


alolos 

Baliung 

Cabantuan City 

Paniqui 

San Jose City 


Minor Urban 
Centers 

Agoo
 
Tayug*
 
Vigan
 
Alaminos
 
Candon
 
Bangar*
 
Batac*
 
Bangued* 
Mankayan* 
Bontoc*
 
Manabo* 
Bangui* 

Echague
 
Cabagan*
 
Aparri 
Tabuk 
Bayombong*
 
Cabarroquis* 
Ballesteros*
 
Lagawe*
 
Conner*
 
Palanan*
 
Basco*
 

Balanga
 
Palayan City*

Mariveles
 

Bagac*
 
Masinloc*
 
Iba*
 



IV Metro-Manila 
(Metropolitan Center) 

IV-A 

v Legaspi City 

VI Iloilo City 

VII 	 Metropolitan Cebu 
(Metropolitan center) 

Lucena City 
IMUS 

San Pablo City 
Lipa City 
Batangas City 

Sta. Cruz 

Nasugbu 
Calapan 
Lopez
Catanauan 
San Jose 
Puerto Princesa City 

Naga City 
Iriga City 
Tabaco 
Daet 
Masbate 

Bacolod City 
Silay City
Cadiz City 
Kabenkalan 
Roas City 

Toledo City 
Dumaguete City 

Tanay 
Silang 

Infanta*
 
Boac
 
Polilio*
 
Quezon*
 
Bwxgabong
 
abro
 

Odiongan*

Baler
 
Romblon*
 
Coron*
 
Brooke's Point
 
Taytay (Palawan)*
 
Cuyo*
 

Pili
 
Sorsogon
 
Goa
 
Sipocot
 
Irosin
 
Virac
 
San Jacinto*
 
Cataingan
 
Viga*
 

Jordan 
Passi
 
La Carlota
 
Kalibo
 
San Jose de
 

Buenavista
 
Culasi* 
Bruanga* 

Carcar 
Tagbilaran City 
Bais City
Talibon 
Santa Catalina 
Bogo

Kanlaon City*

San Francisco* 



Samboan* 
Garcia-Hernandez*Siquijor* 

VIII Taclcban City Calbayog City 
Ormoc City 
Catbalogan 
Maasin 

Baybay 
Carigara 
Basey 
Catarman 
Dulag* 
Calubian* 

Boonan 

Oras* 
San Juan* 
Quinapondan* 
Victoril* 
San Franiisco* 
Mapanao 

IX-A Joo Isabela 
Siasi 

Tandu Bas* 
Mambung* 
Tunkil* 

IX-B Zamboanga City Pagadian City 
Dipolog City 

Margosatubig 
Ipil 
Siay* 
Molave* 

X Cagayan de Oro City
Butuan City 
(Sub-regional center) 

Ozamis City 
Gingoog City 
Valencia 
Malayba lay 
Surigao City 

Oroquieta City
Balingaag 
Kitao-tao* 
Prosperidad 
Initao* 
Tubay* 
San Francisco* 
Mambajao*
Santa Monica* 
Dapa* 



XI Davao City 	 General Santos City Kiamba* 

(Metropolitan Center) Tagun Tandag* 
DIgos 
Madi 
Korauiadal 
Bislig 

Cotabato City Marawi City Malabang* 
Iligan City
(Sub-regional center) 

Midsayap 
Maganoy 
Tulunan 

Tubod* 

Kidapawan
Isulan 

*Growth Center with a population less than 40,000 

SOURCE: 	 Techmical Report on Growth Centers, Ministry of Human Settlements, 
Policy and Research Section, 1979, pp. 89-91. 



TAUE 2
LW-AL GOVERNMENT UNIT RE61MM - S7E1Th AREAS: 1978 

(In Thwusad of Peso.) 

A B C D E F C 
Gross Reveue Markat Revemes haricet Revues As Market Revnue.%Total Prcn Operation As a Percent of a Percent of LocqilyLocal Jurisdictin Population Ra~us As a Percent ofof Public Whrkets Total Revenues Raised Rwemuems Iocal Taxesb/ 

Barotac HLeo 42,926 883 187 21.18 31.27 
 52.67
aimmsg 48,457 632 96 15.19 21.72 40.68Iloilo City 260,413 17,391 1,670 9.60 
 11.71 16.06
H7aw 70,501 693 102 14.72 21.42 53.40Oton 46,120 567 51 
 8.99 13.21 36.43
Passi 57.017 1,204 191 15.86 31.36 
 87.21
Tigbauen 37,443 406 77 18.97 29.84 
 45.29
 
T CityScl 109,613 5,674 544 
 9.59 11.38 18.29
71,z14 1,356 
 426 31.42 
 44.51 100.47
47.724 650 
 234 36.00
Sor&sogod_/ 62,07S 1,025 153 

55.19 178.62 
14.93 19,82 
 38.44
 

a/ locally raised revemie ia revenue from taxation plus non-tax revenue rt of Allomets and aids andcontrbcln. 
b/ Local taes i revue from taxation not of Bureau of Internal Revenue Allotwentd. 

C_xuCed using 1977 figures. 

S(XlHFE PASIC DATA: (1) PopI1tion for 1979 is frnm several epeclal releases of the Office of Executive Director,National Nemnua and Statistis Office. (2) Fiscal data are from selected local government financial reports to the
Ccmlmasian on Audit.
 
SOUCE: Bahl et al. [1981], Table VII-1, pp. VII-3.
 



TABLE 3 
TONSITOlJs BY DBP - 1976-80 

(In Thousands of Pesos) 

of Project 

Markets wn 
Slaughterhouses 

Heavy Equipment 

1976 
R¢abeir Amount 

10 16,313 

9 20,237 

14 

15 

12 

1977 
Mxxt 

40,868 

38,515 

1978 
N*igher Aout 

6 17,381 

5 9,824 

1979 
Nuber .wunt 

2 21,050 

13 39,582 

Fire Fghting Equippentt L/ 1 43,500 

Water Worksb/ 1 12,000 2 260 

Electrical System/sL 

Cadastral Surveys 1 1,350 

Others 

Tota l s/ 20 48,550 29 79,643 13 72,055 15 60,632 



(TABLE 3 - Cont.) 

Type of Project "N 
1980 
980er 

Total 1976-80 
Tomtmt1976-

Total - Outsltandig 
Decer 31, 1980 

Markets and 
Slaughtertxxmes 5 13,831 38 109,443 146 

Heavy Equipment 7 27,583 46 135,741 50 

Fire Fighting Equipt 1 43,500 1 

Water Worksb/ 
 3 12,260 26
 

Electrical Svitem_) 3 
Cadastral Surveys 
 1 1,350 4 

Others 

6 

Totals_/ 
 12 41.4144/ 89 3V2,294S/ 236 176751Y
 

a7 A loan to WEtropolitan Manila for purchabe of equipment

S/ With the formation of Lxyoai Water Utility Administratlon (LwiIA) and National
Electrification Administ-ratin (NEA) few loons are now being made for.utilities.
c/ Annual totals include projects wiich have been approved but not necessarily totally


fuded.
 
d/ Only t12,000 of the total amount approved was released in 1980.
e/ Of the 1976-80 total, f139,194 or 44 percent was for local governments in Region IV.
1_/To the outstanding total of 176.7 million, an amount of P1Q!.5 million should
be added for approved but as of yet only partially funded-projects. This would bring


the aggregate total to r278.2 million.
 

SCURCE OF BASIC ATA: Unpul-lshied data, Development Bank of the Philippines, January 1981.SOUR(CE: Bah] et al. (181), Tanhli TX-2, pp TX-20, 20n. 



TAKE 4
 
TLWGM LQO.UNY U 19n-@ 

(to 7husond of ?,os) 

Toal 
TYT! or n 1977 19? 1979 198D Total 1977-8I0 m 31 19 

hblicuts" nd Rxib,. r A) 1"iEww 6 -u nt ir Amun Itauir,] a munt "iber-Aon 

S 
15.5 

46%.artusm 2 7.100 1 4.700 4 11,490 4 12,33 11 ".628 

Heavy EqImmmt 4 19,213 4 35,753 13 67,480 8 25.140 29 147,586 89,519 
Farm rqApn 6 5.927 16 9.058 14 7.529 7 2.539 45 25.083 17,568 
Cclacl lItldtLv 1 3,000 1 2,439 2 5,493 4.252 
Liad Ccnaxrutio 1 2,881 1 - _5000 2 71_81 2_._d 

Toca I -b1 1S 35.121 22 52.541 32 88,992 20 56,017SE/ 89 232,671 129,000.­

*1L" NiWl rM1w to local g0Verrimta Started in 1977. 
_ Te "approve ld i" refai-, o he wrsale n mod m of Joan approied by the Board. All the fuis wereDOC ncsarily ditba-asd d-riuS the yer th~e low we'e approvd.C/ In 196. th, total unt actuilly diabuLaal to l al gover ts wa 7.8 willion 14 jcxx of th aumt 
d/ To ti-a omstgAnJI total of 1129 alllon, an amount of P7.8 aIllim shlud be a fdedfrcmu approved but as 

of yt only pertLally fizsx projects. 

S O O 'MSICI1ATA: Unlkl i data. Land Bw of ttw Rdiippnt-s, Janary 1981. 
Bahl, St a. (1981), Table LX-3, pp. IX-22, 22s. 



TALKE 5 

LO MWIJ&J BY GSIS 

(In 11Kou51XK Pesos) 

Total 
Out~standing 

1979 March 31, 1979-a/ 
Type of Project Number ?untt 

Markets and I> 14,290 

Slaughterhouses 

Comircial Buildin 1 31,100 5 34,332 

Electrical Systems 7 6,482 

Water Works 1 564 

Cemeteries 1 40 

Bridges 1 73 

Beautification 1 7,425 1 7,425 
Projects Manila 

Totals 2 38,525 31 63,206 

a/ The period covered is from 1956 to March 1979. Excluding the t 
loans in 1979, GSIS made no loans to local governments between 1974 and 
1979. 

SOLRCE OF BASIC DATA: Govermeont Service Insurance System, May 1980. 

SOURCE: Plhl et al. Table IX-4, p. IX-24.
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SIUMary 01 UblI gatlons andl Proj ectin of Expeixitures by Fiscal Year (tOOs) 

Fiscal Year
Activity B2 83 84 85 86 87 88 1UTAL 

Obligations 4,000 10,000 7,00 ­ - - - 41000 

Exendi ures 1,000 3,000 3,000 4,000 5,000 5,000 21,000
(Anticipared Disburse 
meints to the OCIP 

Cumulative Obligations.

Less Cumulative 
Expenditures 4,000 .13.000 17.000 14,000 10,000 5,000 



TABLE 7 

Projection of Detailed Expenditures by Fiscal Year ($O00s) 

Fiscal Year 
Expenditures 82 83 84 85 86 87 88 Total 

Technical Assistance ­ 500 500 300 300 300 100 2,000 

Credit 
 - 450 2,300 2,400 3,500 4,550 4,800 18,000 

Trainirg - 50 200 300 200 150 100 1,d" 

T o t a 1 - 1,000 3,000 3,000 4,000 5,000 5,000 21,000 



TABLE 8 

(OSTiN OF MOJECT 0U1WTS/INuRs 
(In $000 or equivalent) 

outputs*
Inputs 	 /1 #2 

AMD 	Appropriated (ESF) 2,000 18,000 

Host Country 500 2,700 

Total 
 2,500 20,700 

*1. Planning, analysis and design for up to 72 markets. 
2. 	 Up to 72 new or rehabilitated markets.
3. 	 Market managers, treasurers and officials trained in up

training for LGU and MHS/MPO staff. 

//3 Total 

1,000 21,000 

100 3,300 

1,100 24,300
 

to 72 LGUs; 



TABLE 9 

SUWR COST ESM TE AND FINANCIAL PLAN 

MARKErS 

Source "' A' Host Mountr 
Use oX LC FX LC Total 

Technical Assistance 500 1,500 - - 2,000 

Credit - 18,000 18,000 

Training 300 700 - 100 i00 

Land - - - 2,700 2,700 

Adminis tration - - - 500 500 

Total 800 20,200 - 3,300 24,300 
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Notes for Tables 11 and 12 

NOrE 1. 	 SIGNIFICANT ACCOUNTING PRINCIPLFS: These financial projections 
are based on a flow of fund concept of accounting. The purpose
of the projection is the computation of a minimum rent per 
square meter of space per unit of time, that is necessary to 
generate adequate funds to, at a minimun, meet the expenses and 
obligations that require cash outlays. 

IVTE 2. 	 ASSU4IlIO: The projections are based on the following
assumions'and are an integral part of these financial 
projections. 

- Three hundred persons will support one stall. (Source:
Hman Settlement Regulatory Commission (HSRC). 

Land for subprojects will be provided by the Local Goverrnment 
Units. The cost associated with land will not be recovered 
through rents. 

- Others 	 as indicated in notes. 

NMTE 3 	 SUBPROJFC= LOAN: The subproject loans, equal to the estimatL 
construction cost of each prototype, will bear an interest rate 
of 9X per annum for twenty-seven (27) years. The loans will 
require monthly payments with principal payments commncing in 
tne third (3rd) year. The loan agreement will also carry
certain covenants enumerated in notes to the projections. 

NTE 4. 	 GiNSTLCrON COST: The construction cost of each prototype is 
b5sed on the following ,ssumptions: 

- Land will be provided by the LGU. The cost of land will not 
be passed on to tenants in the form of rents. 

- The average size of a stall and the related access area is 
twelve (12) sq. meters. The stalls and the related areas 
being six (6)sq. meters each. (Source: HSRC standard used 
throughout the country).
 

- The average cnstruction conJt (market and off-site 
improvements) of one (1)sq. meter is tl,350. 
Construction costs include architectural fees, labor, 
materials, construction period interest, a ten percent (10%) 
profit margin and three percent (3.) taxes. Costs are 
expected to increase at a rate of ten percent (10%) per 
year. (Source: Philippine Association of Builders). 
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r5,0M ari Mprvemt to2 subrojct wil be hanle
 

thrug a2~ sikn fund for repairs, and imrvmns 	 naon 

t~~'ha5.e assume beRequalS thRV~e~toJN AtD wilfrrepairse 

eualn 	 thoe piercn of thoe constrcincs.wl 
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thge trd(r)ar afpeter oincstuctn a rat equialt
 

placed 	in tchedl 1,i fperdtingquartel begiriganiOutay 

a'inlationwinh tis fsumdhao been eblcedt eghpere
 
*.(a) oflriethes arescoearned
sttuctionncost. 	 osung asfn 

* hs benass to ratio tof appriatelequal 	 1:r0.airs 
duringle ofar 	 elwthaes 	pr rojen. 

NO.S PE
r~ 6 OPLATION OpeatF ses for. protoyp SAZAR 

sqar ra0istaerto000 mee of poiae120.h 

Ov50000100,000 	 31 -3 70082.00 

(b) 	 Inuac xes is computed at one-and-one-half (1 1/2%)
 
pecet construiction cost.* Minmum insurance, coverage

in the amount of the loan will be mandated by the Loan
 
Agreement. 

(c) 	 Office Supplies and MaterialsIare computed at 075 per 
employee 	per month, which is fifty percent (50%) of that 
usebygovernment offices 

(d) 	 K~meac xes is computed at sixty five hundredths of
 
one pecn (U-6754~) of construction costs which
 
approximates that 'used by the Development Bank of the 
Philippines. 

(a) 	 Garbage Removal Expense is computed at one percent (1%) of
 
construction cost.
 

http:70082.00
http:constrcincs.wl


(f) Cleangn$ Sulies and Miscellaneous Expenses are computed 
at one half of one percent (1/a) of construction costs 
each, while utility expenses of the administrative offices 
are estimated at?1,0 per month. 

N3TE 7. RNTS: It is assumed that mechanisms will be established and 
'&F6-cedto increase rents to keep pace with inflation, and that 

approximately ninety-five percent (95%) occupancy, defined as 
full occupancy, will be reached by the end of the third (3rd) 
year. In computing the minimum rent required per square meter 
per month of utilized space for prototype D, it was assumed that 
the occupancy rates for years 1983, 1984 abd 1985 are 70, 80 and 
90% respectively, and that operating expenses were not affected 
by the lower occupancy levels. 



SaLades/WAges and 
Other Benefits 

Insurance 

Office Supplies
& Mt terials 

Mainterane 

arbage Rmiox1l 

Cleanir-g Supplies 

Utilities
 
(Akinistrative) 

Mi scel Iarlcus 
Exises 

TOTAL 

A 

' 2.01 


88,140 

30,000 

11,700 

13,000 

20,000 

10,000 

12,000 

lO,00 

194,840 

MUEATI WDEES PHPARlW G 
IIlFST AND IPAIRS FOR 

B C D 
f 3.a1 iP 4.01 P 5.0M 

142,500 187,500 260,400 

45,000 60,000 75,000 

17,100 22,500 27,900 

19,500 26,000 32,500 

30,000 40,oX) 50,000 

15,000 20,000 25,00 

12,(£O 12,000 12,000 

15,000 20,000 25,000 

29., 100 __ .. 507, .80. 

UaYS EUW MW CF 
MWCEr P G)YffS 

E F 
6.01 P 7.01 

355,680 411,840 

90,000 105,000 

34,200 39,600 

39,000 45,5000 

60,000 70,C(O3 

30,000 35,000 

12,(O 12,000 

30,000 35,000 

.650,880. 753,.0 

G 
z 8.01 

468,840 

120,000 

45,500 

52,000 

80,000 

40,000 

12,000 

40,000 

857,000 

H I 
P01 01 p 10.01a 

544,320 613,800 

135,000 150,000 

50,400 55,800 

58,500 65,000 

90,000 100,000 

45,000 50,000 

12,000 12,000 

45,000 50,0XJ0 

980,220 1,096.660 



S EE 1 
OPERATIC EXPESES R E CSH WMrUS EMIEI IF 

MlflDESr AND IPAIRS FOR lMCETPRMPES 

A B C D E F G H I 
1 2.01 1 3.01 1 4.01 1 5.Oi 6.01 1 7.01 J 8.03 1 9.1 1 10.01 

Salaries/Wges and 
Other benefits 88,140 142,500 187,500 260,400 355,680 41-1,840 468,840 544,320 613,800 

Insurance 30,000 45,000 60,000 75,000 90,000 105,000 120,000 135,000 150,000 

Office S&pplies 
& Ma terials 11,700 17,100 22,500 27,900 34,200 39,600 45,500 50,400 55,800 

Mainterarce 13,000 19,500 2b,000 32,50 39,000 45,5000 52,000 58,500 65,000 

Garbae ak Il 20,000 30,00U 40,000 50,000 60,000 70,0LE 80,LUW 90,000 100,000 

Cleanirn Supplies 10,000 15,000 20,000 25,00 30,000 35,000 40,000 45,000 50,000 

Utilitics 
(AdainistraLiv) 12,000 12,1O 12,000 12,000 12,0O 12,000 12,(M 12,000 12,0W 

Exlcnr'es lO,o0 15,000 20,000 25,(WO 30,000 35,000 40,000 45,000 50,000 

TTAL 14.840 296J00 W8.ODD %. 7 . _65 0 753._40 857.000 980.220 1.09,.660 
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DE RUFHC 37473/Si 3350415
 
ZNR UUUUU ZZH
 
0 01127Z DEC 81 
 11 DEC 81
 
FM SECS T ATE WASHDC TOR: 1418
 
TO AMiMBASSY MANILA IMMEDIATE 9900-01-2-03--..--- CN: 11145
 
OT 
 CHRGE: AID
 
UNCLAS STATE 317473
 

AID-6
 
AIDAC 
 INFO: CPU
 

7/AW

E.O. 12065: N/A
 

TAGS:
 

SUBJECT: LIVELIHOOD DEVELOPMENT FUND PD (492-0365)
 

REF: A. GAIR TEAM REPORT
 
B. MANILA 24737
 
C. STATE 219115 (LOU)
 

1. SUMPiARY: ON 11/6/81, APAC REVIEWED SUBJECT PID IN
 
LIGHT OF REFS A, H AND C AND APPROVED PROCEEDING WITH
 
DETAILEC PROJECT DESIGN/PROJECT PAPER. IN SO DOING, APAC
 
DETERMINED THAT DESIGN OF THE DENDRO-THERMAL COMPONENT
 
SHOULD BE BASED ON ACTUAL VISAYAN SITES SELECTED FOR
 
AID SUPPORT. DETAILED GUIDANCE FOR PP DESIGN FOLLOWS
 
UNDER FOUR CATEGORIES. BESIDE GUIDANCE CONTA:NED HEREIN,
 
SPECIFIC RECOMMENDATIONS OFREFA REPORT AND SUB-

REPORTS SHOULD BE CONSULTED AND INCORPORATED INTO PP TO
 
THE MAXIMUM EXTEUT PRACTICABLE. WHERE CURRENTLY APPLICABLE,
 
THE MANAGEMENT, TECHNOLOGICAL AND SOCIOLOGICAL CONCERNS
 
OF REF C SHOULD ALSO OE ADDRESSED PP. END SUMMARY.
 

2. DENDRO-THERMAL (WOOD-FIRED) POWER GENERATION COMPONENT.
 

A. SITE SELECTION AND FEASI8ILITY ANALYSIS.
 

(1) BASED ON EXTENSIVE DISCUSSION APAC DECIDED THAT
 
VISAYAN 3ITES BE IDENTIFIED AND ANALYZED FOR FEASIBILITY
 
IN THE PP. APAC CONSIDERED BUT DECIDED AGAINST AN OPTION
 
WHEREBY SITE SELECTION WOULD FOLLOW PROJECT AUTHORIZATION
 
BECAUSE: A. AID WILL BE ASSISTING A SMALL NUMBER OF SUB-

PROJECT SITES (THREE); B. THE SUB-PROJECTS CONSTITUTE
 
LARGE-SCALE CAPITAL ASSISTANCE; AND C. WE UNDERSTAND THAT
 
USAID/GOP HAVE PRELIMINARILY IDENTIFIED A FEW PROMISING
 
SITES, 71E NUMBER OF WHICH CAN BE REDUCED TO THREE DURING
 
AN APPROPRIATELY TIMED PP DEVELOPMENT EFFORT.
 

(2) FOR EACH SITE, PP SHOULD OUTLINE HOW SITE LENDS
 
ITSELF TO HOUSING THE POWER PLANT IN TERMS OF PHYSICAL
 
t#IARACTERISTICS, CAPABILITY OF LAND FOR CULTIVATING
 
FUELWOOD, AND POTENTIAL USE OF GENERATED ELECTRICITY OVER
 
THE SHORT AND LONG RUNS. PP SHOULD ALSO OUTLINE THE
 
MAJOR EVENTS - IN THE FORM OF A CPITICAL PATH OR PERT
 
ANALYSIS - FROM WHICH POSSIBLE BOTTLENECKS AND CONSTRAINTS
 

./4 UNCLASSIFIEt, STATE 317473
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CN LDa E -AN ROE WAUELT $T$EATH U
 

H" 13 ESSENTIAL. FO PLANNING AND
 

~CONTROLLINik. IONSHIPAN'D SEQUENCE' OfP.THE VARIOUS 

TECHZ POSED FOR PROJECT SITES.
 
E C-0 jiIS. _SEVERAL- DOCUMgMT3 AVAILUBIP TOG 

THE'AOA v5-lb TO GUIDE THEl ECO0iOMIC :ANALYSIS: Of 
PROEAC 39,NCLUOE: E :THE'DEl'LUCIA (ME1TA 

~SYSTEMS) ~ ~ YISjz THE:CT MAIN FEASIBILITY STUDY-Of
 
!NEA'S OWN GUIDELINES FOR DENDRO-THERNAL,,4
~ARCHo1 


PROJECTS..4i 

--- EC*ANAEMN. 

(1) ENERS OP MNGET.CONCERN WASEXPRESSED ABOUT
 
i~w~THE TECHN "CAPACITY OF NEA TO MANAGE AND SUPPORT THE
 

C 6 ASPECT.OF THE PROJECT CE.G. SPECIES,ENERGY 

DIVERSlf NMu TREE IMPROVEMENT EFFORTSP GROWTH YIELD
4. PROJECT OPTIMUM PLANTATION SIZE AND RELATED ISSUES). 
ACCORDII THlE DETAILED ANALYSIS/DqSIGN OF PROJECT 

.INDICATE-WCA WHATTIdHNICAL MANAGEMENT
 
SK 1 ILSSQUIREDLPOP NIA STPJFu BOTN AT SENIOR AND
 

SSIES 


JUNISLAND AT CENTRAL AND FIELD SITES; (S),NOW
 
NEA ROIETHE REQUISITE TECHNICL MANAGEMENT
 
SKIL 3, CC) NEA RECRUITMENT PLANS TO ENSURE THE STAFF
 
REU ITlTHE THREE PROJECT SITES. OF LESSER PRIORITY
 

CHNICAL COVERAGE AT THE SITES.- BUT ALSO IMPORTANT*
THAW, 

TWll LYSIISHOULD INDICATE HOW THE-PROJECT WOULD HELP
 
STh HEN NEA'S OVERALL TECHNICAL 14ANAGEMENT OF ITS
 
NA3I@PL DENDRO-THERMAL PROGRAM.
 

(210vgNERGY CROPPING ANALYSIS. SPECIFIC.TECHNICAL
 
FOR, INCORPORATION INTO THE PP ARE: CA)
 

AiPROJECTION OFSBIOMASS GROWTH AND YIELD7FOR EACH Of THE
 
THREE PROJECT.SITES FOR THE FIRST TEN YEARS. THIS PRO-

JECTION. SHOULD 0 SEuD Olt SITE SPECIFIC FACTORS SUCH AS:
 

4RECOMMENDATIONS. 


> --SOIL TESTS FOR EACH SITE: TO IZNCLUDE PH AND M*ACRO AND
 
<ICRO NUTRIENTS (E.G. PHOSPHORUS* MODYSDENUM# ETC.) FOR
4M

'OPTIMUM TREE GROWTH (ItSOIL 1I ACIPP OR IF NUTRIENTS
 
AllENOT ADEQUATE FOR OPTIMUM TAKEGROWTH* WHAT ARE THE
 

~ECONOMICS OF NECESSARY SOIL AMELIORATION?);
W;, JARFST A.....R r............'
 
I++++++:++.:++ ++++;+++ +++!+++++: +:+++++++j+++ + ++% 4y+ 

>~TERRAIN IRREGULARITYP~ SLOPE# AND EROSIVITY;
 

kSOIL FERTILITY*.MINERAL STATUS, AND TRACKE LEMENTS; 

RAINFALL AMOUNT, SEASONAL OLSTRIIUTION* AND SOIL DRAIN-

AGE;
 

EXISTING BIOMASS ONO0R ADJACENT TO SITE; AND
 

> 1/4 UNCLASSIFIED STATE 317473 
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SEEDS WITH RHYZOBIUM BEFORE
 

UNCLASSIFIED 


INNOCULATION OF LEGUME TREE 

PLANTING.
 

(B) FOR EACH PROJECT SITE, 	A SPECIFIC SPECIES DIVERSI-


FICATION AND TREE IMPROVEMENT MANAGEMENT PLAN SHOULD BE
 

THIS PLANe AS WELL AS GROWTH AND YIELD
ELABORATED. 

PREDICTIONS, SHOULD TIE INTO THE CRITICAL PATH APPROACH
 

INTO A WELL DEFINED AND
SUGGESTED ABOVE AS WELL AS 

FLEXIBLE EVALUATION ACTIVITY THAT PERMITS MID-COURSE
 

MODIFICATION OF THE PROJECT.
 

(C) A SEED QUALITY CONTROL 	PROGRAM FOR EACH SITE
 

(CERTIFIED VARIETIES WITH KNOWN PROVENIENCES SHOULD BE
 

IDENTIFIED).
 

(D) 	DETAILED, SITE-SPECIFIC ANALYSIS FOR HARVESTING.
 
FEEDSTOCK PREPARATION (E.G.
TRANSPORTATION SYSTEMS, AND 


DRYING, CHIPPING, WHOLE LOG PROCESSING, ETC.). THIS
 

ANALYSIS SHOULD INCLUDE AN EXAMINATION OF CURRENT PRIVATE
 

AND GOP OPEriATIONS. IN SELECTING CONSULTANTS FOR THE
 

ENERGY CROPFING TECHNICAL ANALYSIS, THE PAC SUGGESTS
 

PREFERENCE fIOR FIRMS/INDIVIDUALS WITH EXPERIENCE IN TREE
 

FARM PRODUCTION SYSTEMS.
 
PP SHOULD INCLUDE A DETAILED PROCURE­(3) EQUIPMENT: THE 


MENT 	PLAN. IT SHOULD IDENTIFY HOW THE ITEMS WILL BE
 

IT SHOULD IDENTIFY THE ELECTRICAL/
PROCURED ANtr BY WHOM. 

MECHANICAL-EQUIPMENT AND MACHINERY TO SE USED THAT THE AID-


ASSISTED PLANTS, INCLUDING THE NOMENCLATURE OF SUCH
 

EQUIPMENT AND ALL AUXILIARY COMPONENTS, CONNECTIONS,
 
TO SUPPORT THE REQUIRED COST ESTI-
CONTROL SYSTEMS# ETC. 


THE PP SHOULD INDICATE THOSS COMPONENTS AVAILABLE
MATE. 

SHELF AND THOSE THAT MUST BE MANUFACTURED FOR THE
OFF THE 


SHOULD INDICATE
PROJECT AND THE LEADTIME FOR EACH. THE 	PP 

EACH LOCATION
IF THE TRANSMISSION/DISTRIBUTION NET IN 


SUCH NET(S) ARE TO BE PROJECT FUNDED.
ALREADY EXILTS OR IF 

THE PP SHOULD INCLUDE A LISTING OF ALL
IN ADDITION, 


SUPPORT EQUIPMENT CWOOD HARVESTING MACHINERY, TRANSPORT
 

VEHICLES, ETC.). A MAINTENANCE/SERVICE PLAN FOR ALL
 
INCLUDED.
PROJECT EQUIPMENT AND MACHINERY SHOULD ALSO BE 


BASED ON REF A REPORTi 	APAC
C. FINANCIAL AHALYSIS. 

IN THE FARMER ASSOCIATIONS
EXPRESSED CONCERN THAT FARMERS 


(FAS) MAY NOT FULLY UNDERSTAND THE FINANCIAL AND CREDIT
 
DEVELOPMENT (I.E.


ARRANGEMENTS BEING PROPOSED 	DURING SITE 


FOUR YEARS) AND ESPECIALLY ARRANGEMENTS DURING
THE FIRST 

THE REPAYMENT YEARS. FJR EXAMPLE, PAYMENZS TO FARMERS
 

BE PERCEIVED AS DAILY WAGES
CURRENTLY PARTICIPATINU MAY 


RATHER THAN DISBURSEMENTS FROF A MEDIUM-TERM GOP LOAN TO
 
THERE IS NO


THE ELECTRIC COOPERATIVES (ESPECIALLY IF 

THE PP SHOULD FULLY DESCRIBE HOW


LAND-LEASE IN EFFECT). 

THE PROJECT UILL OPERATE FINANCIALLY WITH SPECIAL ATTEN-


FAS AND PARTICIPATING FARMERS WILL BE
TION TO HOW TH7 

COMMITMENTS
FULLY UNDERSTAND THE FINANCIAL
EDUCATED TO 


INCLUDE A FINANCIAL
THE PP SHOULD
INVOLVED. fURTHER, 

STATEMENTS
INCLUDING PROJECTED FINANCIAL
CASE-STUDY, 


AND EXPENSE, SOURCES/USES OF
(E.G. BALANCE SHEET, INCOME 

WILL BE FINANCIALLY
FUNDS, ETC.) SHOWING HOW THE PROJECT 
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VIABLE AT THE COOPERATIVE, FA AND INDIVIDUAL FA MEMBER 
LEVEL. THE CASE-STUDY SHOULD COVER AT LEAST ONE HARVEST
 
PERIOD AND. SHOW HOW TIMBER SALE REVENUES WILL COVER COSTS
 
INCURRED 0 THE POINT OF SALE. KEY ASSUMPTIONS SHOULD BE
 
SET FORTHP PARTICULARLY AS TO HOW THEY WOULD PERTAIN TO.
 
THE THREE SITES PROPOSED FOR AID SUPPORT.
 

D. ORGANIZATIONAL ASPECTS.
 

(1) THE FAS ARE RECOGNIZED AS THE GRASS-ROOT LEVEL
 

ORGANIZATIONS THAT WILL BE DEPENDED UPON TO PROVIDE A
 
STEADY AND SUFFICIENT SUPPLY OF WOOD FOR THE DENDRO-

THERMAL PLANTS. FOR PP PREPARATION, A SURVEY SHOULD BE
 
TAKEN OF THE EXPERIENCE/PERFORMANCE TO DATE OF EXISTING
 
FAS. FINDINGS AND RECOMMENDATIONS OF THE REVIEW SHOULD BE
 
PRESENTED IN THE PP ALONG WITH A DESCRIPTION OF FA EX-

PERIENCE TO DATE AND LESSONS LEARNED THAT WILL BE USED TO
 
IMPROVE THE PROSPECTS FOR PERFORMANCE UNDER THE AID-

SUPPORTED PROJECT.
 

(2) BASED ON THE SURVEY OF EXISTING FAS, THE PP SHOULD
 

SET FOR H IN DETAIL HOW THE VARIOUS ORGANIZATIONS - FASo
 

ELECTRIC COOPERATIVES, NEAR OTHERS - WILL INTERRELATE
 
AND FUNCTION FOR PROJECT IMPLEMENTATION. OF SPECIAL
 
INTEREST HERE WILL BE DENDRO PLANT MANAGEMENT AND LAND-

LEASE ARRAN6EMENTS. THE PP SHOULD DESCRIBE BOTHo ES-


PECIALLY LEASE ARRANGEMENTS IN DETAIL (E.G. THE PARTIES,
 
LEGAL RIGHTS AND OBLIGA' IONS. TENANCY. ETC.), AND CONTAIN
 
A COPY OF THE LEASE FORM TO BE USED AT THE AID-SUPPORTED
 
SITES. A KEY QUESTION FOR USAID CON-SIDERATION IS WHETHER
 
AN EXECUTED LEASE, ACCEPTABLE TO AID AND THE PARTIES.
 
SHOULD BE A COND..TION PRECEDENT TO DISBURSEMENT AT EACH
 
OF THE THREE PROJECT SITES.
 

E. IMPLEMENTATION AND MONITORING. THE IMPLEMENTATION
 
PLAN OF THE DENDRO-THERMAL COMPONENT SHOULD BE*OUTLINED
 
BY PUTTING THE MAJOR EVENTS IN THE CRITICAL PATH
 
ANALYSIS, INCLUDING INTERVENTIONS THAT WOULD RELIEVE
 
POTENTIAL BOTTLENECKS.
 

UNCLASSIFIED STATE 317473
 2/4 
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3. GASIFIERS FOR IRRIGATION AND CHARCOAL PRODUCTION
 
COMPONENT.
 

A. IN GENERAL, THE APAC RECOMMENDS THAT THE PP CONTAIN
 
THE SAME CATEGORIES OF ORGANIZATIONAL, FINANCIAL AND
 
TECHNICAL MANAGEMENT ANALYSES (WITH APPROPRIATE MODIFICA-

TIONS) AS RECOMMENDED ABOVE FOR THE DENDRO-THERMAL COM-

PONENT. THE TIMING AND MAGNITUDE OF EQUIPMENT FINANCING
 
AND ARRIVAL SHOULD BE DEALT WITH IN THE CONTEXT OF THESE
 
ISSUES. IN ADDITION, THE PP SHOULD PRESENT A SUMMARY OF
 
THE JAPANESE ATTEMPT TO DEVELOP CHARCOAL PRODUCTION IN
 
THE PHILIPPINES AND HOW LESSONS LEARNED IN THAT EXPERIENCE
 
WILL BE USED IN THE IMPLEMENTATION OF THIS PROJECT
 
COMPONENT.
 

B. THE ECONOMIC ANAL'YSIS SHOULD EXPLICITLY TREAT THE
 
FOLLOWING ITEMS, AMONG OTHERS: APPROPRIATE SCALE OF THE
 
GASIFIERS AND CHARCOAL OPERATIONS; LOCATION OF KILNS
 

RELATIVE TO RAW MATERIALS; TRANSPORTATION COSTS; PROCESS-

ING REQUIREMENTS; AND ASSUMPTIONS RELATED TO ALL THESE.
 
IN THIS CONNECTION, SPECIFIC PP ATTENTION SHOULD BE GIVEN
 
TO MARKET AND DEMAND PROJECTION AND TO WHO MARKETS THE
 
CHARCOAL.
 

4. MARKET MANAGEMENT/CONSTRUCTION COMPONENT.
 

A. MARKETING :YSTEM APPROACH. APAC APPROVAL FOR DE-

TAILED DESIGN OF THE MARKET MANAGEMENT/CONSTRUCTION
 
COMPONENT - BO7H SOFTWARE AND HARDWARE - IS BASED ON
 
PRELIMINARY INFORMATION CONTAINED IN REF B AND AMPLIFIED
 
IN ASIA/PTB'S '-30-81 MEMO TO THE PROJECT COMMITTEE.
 
THE APAC IS ASKING THAT ANY SIGNIFICANT DEVIATION FROM
 
THE APPROACH OUTLINED BE EXPLAINED IN THE PP. ALSO, THE
 
APAC WAS MINDFjL OF THE DANGER THAT MARKET MANAGEMENT/
 
CONSTRUCTION A;TTIVITY MAY BE IMPLEMENTED WITHOUT REFERENCE
 
TO THE MARKET !.YSTEX AS A WHOLE. THEREFORE, APAC STRESSED
 
THAT DESIGNERS FOCUS ON IMPROVING THE PUBLIC MARKETS AS
 
SOURCES OF REV.NUE GENERATION FOR LOCAL GOVERNMENTS.
 

B. DEMAND FOR MARKET FACILITIES. THE APAC RECOMMENDS 
THAT THE PP IN(LUDE AN ANALYSIS OF MUNICIPALITY DEMAND 
FOR MARKET FACILITIES, WHETHER THROUGH REMODELING, RE-
PLACEMENT OR T1E CONSTRUCTION OF NEW FACILITIES. SPE-
CIFICALLY, THE PP SHOULD CON AIN (1) THE SET OF CRITERIA 
- - - SED TO cELECT SITES AND (2) A LISTING OF PROBABLE 
OR POTENTIAL SITES AND PRELIMINARY COSTS ESTIMATES FOR
 
EACH THE LIST SHOULD TOTAL NOT LESS THAN 56 PERCENT
 
(AND PREFERABLY MORE) OF THE FUNDING LEVEL REQUESTED FOR
 
THIS COMPONENT. FINANCIAL VIABILITY IS ONE KEY CRITERION
 
AND THE PP SHOLLD EXPLAIN HOW IT WILL BE DETERMINED AT
 

EACH SITE.
 

C. DESIGN, CONSTRUCTION AND SUPERVISION PROCEDURES. THE
 
PP SHOULD FULLY DESCRIBE THE PROCESS BY WHICH PROJECT
 
MARKETS WILL BE DESIGNED, CONSTRUCTED AND THE MANNER IN
 
WHICH THE WORKS WILL BE SUPERVISED. SINCE THE DESIGN OF
 
EACH MARKET WILL LIKELY VARY, THE APAC SUGGESTS THAT CARE
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BE TAKEN TO DEVELOP A DESIGN APPROACH THAT WILL REALIS-

TICALLY DETERUINE WHEN REMODELING (VERSUS REPLACENENT) IS
 
FEASIBLE AND WHEN IT IS NOT ON A COMPARATIVE COST OASIS.
 

5. OTHER ITEMS.
 

A. PROPOSED CHANGE IN FUNDING LEVEL. AS REQUESTED IN
 

REF Bp TOTAL FUNDING FOR THIS PROJECT IS BEING REDUCED
 
BY DOLS 1.1 MILLION TO DOLS 46.1 MILLION FROM THE DOLS
 
47.8 MILLION SHOWN IN THE PID. SEPTEL FOLLOWS ON IN-

CREASE IN PROJECT DESIGN FUND (492-1343).
 

B. ENVIRONMENTAL. THE PID REQUESTED A NEGATIVE DETER-

MINATION AS TO THE NEED FOR AN ENVIRONMENTAL ASSESSMENT
 
(EA). HOWEVER, THE PROJECT'S DENDRO-THERMAL, CHARCOAL/
 
GASIFICATION AND MARKET COMPONENTS HAVE POTENTIAL FOR
 
CREkTING ADVERSE IMPACTS ON THE ENVIRONMENT. THE APAC
 
RECOMMENDS THAT Ak EA BE CONDUCTED ON THESE COMPONENTS AS
 
PART OF PP PREPARATION. ADDITIONAL GUIDANCE ON EA TO
 
FOLLOW IN SEPTEL.
 

C. TIMING OF PP DEVELOPMENT. THE PID PROPOSED PP
 
COMLETION AND REVIEW IN THE FIRST QUARTER OF FY 82.
 
BASED ON THE NUMSER AND COMPLEXITY OF DESIGN TASKS RE-

QUaED, THE APAC kECORMENDS THAT THE USAID/GOP NOT FEEL
 
PRESSED TO TRANSMT PP AND THAT NECESSARY TIME BE TAKEN
 
IN THE COLLABORATZVE DEVELOPMENT OF THIS PROJECT. A -


THI.D QUARTER TARGET FOR PP COMPLETION WOULD
 

APPEAR MORE REALISTIC.
 

D. PROCEDURES AND RATES OF LDF DISBURSEMENT.
 

(1) THE PRIMARY PURPOSE OF THE LDF AND OTHER ESF PRO-

JECTS IN THE PHILIPPINES IS COMPLIANCE WITH THE COMPEN-

SATLON ARRANGEMEN*YS ASSOCIATED WITH THE AMENDED MILITARY
 
BASES AGREEMENT. CONSEQUENTLY, PROCEDURES FOR AND RATES
 
OF DISBURSEMENT OF LOF PROJECT FUNDS ARE -KEY CONSIDERA-

TIONS. THE PP SHOULD SHOWP IN A SEQUENTIAL ORDERP WHAT
 
THE USAID MUST KNOW AND DO BEFORE DISBURSEMENTS EITHER
 
IN DOLLARS OR PESOS, ARE MADE. THE APAC RECOMMENDS THATP
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FOR EACH LDF COMPONENT, SPECIAL CARE BE TAKEN TO DEFINE
 

DISBURSEMENT PROCEDURES, TO REALISTICALLY ESTIMATE-DIS-


BURSEMENT RATES, AND TO CLEARLY OUTLINE BOTH IN THE -P.
 

(2) DURING DETAILED 	DESIGN, IT MAY BE POSSIBLE TO
 

IDENTIFY 	APPROPRIATE GOP EXPENDITURES ALREADY MADE FOR
 

IF THE USAID WISHES TO PROVIDE FOR
PROJECT COMPONENTS. 

ON A RETROACTIVE
AID REIMBURSEMENT FOR EXPENDITURES 


BASIS, PLEASE ADVISE AID/W WELL IN ADVANCE OF PP PRE-

THIS-
SENTATION IN ORDER THAT NECESSARY CLEARANCE OF 


APPROACH MAY BE OBTAINED.
 

E. TDY ASSISTANCE. 	 AID/W PREPARED TO HELP ARRANGE
 

.NECESSARY TDY ASSISTANCE FOR PP PREPARATION. P EASE
 

ADVISE REQUIREMENTS AND DESIRED TIMING ASAP. HAIG
 

STATE 317473
4/4 	 UNCLASSIFIED 
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PROJECT CHECKLIST
 

A. GENERAL CRITERIA FOR PROJECT
 

1. 	81 App. Act. Unnumbered;
 
Sec. 653(b).
 

(a)Describe how authorizing a) Congressional 
and appropriations Comiittees Notf c ion 
of Senate and House have been
 
or will be notified concerning b) Yes
 
the project; (b) is assistance
 
within (Operational 'ear Budget)
 
country or international organi­
zation allocation reported to
 
Congress (or not more than $1
 
million over that amount)?
 

2. 	F Sec. 611 (a)(1). Prior to a) Yes
 
Obligation in excess of
 
$100,000, will there be (a) b) Yes
 
engineering, financial other
 
plans necessary to carry out
 
the assistance and (b) a reason­
ably firm estimate of the cost
 
to the U.S. of the assistance?
 

3. 	FAA Sec. 6l(a)(2). If further
 
legislative action is required
 
within recipient country, what
 
is basis for rtdsonable expec- N/A
 
tation that such action will be
 
completed in time to permit or­
derly acco::plisnment of purpose 
of the assistance?
 

4. 	FAA Sec. 6,,.(b)- 31 App. Act. Where water and water 
Sec. 501. If for water or related land resource 
water-related land resource construction is concerned 
construction, has project such principles and standards
 
met the st:.ndards and criteria will be met.
 
as set forth in the Principles
 
and Standa'-ds for Planning
 
Water and -elated Land
 
Resources, dated October 25,
 
1973?
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5. FAA Sec. 611(e). Ifproject is 
capital assi stance (e.g., cons- Yes 
truction), and all U.S. assis­
tance for itwill exceed $1miI­
lion, has Mission Director certi­
fied and Regional Assistant Admin­
istrator taken into consideration 
the country's capability effec­
tively to maintain and utilize the 
project? 

6. FAA Sec. 209. Is project sus- No. Project is not 
ceptible of execution as part 
of regional or multilateral 
project? If so, why is project 

intended to encourage 
regional development. 

not so executed? Inforation 
and conclusion whether assis­
tance will encourage regional 
development programs. 

7. FAA Sec. 601W. Information a) Project will not directly 
an concl usions whether project encourage International 
will encourage efforts of the trade. 
country to: (a) increase the 
flow of international trade; b) Project will foster private 
(b) foster private initiative initiatives and competitions. 
and competition; and (c)encour­
age development and use of c) Project will not directly 
unions, and savings and loan encourage cooperative 
associations; (d)discourage 
monopol i sti c practices; 
(e) improve tehnical effi-

institutions. 

d) Project will discourage 
ciency of industry, agriculture monopolitic practices. 
and commerce; and (f) strengthen 
free labor inions. e) Project will benefit industry, 

agriculture and commerce. 
8. FAA Sec. 601(b). Information 

and conclusion on how project f) Project will not encourage 
will encourage U.S. private free labor union. 
trade and investment abroad 
and encourage private U.S. 
participation in foreign 
assistance programs (inclu- Project is not designed to 
ding use of private trade have this objective. 
channels and the services 
of U.S. private enterprises). 



9. 	FAA Sec. 612(b); Sec. 636(h);
 
Describe steps taken to assure 

that, to the maximum extent 

possible, the country is contri-

buting local currencies to meet 

the cost of contractual and 

other services, and foreign 

currencies owned by the U S. 

are utilized inlieu of dollars.
 

10. 	 FAA Sec. 612(dl. Does the U.S. 
own excess foreign currency 
of the country and, if so, what 
arrangements have been made for 
its release? 

11. 	 FAA Sec. 601 e). Will the pro­
ject utilize competitive selec­
tion procedures for the award-
ing of contracts, except where
 
applicable procurement rules 
allow otherwise? 

12. 	 App. Act. Sec. 521. Ifassis­
tance 	 is for the production 
of any commodity for export, 

is the commodity likely
 
to be 	in surplus on world
 
markets at the time the resul­
ting 	productive capacity becomes 
operatve, and is such assis­
tance 	likely to cause substan­
tial injury to U.S. producers 
of tch same, similar or compe­
ting 	commodity?
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GOP will contribute local
 
currencies to meet the cost
 
of contractual and other
 
services only in exchange for
 
ESF dollar support of their
 
program; the Philippines isnot
 
an excess currency country.
 

No
 

Yes 

The project will not
 
produce such commodities.
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B. 	FUNDING CRITERIA FOR PROJECT
 

1. 	 Development Assistance ProJect
 
riteria.
 

2. 	Development Assistance ,Project
 
Criteria (Loans Only). 

3. 	 Project Criteria Solely for 
Economic Support Fund
 

a. FAA Sec. 531(a). Will Yes
 
this ass stance promote
 
economic or political sta­
bility? To the extent pos­
sible, does it reflect the Yes
 
policy directions of FAA 
Section 102?
 

b. FAA Sec. 531(c). Will
 
issistance under this chap- No 
ter be used for military, 
or paramilitary activities? 

STANDARD ITEM CHECKLIST
 

A. Procureiient. 

1. 	 AA Sec. 602. Are there arrange­
ments to permit U.S. small busi- Yes
 
ness to participate equitably
 
inthe furnishing of commodi­
ties and services financed?
 

2. 	 A Sc. 604(a). Will all pro­
curement be frothe U.S. ex- Yes
 
cept as otherwise determined
 
by the President or under dele­

ation 	from him? 

3. 	 %A Sec. 60(d). Ifthe coop­
erating country discriminates 
4gainst U.S. marine insurance Vc
 
conpanies, will conmodlties be
 
insured In the United States
 
against marine risk with a com­
pany or co'nvanies authorized
 
to do a marine insurance busi­
ness in the U.S.?
 



4. 	 FAA Sec. 604(e); ISDCA of 1980 
Sec. 	705(a). I offshore pro­
curement of agricultural commo­
dity or product is to be financed 
is there provision against such 
procurement when the domestic 
price of such commodity is less 
than parity? (Exception where
 
commodity financed could not
 
be reasonably procured in U.S.)
 

5. 	FAA Sec. 603. Is the shipping
 
excluded from compliance with
 
requirement in Section 901(b) 
of the Merchant Marine Act of 
1936, as amended, that at least 

50 per centum of the gross ton­
nage 	of commodities (computed
 
separately for dry bulk carri­
ers, dry cargo liners and tank­
ers) financed shall be transpor­
ted on privately-owned U.S.-flag 
commercial vessels to the ex­
tent that such vessels are avail­
able at fair and reasonable 
rates? 

6. 	FAA Sec. 621. If technical 

assistance is financed, to the 

fullest extent practicable 

will such assistance, goods 

and professional and other 

services from Drivate enter­
prise, be furnished on a con­
tract basis? If the facilities
 
of other Federal agencies will 
be utilized, are they particu­
larly suitable, not competitive
 
with 	private enterprise, and 
made 	available without undue
 
interference with domestic 
programs?
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N/A 

No 

Technical assistance will
 
be furnished on a contractual
 
basis. No arrangements with
 
other Federal agencies
 
are anticipated. 
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7. International Air Transport. 
Fair Comtitive Practices,Act, 1974. If air transporta 
tion of persons or property is 
financed on grant basis, will 
provision be made that U.S.­
flag carriers will be utilized 
to the extent such service Is 
available? 

Yes 

8. 81 AUp. Act.. Sec. 504. 
if the U.S. Governient is a 
party to a contract for procure­
ment, does the contract contain 
a provision authorizing termi­
nation of such contract for the 
convenience of the United States? 

Yes 

B. Construction. 

1. FAA Sec. 601(d). If a capital 
Te.g., construction) project, 
are engineering and profession-
al services of U.3. firms and 
their affiliates to be used 
to the maximum extent consis-

Local contractors will be 
used for the majority of 
services, which in this 
case, is consistent with 
national interest. 

tent with the national inte­
rest? 

2. FAA Sec. 611(c). Ifcontracts 
for construction are to be fi- Yes 
nanced, will they be let on a 
competitive basis to maximum 
extent practicable? 

3. FAA Sec. 620(k). If for cons­
truction of productive enter­
prise, will aggregate value 
of assistance to be furnished 
by the U.S. not exceed $100 
million? 

Yes 
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C. 	 Other Restrictions. 

1. 	 FAA Sec. 122(b). If develop­
meit7loan, is interest rate 

at least.2% per annum during
 
grace period and at least 3%
 
per annum thereafter?
 

2. 	 FAA Sec. 301(d . If fund is
 
established solely by U.S.
 
contributions and administered N/A
 
by an international organization,
 
does Comptroller General have
 
audit rights?
 

3. 	FAA Sec. 620(h). Do arrange­
ents exist to insure that 
United States foreign aid is Yes 
not used in a manner which, 
contrary to the best inte­
rests of the United States, 
promotes or assists the 
foreign aid projects or
 
activities of the Communist­
bloc countries?
 

4. 	Will arrangements preclude use
 
of financing:
 

a. 	FAA Sec. 104(f). To pay
 
for performance of abor­
tions as a method of fami­
ly planning or to, motivate Yes
 
or coerce persons to prac­
tice abortions; to pay for
 
performance of involuntary
 
sterilization as a method
 
of family planning, or to
 
coerce or provide financial
 
incentive to any person
 
to undergo sterilization?
 

b. FAA Sec. 620(2). To com­
pensate owners for expro­
priated nationalized pro- Yes
 
perty?
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c. 	FAA Sec. 636(1). For pur­
chase, sale, long-term 
lease, exchange or guaranty 

of the sale of motor vehi­
cles manufactured outside 
U.S., unless a waiver is 
obtained. 

d. 	FAA Sec. 6Cr. To provide
 
training or advlce or pro­
vide any financial support 

for police, prisons, or
 
other law enforcement for­
ces, except for narcotics 
programs? 

e. 	FAA Sec. 662. For CIA ac-

tivities?
 

f. 	 81 App. Act. Sec. 503. 
To pay pensions, annuities 

retirement pay, or adjusted 
service compensation for 
m-lI tary personnel ? 

g. 	81 App. Act. Sec. 505. To 
p.iy U.S. assessments, arrear-
ajes or dues. 

h. 	8 App. Act. Sec. 506.
 
To carry out provi­
sions of FAA Section 

2)9 	 (d) (Transfer of 
FA 	funds to multi­
l..teral organiza­
t ons for lending.) 

I. 	 B. App. Act. Sec. 510. 
To finance the export 
o-: nuclear equipment fuel, 
o,- technology or to train 
foreign nationals in nuclear 
f elds? 

J. 	 8 App. Act. Sec. 511. 
W 11 assistance be pro­
v ded for the purpose of 
aiding the efforts of the 

Yes
 

Yes
 

Yes
 

Yes
 

Yes
 

Yes 

Yes 



government of such country 
to repress the legitimts 
rights of the population of 
such country contrary to 
the Universal Declaration 
of Human Rights? 

k. 81 Ap. Act. Sec. 515. 
To be used for pu1city 
or propaganda purposes 
within U.S. not author­
ized by Congress? 
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Yes 

Yes 



CERTIFICATION HJRSUAN 'IDSECIW 611(e) OF THE FOREIGN
 
ASSISTANCE ACT OF 1961, AS ADE)
 

I, Anthony M. Schwarwalder, the principal officer of the Agency for 
International Development in the Philippines, having taken Into account, 
among other things, the maintenance and itilization of projects by the 
United States, do hereby certify that, in my judgment, the Philippines 
has both the financial capability and the l.uman resources capability to 
effectively implement, utilize and maintain the propoced Public Markets 
Project. 

This Judgement is based upon the project analysis as detailed in 
the Markets Project Paper and is subject to the conditions imposed 
therein. 

Director 
USAID/P'ilippines 

:S 0%­
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WASHINGTON, 0 C 20523 

PROJECT AUTHORIZATION 

PHILIPPINES 
 Markets Project
 
Project No. 4 2-0365 

Pursuant to Part II, Chapter IV, Section 531 of the Foreign Assistance

Act of 1961, as amended, I hereby authorize the Markets Project for the
Republic of the Philippines (Cooperating Country) involving planned

obligations of not to exceed Twenty-One Million United States Dollars
($21,000,000) in grant funds over a three (3) year period from the date

of authorization, subject to 
the availability of funds in accordance

with the A.I.D. OYB/allotment process, to help in financing foreign

exchange and local currency costs 
for the Project.
 

The Project is one of a series designed to provide ESF assistance of
$200 million pursuant to 
the Amended Bases Agreement between the
 
Cooperating Country and the United States. 
The Project consists of
 
furnishing credit to participating cities and municipalities to

finance the construction or improvement of market facilities, technical

assistance to 
improve systems for market management and financial

accounting, and training. 
The A.I;.D. grant will finance the foreign

exchange requirements of technical advisory services, training, and
commodities, as 
needed, and will provide annual dollar transfers in

exchange for the improvement by the Cooperating Country of market

operations and mirket facilities' construction/rehabilitation by

appropriating and using for agreed local currency costs an amount of
 
pesos equivalent to the annual dollar transfer.
 

The Project Agree ment(s) which may be negotiated and executed by the
officer(s) to whom such authority is delegated in accordance with

A.I.D. regulations and Delegations of Authority shall be subject to
the following es:iential terms and covenants and major conditions,

together with atih other terms and conditions and A.I.D. may deem
 
appropriate.
 

a. Source 
ind Origin of Goods and Services
 

Goods and nerviceJ, except for ocean shipping, financed by A.I.D.
Project shall have their source and origin in the United Staten or theCooperating Country except an 
A.I.D. may otherwise agree in writing.
Ocean shipping financed by A.I.D. under the Project shall, except asA.I.D. may otherwise agree Inwriting, be only of 
flag veaneln of the
 
United Staten.
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b. 	Conditions Precedent to Dollar Transfer in Support of Disbursement
 
of Credit Operations
 

Prior to the first dollar transfer in support of credit operation
 
under the Project, the Cooperating Country shall furnish to A.I.D. the
 
following in form and substance satisfactory to A.I.D.:
 

(1) Evidence that the Cooperating Country has established community
 
review procedures, location criteria and construction design standards
 
for construction/rehabilitation of market facilities.
 

(2) The first subproject report containing: evidence that the city
 
or municipality is capable of administering the proposed subproject, an
 
analysis of the present facility and its operation, recommendations for
 
immediate improvements and/or new construction, alternate solution
 
studies, cost data and a feasibility study including the economic,
 
financial, technical, engineering, locational, social and environmental
 
aspects of the subproject.
 

(3) A copy of the executed agreement between the Secretariat and
 
Philippine National Bank (PNB) for administration of subproject loans
 
made to cities and municipalities.
 

c. 	Special Covenants
 

(I) Any changes in the approved financial terms conditions and
 
procedures for the handling of any subproject loans of the Project shall
 
be approved by the Cooperating Country and A.I.D.
 

(2) Any agreements entered into during the life of the Project be­
tween a city or municipal government and other government entities or
 
private enterprises for the management or utilization of profits of
 
markets funded by the Project shall have the written approval of the
 
Secretariat before being executed.
 

(3) Any areements (debt or equity) entered into during the life of
 
the Project between the city, the municipality, the Secretariat, and/or
 
the PNB and any other financial organization for financing markets included
 
in the Project nhall have the written approval of the Secretariat before
 
being executed.
 

(4) Any agreements entered into during the life of the Project between 
a city or municipal government and the Secretariat shall contain the 
following covenjiata: (a) the market(s) financed under the Project will 
be recognized at. a separate cost center within the local government unit 
'nd (b)appropriite Insurance, in the amount of the loan, will be ol­
tatned for the m.trket. 
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(5) Credit extended under the Project shall be made available to
 
qualified cities and municipalities outside those encompassed inMetro-

Manila and those eligible for financing under the Municipal Development
 
Fund, unless A.I.D. otherwise agrees in writing.
 

(6) The Cooperating Country shall adhere to and use in implementa­
tion of the Project the contracting manuals for procurement of goods and
 
services, the manual for financial services and the standard Secretariat/
 
City/Municipality Agreement, approved as Conditions Precedent to Disburse­
ment to the ESP funded Municipal Development Fund Project.
 

(7) The Cooperating Country shall use, as a basis for approving all
 
other subprojects, the same type of subproject analysis and feasibility
 
report as approved by A.I.D. as a condition for initial release of the
 
dollar transfer in support of the credit component of this Project.
 

Signature J// / -.
IM. Peter McPherson
 

Administrator
 
26 AUGI 

Date
 

Clearance: 
Eugene S. Staples, A/AA/ASIA /s/ Date g4 ,/nIa 
John R. Bolton, kA/PPC /q/ Date4 
Chandler L. van Orman, GC /q/ DateS 

GC/ASIA:STisa:hp/dw:8/26/82:28092
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Introductioni: 

In order to awo, finthur mpetiorn of th@e'Mtroitij Mala &e 
M4), theMinistry of Hua Settlements ONI)' identified a hirrkrof

"growthconrs" to provid, the locationil &m for the development of 
rural areas ind thus contlbute to a mre equitable pattern of futie 
development. 

In the context of national deelopmt, thxuh integrated
development, the MlS formulated a hierarchy of settleints to suport the 
various sectors of the econmy by providing locatiiaLl direction to the 
different activities set for national growth, aid thus attain spatial
coordination of development inputs. 

The problem of under-development is basically rooted in the 
dominaxe of the MMA. Rural migration has always been drawn towards this 
metropolis which has been congested thoughott the years. If urban 
growth continues to concentrate in MMA, urbar, probles will intensify.
Consequently, growth centers were identified to serve as focal points for 
the developmetc of areas outside KtA and consequently for the whole 
counitry. 

The Strategy 

Policy: The growth center strategy is an attempt to minimize the
 
inflow of migrants to and decrease the glaring predominance of IfIA. It
 
aims to redistribute population and employment into other areas of the 
country, which on a national scale entails the identification and 
channeling of resources into growth centers. 

Definitions: Generally, the growth center is a city/munlcipality
with a relatively high level of development, and -mst be urban in 
context. It i; an urban settlement with potentials of growth that can 
provide economics of scale to industries, as well as employment, aid 
qualities of urban life sought by most people. 

Specifically, it is a city/mnicipality with a projected population 
of 25,000 and above for the yer 2000, is strategically located within a 
group of cities, and munici;Alities, and serving cities/municipalities
within a radiu- of approximately 15 kilometers. 
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Methodology: The selection of growth centers was based on
 
population trends and population potentials based on geoaphical
 
centrality of an area.
 

1. Populion - & city/ micipality must at lmst bm a
 
populaio sin of 25,000 for the ror 2000. A city or .micloality
 
which reaches this sie will achie dynscism which will enable it to
 
devlop by its o potentials.
 

2. Geogroocal Centrality -a city/amicipality at be located 
in a strategi; area to enable service to moat of the 
citiea/aiiipalitiea within its sce. Ihis is masure by the 
accessibility index which takes into sew the po ation aim An 
distance of the cities/munLicipalities fmm om anothr. 

This MeuM, accessibility index, is expressed by thi
 
following formula:
 

PPi 

where: PPi - accessibility index, of place i 

PJ 	 - population of place J 

DiJ 	 - distance from i to J 

Som other factors taken into consideration in the selection 
area: 

1. 	 topography 

2. 	 presene and/or absence of roads 

3. 	 feasibility of devulopment due to favorable characteristfri 
of the site. 

In view of these criteria, the growth ctes are classified 

into four levels: 

Level I - Metropolitan Center 

a. 	 polulation - 1,000,000 and over 

b. 	 cotxrises a major city with its outlying districts of 
sacellite communities 

c. 	 region - sorving fAcilitims are availablo 
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Level 2 - Ragional and Sub-regional Center 

a. 	 population - 250,000 to 999,999 

b. 	 regional centers are designated as the adinistrat:vq 
headquarters and the seat of regional offices of 
government agencies serving the region 

c. 	 sub-regional centers do not have the adciniraiw 
fmctions of the goWmrm , but offer a comlete renge of 
urban services and facilities in support of the residaal 
center 

Level 3 - Major Urban Center 

a. 	 population - 80,000 to 249,999 

b. 	 designated as the trade centers of resource frontiers and 
the nuclei of other leading development areas 

c. 	 availability of urban activities to serve the province 

Level 4 - Minor Urban Center 

a. 	 population - 25,000 to 79,999 

b. 	 designated as the agricultural service centers 

c. 	 have potentials for development as intermediate sized 
centers 

d. 	 with a range of urban services and facilities to 
complement the major urban centers of the province 

SOURCE: Technical Report on Growth Centers, Ministry of Human 
Settlements, Policy and Research Section 1978 
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VICE PORLATIQSERUICcHaiJYATIP KW 

a -we,,I.esupported bY 300
A. One sta., operated ses 	(7) days 

w 6 sq. miters (range 2 - 12 M2) 2 / 

B. 	 Average stall size 
/

C. 	 Average stall access area 6m2. 

D. 	 Average construction cost per m2 (now stall) 

(range Kl,200 to l,5001982 - 1,350 4/ 
cost + 10%1983 and thereafter - prior years 

- $250,000 x 8.2 - t2,050,000- $250,000E. 	 Minirum loan 

stalls and number of commercial mrket 
F. 	 Nmber of existing LGU 


stalls - 0
 

Total number of stalls - Populat of LGU 

stalls - (umber of 
umber of LGU stalls - Total number of 	LGU 

stalls + K)5er 
of comrcial 
market stalls) 

2
of LGU market(s) - Number of stalls x 	 (6 m - 6 ) 2Total area 	 now stalls x 12 mxLGU market(s) - Number ofAver e ost of new 


l,350/m
 

Sttlemenft P~ju atory Commissionl (HRSC)
17 	Huan

/ SC standard used throughout the Philippines 
for a wll vontilated and lighted markeat 

T/Architects guidance 	 and circl 
cost of most recent L.U markets8 constructed

4/ 	Average :Iw Philippine Association of 
Smarkt construction cost 	provided by 

uiidlerai
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Average cost of LI market a Popution of IM 
300 

x 12 x 1,350 

Zf population of LG 
"38,000 x 

a 38,000 persons
12 x 1,330 a n2,050,000 

*Cost includes all construction costs plus 10 profit 
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SOCIO-EOONMIC ANEX 

A. 	 Introduction 

Determining the economic feasibility of any public invtmeant in a 

utility project requires that the broad social and economic benefits of 
the project outwigh the associated socio-eco aic costs. Consequently,

Project is mich broader inthe socio-ecrMxxnic analysis of the Markets 
scope than the financial analysis. Anmon other thines, the financial 
analysis most be broadened to include the project's "externality" 
impacts, sucn as its impact on social mid economic developent golu.l/ 

The Philippine economy is at a level of development where organized 
markets are a necessary part of the infrastructure required to support 
the flow of goods and services from producers to consumers. Markts, in 
which private vendors occupy space, ara .m efficient, inexmnive way of 
distributing goods and services. They ark, particularly important in 
meeting th, needs of low-income consumers. 'Its in the Philippines, 
are characterized by a large muber of small traders operating under a 
highly cocpetitive free enterprise system. Each trader, in turn, 
supplies a large nter of actual and potential buyers. 7heso arkets 
provide socio-econamic services to the entire population in their 
respective service areas. They also make a crucial contribution to 
national needs and goals. As indicated in tho Background Section of this 
PP, with At such markets, the whole distribution systan will finction 
less we 'L and at a much higher cost. This project aims to improve the 
stnrture,and performance of the existing market system by funding the 
development of new and rehabilitated facilities and by improving their 
operating performance. 

Almost 15 percent of project ftu-,h are for technical isistmnce and 
training. It ", asumied that the technical assistance will contribute to 
the meeting ot project objectives. 

T/ 	 Enoic feasibiity requires that socio-conoic benefitti and 
costs be uaiurod from the perspective of the national economy 
rather tan thi specific subproject. Hence, emphasis is placed on 
the potential impact on GNP of the total project. This compares to 
the financial viability of a subproject which i basically 
determintd by measuring the potential revnuo to be raised by a 
subproject, ccmpnring this against the expectat con s, and using 
the difference to indicate whether the subproject will service its 
loan. 
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In particular, technical assistance and training are assum to 
result in optimal market sites and in the design and construction of 
facilities appropriate for the LGU. It is furthe assumed that the 
comination of technical assistance aid training achievos its goal of 
Improving the manammnt and operation of markets. nis costs ame 
assumed to be necessary in achieving the broader benefits anticipated 
fro the construction activities. In reality, subsrntial externalities 
exlat as the benefits of tIase activities will go substantially beyand 
the markets directly supported • Major markets in other service areas as 
well as aller markets within the tarstd area will benefit materially 
in term of ma aginut and tamicali-esii and support. 
B. •Methodology 

Although the methodology used to assess the economic costs and 
benefits of public utility investment projects is theoretically 
straight-forward aid well defined, the application of this methodology in 
the present case is froughr with practical difficulties. This analysis 
draws on published information, on visits to selected markets, on 
discussions with market specialists and on meetinz with umnexs LGU 
officials. Detailed recent academic analyses and studies on distributive 
marketing in general, and urban markets in particular, in the Philippines 
are nonexistent. For example, willingness-to-pay estimates have been 
generalized from Limited surveys conducted under differing 
methodologies. A broad, national sverg "shadow price" for labor, 
suggested by the Natiovil Economic and Development Authxrity, must be 
used to ccxptviiate for price distortions which may be of greater or 
lesser importance at the local, subproject level. Finally, as in the 
case of financiLil viability, the economic viability of the project will 
depend upon the ecionomic viability of nach and all subprojects. Hkwer. 
aince subproject sites wrve yet to be chosen and, indeed, will be 
selectaa bsed Ai growth center criteria and on financial and ecnomic 
viability, the ipproach taken-in this analyais is to preset beat 
available infornation for an expected epreatwnative prototype subproject. 

71h project will :,-pport several diffarnt types of market 
subprojoct devlopuents. Th actual typo will depend upon the location 
and condition of the existing facility(iea), the availability of land, 
urban groth factort;, planning considerations, and so on. Som of the 
tmibprojoct type.i are its follows: 

I. P4,hlo':,tv the .xL-ittng atir to a largor and leas congested 
site tvit b; t., %&11 or better nituated rlntivw to the population nerved. 

2. build tin enl,-nied unxJ improv fAcility on thi existing sito by 
expaniding orito .oxL ddjitemit liu-0. 



3. Build an enlarged and imPTow~d facility On the existirg sits by 
epanding upwards with a multi-story structure. 

lRebui ld the existing facility ther with one or mnore new4, 
facilities In well selected locations,- a nier heavily populated 
residential areas. This would enable eno*g of the activity frcw the 
existing market to be relocated to a rw~marat(s) , thereby allowing the 

esl The central mazxket-fclt-t' a load. 
d beJ.shifted to the new markcet Sbf desirable. 

5. Build. one or more maitets in new locations away from the 
ewdstV market. Agali, the new market(s) will draw away awe of the 

loadandcongest in 

Thi lis is based on the first prototype of supoect
bnfits andpossiblityl = ubprojects will have s6mwhat difeet 

costs. IHimverg slhowin that the first tyeof subproject is 
eConoaicaly~ feas1. all other ypas of rooets iil be similarlyt drofeasible. The eact~sal c =up~etin a ate in each set of . 
circumstances will be som no t the feasibility study for that 
pO sed subproJect. Adetailed anwalysis of each subproject alternative 

at,poit dtheproject would be both misleading and poinli 

The analysis attqts to quantify the socio-econ~.c benefits and 
costs with and without the proj ect, as derived ftcm a particular likely 

subpoje t e diffmrnne r-eota the impact of the project. 
AlUKA* not all of the boe t aend costs can be measured, enough can be 

mesred to 111w an order o ent ofheinteoaI rate of reamw 
(MRU) for tha project. It ih ecoeyntdthat the benefits not 
speifiCall qunified Atll significantly exceed the costs not 

included. Consequently, the estimated flUR will be understated. 

A .ar~ot, like other Improved real estate, generates a strain of 
bunefit services. The Will of peope to pay for these service 

avoided costs, wag", ae. Wrder now perfect oniditions, measurable 
amints could be used to estot th ecnud a Surplus reutqfrom the 

*Operation of markets. In reality, practical difficlties j6= se 
* Nevertheless, tis analysis accuwately deteraines lzicrnntAd proVjec

M ago focuses cc the -norinentalbenefts . Ths aomt side of the 
prjc effects. Hmbver, dtis side of the analysis in w&, straiht 

kii~~~rd W O"lyeasi quantified then the beneft side. 

C. Assutions IM!Mftin the Prototype Mybroeot 

1. 7bs new madme is Isr~ thnte iut it is replacing. ft. 

of fective new are is equal Wpercen of the new facility. 
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2. 'hf ratio of private sector mployees (vendors and other casual 
labor) to area is one for every 4 square meters. (These are private 
sector employees and are not to be confused with LQJ employees.) nsa. 
excludes the stallholders themselve. New stallholder employees,
therefore, represent 20 percent of all employees. 

3. Tkl ratio of stallholers to ae is one stalholder for every
12 square mters. Now stallholders reprn ledt 20 percent of all 
stallholders. 

4 As in the financial mLlysis, te value of mrket land is
 
?200/;1. Howver, the imputed yalue of land, based on its next
 
bet alternatiw use, is ?l50/m of buildirg area.
 

5. The operating costs of the w facility incurnred by the arket 
administration are the same as for the old facility. It is assumed that 
the technical assistance and training provided by the project together
with the improved facility layout results in a 20 percent incredse in the 
productivity of LCU employees. 

6. The cost of transferring from the old to the new facility is
 
zero.
 

7. The benefits flow with full value beginning in the year
 
following the construction outlay.
 

8. The con4truction is completed in one year. 

9. 71v iqp),ct of Inflation on coacs is e)ctly matched by its 
impact on benefirs. Nance, the impact of inflation is ignored. 

D. Estimition ,) Proj4--ct Costs 

Schedule I ihowB project disburgeant by year. Mhe U. S. portion
is the saw anan t:vi wcd in the Financial Plan. The counterpart portion
11 $600,000. Tus Ls wsuad be the coist of t1h GOP-pruvideda.s to 
mwagLxmnc and admiinicracin. Th7e timing of the diAburseamnt of these 
funds in assumed to have the ame proportbial time ftrMe as the U. S. 
project fu-Adl. 

A awn bi Sdcihdule 2, ccitruction costs are adjustod for (1) a 3 
percnt contrictor' tavx iu- (2) the shadow price of unskilled labor. It 
is assumod that the untikilled labor componec accunca for 10 percent of 
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the total construction cost.Y The shaidow price for this unskilled 
labor. reflects the return to th~is labor in its next best emloyment
alternative and is based an estimates by the Zational Econdizc and 
Dsmloposnt AuthorLtys Thesas tes st that the shadowwage is 

____finaial walyi to 27r..7 cost Inlcludes the fulcost 
WCCpt-fr tehnca-asisne -itiispe- cted-to -pocej-in-part.

for' architctral asuprvistionsupport, 

lie foreign eichangs cost of the project is currently astimted at 
u08 Imillion. This is ma~ ively fr techniical usistm and 
traiing li forein excha has alternative uses aid adjusted for its 

valu ewtee alternative us"s. The~ current foreign ucckisgo shadow 
price is etimted at 20prena the officialiuchng ratie. 

The land used for the maxlct is a project cost vA has alternative 
inthePP, andusedforthetuaisconsidered 

as a conepa n rted contribution of ~aprdately U$2o7 
uses Eloftr he 

million. This equivalent to about M /vl of nticipated
buldngarea. this fiure very likely pr~dtes the arage

value af the lawd used for markets (i#e,I the value of the land in its 
hihst end best use) , for pueso of analysis it is mceasaxy to shadow 

ricIM tha is opotuntycost. 7bus, an lzmutend value of 
15/oz fbuilditig area is used In this analysis Dse on 

MY of land values surrounding maicets In cities of various 
sin,te fOM2cost reflects the value of liInits best

alternatv use, such as private commrcial usage* 

Although the oprtion aid maitenance (01) of a market involves 
substantial coststh additional staffn ourat are unknown at 
this tim. Rbuvr, since the now m hrajescc r--t Incorporatesarkt q
improved des ign, m aerls Ord =nmng nt ie, it does not seam 

tha&the arketuinessonable to assum Fr i, .ctly the es costs 
CH as the existing market. Therefore, the additional C1 coat of the 

-27 MLw MW Coslt Studies of the Cagayan do Oro and kvaa Markets 
cnluded that the unsitlled labor cocponet is 10 perca t of 

construction cost and 35 percenit of the operations anid maintenac 
cost, (See list of -rerems,) 

3/ For unskilled constution labor In areas outside of N(uiilal the 
official mini.. wag i hidwe than is necessary to attract the 
required amout of laborce= the shadow price better reflects 
the "true" econmic valus of lao sa resources 
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new market is set at zero. Some of the alternative subprojects could 
involve additional operating and maintenance costs. However, in these 
cases, the benefirs would also be significantly higher, offsetting CM 
increases. 

The net effect of externalities associated with the new market is 
expected to be positive rather than negative. Such factors as congestion, 
limited access, pollution, poor health and sanitation factors, and 
shopping time required are expected to be less with the new market. The 
quality of life in the area served by the market is expected to improve. 
Negative externality costs can be assumed to be zero. 

The combined effect of these factors on project costs is shown in 
Schedule 2. These are the costs usee in the IRR analysis in Schedule 5. 
The project cost most subject to underestimation is that related to 
construction. A sensitivity analysis was conducted with construction 
costs set 25 percent higher. This is the same as reducing the area 
constructed, and hence benefits, by 20 percent. The affects on the IRR 
analysis are shown in Schedule 6. 

The nunber of meters to be constructed and available for use as 
markets is shown in Schedule 3 by Fiscal Year. This area is obtained by 
applying K1350/m 2 against the expected credit expenditures. This 
is applying K1276 per square meter against the adjusted construction 
subproject amount. 

E. Estimation of Project Benefits 

Unlike the ,alysis of costs, the quantification of project 
benefitn is muLwJ, more difficult. Although anticipated benefits from the 
project are cons'4derable, the intangible nature of many of these benefits 
coupled with quantification difficulties means that many of the benefits 
cannot and are not specifically included in rJis analysis. Consequently, 
the quantifican:ion of benefits in this analysis must be regarded as 
partial and will understate actual expected benefits. 

For the purpose of this analysis, it is helpful to examine expected 
benefics from t& perspectives; firstly, considering the program's 
positive ccntrib'tion to general national goals; and secondly, from the 
perspective of bneficiazy groups. Considerable overlap or "double 
counting" cold potentially result from this dual approach. Therefore, 
the quantitification of benefits will only be attempted from the 
beneficiary group perspective. 
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F. Project's Contribution to General National Goals 

The rola improved market facilities will play in increasing 
marketing efficiency and aiding free enterprise has already been 
discussed at some length in the background portion of this paper. Tese 
thms may be expanded somewhat in the broad context of general national 
goals, such as improving economic entrepreneurship, income, price 
stability, production, employment, and health and nutrition. 

1. 	 Strengthening Private Enterprise 

Markets are a pivotal element in the distribution of food and 
other consumer goods in the Philippines. The markets not only enhance 
the 	performance of the marketing system, but provide a valuable 
opportunity for countless thousands of small entrepreneurs. Markets are 
almost coupletely composed of small private traders, trading commodities 
of small producers, and acting in a very individualistic manner subject 
to the constraints ot a competitive marketing place. The Markets in the 
Philippines currently provide this opportunity better and at less cost, 
both in terms of capital requirements and operations, than the 
alternatives associated with dispersed privately-owned stalls. 

2. 	 Etfects on Prices, Real Income and Price Stability and the 
Resulting Consequences tor Production and Employment. 

The primary indicators of inefficient markets are wide marketing 
margins and widely fluctuating prices. Significant disruption and 
uncertainty in production and consumption activities result. To the 
extent that marketing inefficiencies are reduced from present levels by 
the new and improved facilities, better price signals will result with 
consequent reduction in both marketing margins and price fluctuations. 

Both result from imperfection in the price setting function of 
the market. Unjustifiably wide marketing margins may stem from inferior 
bargaining positions when dealing with few buyers or sellers of the 
product in the nwirket. Inferior price information caused by lack of 
access or congestion in the market may also inflate margins. 
Consequently, to the extent that the new and improved facilities will 
increase access, improved infotmation flows generate greater competition 
from more buyers and sellers, resulting in redc:ed marketing margins. 
Fluctuating prices, particularly for agricultural products characterized 
by inelastic demand curves, are common in all markets. Widely 
fluctuating prices, however, may have the same root cause as wide 
marketing margins. Imperfect price signals generated in a poorly 
competitive market with poor access and/or heavy congestion and poor 
information flows will distort the activities of those individuals 
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attempting to allocate goods over time, form and space. Consequently,
 
unnecessary market gluts and shortages will occur with theil. accompanying

wide price fluctuation. Improved market facilities will reduce these
 
distortions. 

The reduced marketing margins and price fluctuations brought
about by new and improved facilities will have a positive real income 
effect for all market participants. Consumers' real incom may increase 
due to lower average consumer prices and reduced transportation and
 
comuting costs. Farmers' and mall cottage-industry entrepreneurs' real
 
incomes may increase due to expanded dnand for their products, higher 
average prices, increased opportunities and lower coats associated with 
direct marketing of their products in the market, and more Meanirgful
price signals for inputs as well as outputs. Improved and more stable 
price signals will stimulate production and long range planning in the$right" areas and thereby encourage greater specialization and
 
integration into the modern economy. Even vendors and middlemen are
 
expected to benefit substantially inreal income terms as volume
 
increases due to new and improved facilities.
 

Rising real incomes of market participants will play an
 
important role inexpanding production and employment in the surrounding
 
area. Direct employment: gains will be made in the area after construction
 
of the new facility when sales and other jobs connected with the expanded
facility become available. However, indirect employment gains and
 
production opportunities occurring as a result of risinr incomes in the 
area are perhaps more imprtAnT . Unfortunately, quantifiable estimates 
of the employment multiplier and production effects are not possible at
 
the point in time.
 

3. Improved Sanitation, Health, tnd Nutrition 

Given the present condition of the kijority of markets in the
Philippines, new and improved facilities and improved market management
cannot but enhance the health and nutrition of market participants. The 
value of a w.ide selection of inexpensive, fresh and healthful supplies of 
f-od available in clean surroundings free of filth and vectors of 
infectious disease is great, but again, unquantifiable. Low income
 
groups, inparticular, will benefit since they patronize markets in
 
proportionability higher nunbers spending upwards of 50 percent of their
 
disposable income on food. It is the market vendors, hawver, who will
 
benefit most since they currently spend virtually all of their wakeful
 
hours in the market. These improvements will result Ln less time
 
lost-on-the-job and in reduced medical costs.
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G. Beneficiary Groups
 

to estimate

The approach adopted in this portion of the analysis is 
 This is
 

the value of the increased benefits resulting from the project. 


done by considering the benefits which accrue to individual groups 
of
 

market participants. Conceptually, a measure of the net increase in
 
This economic


economic surplus resulting with the project is desired. 

of all participants' net valuation

surplus will represent the summatiAm 
of the expected additional econom.c and social benefits 

attributable to
 

Once the net increase in economic surplus is determined,

the project. 
the flow of these benefits will be compared with the flow of 

,Additional 

costs and a determination of economic viability made. 

precise analysis isimpossible toFor practical reasons, such a 

conduct since itrequires the estimation and summation of all
 

participants' individual demand curves for the additional 
expected market
 

services. Nevertheless, using information presently available, it 
is
 

possible to estimate or make inferences about the net 
expected benefits
 

for the impoi-tant beneficiary,groups. By summing the net benefit
 

estimates for these groups, an order of magnitude for the 
additional
 

economic surplus resulting frcm the project isdetermined.
 

Estimates of net benefits to the vendor and consimr beneficiary
 

groups are presented below. Additionally, an estimate of the value of
 

direct market services not accounted for by the other two groups 
is
 

earned by additionalusesprovided. This estimate the adjusted wages 
employees of the stallholder (nct IGU employees) as a proxy 

measurement
 
Benefits to indirect
for these additional market benefits and services. 

beneficiary groups remain unquantified and only theoretical benefit 

It should be emphasized, however, that the 
measurements are provided. 

net benefit to these groups are real and if their inclusion 

was
 
The
 

practical, would significantly increase the net economic 
surplus. 


IRB estimate would,, in,.urn, also be increased.associated 

H. Background to Estimaion Procedures
 

The estimates of project benefits for the vendor and consumer 
groups
 

are made by estimating whit each group would be "willing to 
pay' for the
 

the improved market
increased economic and social services provided by 

facility. A willingness-to-pay determination is standard economic 

procedure whenever a value assessment for any unpriced good or 
service is 

required (e.g., as in the case of estimating the value of 
pollution 

abatement programs, the vilue of parks and recreation facilities, 
etc). 

Since no price exists, consumers of the good or service 
are not forced to
 

reveal their preferences concerning the relative value 
of the good or
 

service. Consequently, the demand curve and associated economic surplus
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is unidentified. The willingness-to-pay strategy involves getting 
consumers to reveal their preferences (aid, therefre, their valuation)

of the good through survey tecmniques and by making inferences from 
observed behavior. 

In the case of the markets project, both vendors aid conu rs
 
receive substantial benefits from new and improved facilities, and both
 
would be willing to pay for these benefits. A willingnesm to pay

estimate for vendors, for exa;ple, should reflect the value of the
 
expected increased net revenue strem (increased returns to their factor 
of production) as well as the net values they attribute to working ina
 
cleaner, less congested, safer md better designed facility. Consumer's 
willingness to pay should reflect their perceptions of the value of 
increased cleanliness, safety, asasbility, etc.
 

As a measure of the value of additional direct marketin services 
not accounted for by the other two groups, the value of ies received by
the additional employees of the stallholder (not LGU loyees) inthe 
new facility isused as a proxy meam - mt for additional willingness to 
pay. New stallholder employee wages reflect the value of their marginal
productivity to new stallholders (their employees) the wge rate can be 
used to infer the value of the additional output created (additional

marketing services) by the new and improvd facility.
 

"Double counting" is not considered a problem because this analysis
adds separate benefit estimates from the different beneficiary groups.
Using the vage rate to infer additional dfrect marketing services is not 
"double counting" since stallholders regard wages as an expense and would 
have netted out these costs for their new anticipated net income stream 
and associated willingness to: pay. Similarly, consumer and vendor 
estimates of willingness to pay do not overlap. Willingness to pay does 
not imply any actual or anticipated transfer of money from one party to 
another: it is simply an indication of value expressed for convenience 
in monetary terms. 

I. Estimation of Beneficiary Benefits
 

The detail of the computational procedures for each of the selected 
beneficiary groups and additional marketing services is shon in 
Schedule 4. The summation of the benefits is shown in Schedule 5 for a 
25 year period. Schedule 6 reduces the benefits by 20 percent for this 
25 year period to show the sensitivity of the IM to an overestimation of 
benefits or a 20 percent underestimation of construction costs. The IRR 
is 28; with sensitivity analysis, the IRR is 23. 
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1. Retailers and Other Vendors 

The financial analysis indicates that new and improved market 
will be constructed and made self suppoting for about the 

sam rental level (up to 1.5O/m/ metear per day bsdon actual 
stall space) as currently obtained from present, vastly Inferior 
facilities. Present fee levels represent minimum estiiates of wihat 

Afacilities 

market vendors are willing to pay for the services provided by present 
facilities.. These fee levels sericmsly understate the betafits derived 

by---talhldr. --This-is -deduced--frm-the -widely-kownl behavior_.of_ this__ 
grop t tadeor igha t teirmaretstils Evenubleae 	te 


though this practice is illegal or adinistrativey overlooked, otber 
are willing to pay very substantial. sum of money. for the rights

Avendors 

to a market stall. The fact that this' behavior occurst.ldicates that 
substantial profits are madebysome vendors and that origjinal

O.rnastallholders were, in fact, susdized by low rental fees. 
for the rights to thestallbolders would have been willing to pay more 

market stalls indicates a substantial incm strawm. 'They are willing to 
pay this notwithstanding the old, delapidated facilities. 

At least one author-4/ argues that stallholders could pay 
substantially higher fees "with little or no appreciable effect on 
(conslzr 'prices".- This argument is-based on the fact that present

A 	

average fee level reresents a very small prprion of each vedo' 
revenue. Conseqxently; the additional fixed cost brought about by a 
(say) 10%increase in fees would be spread over a relatively large ni.ber 
of unit sales with very little upward pressure on Consi.Mer price. For 
the vendor, volume is a much more critical determinant of profit than 
rental fee levels. This, it is apparent tat present fee levels 
substantially understate vendor's wilnns-to-pay for the servi-ras 
provided 	by p resent facilities; at least in crowded-markets where volume 
is not a problem. It follow that given new and Improved facilities, the 
Willinns-too-pay indicated by the old' fee ithedules 'are Overf Wre 
underttd especially since the vendors themselves, would -spend most of 
their day in the new facilities and presumably benefit more from the 
cleaner, less congested and volum enacg SUErT.nings. Consequently, 
it is reasonable to assm that fee leivels will rise an average o 

mtrper day for ttal space allocated to staliholders 
1P1/m, t~r per day for actual, stall area or a rise from P1.50 

to P2.50/m meter per day), to reflect this group of 4beneficiaris 
willingness-to-pay for new facilities. 

4/ Diono. 

http:behavior_.of
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For the new stallholders (20 percent f the market), it is 
assumed that the willingneas- o-pay is l.25/m' meter per day for 
total allocated area (W.50/m .rter per day for actual stall 
area). This does not mom that this amont is or should actually be 
collected (monetized). Rather; this is th average of what could be 
extracted from the stallholders before they were forced to give u their 
stalls. The total of the increase in the willingness-to-pay of existing 
stallholders plus the new stall holders can be obtained by applying the 
above values (also shown in Schedule 4) to the market area available in 
Schedule 3. 

2. Consumers 

Consumers who patronize nw market facilities will benefit from 
increased convenience, security, cleanliness, quality, selection, 
accessibility, etc. Information on what consumers would be 
willing-to-pay for these perceived benefits is obviously limiijd given 
the nature of this type of survey. However, one recent study!/ does 
report the results of a rather extensive gonsumer survey in Cagayan de 
Oro. This study reports that 58 percent. of those intervieweg/ould 
accept som price increase resulting from market improvemen s.-/ Of 
this percentage, 67 percent would accept up to a 2 percent increase in 
prices, 25 percent would accept a 2-5 percent increase, 7 percent a 5-10 
percent increase, and those remaining a 10-20 percent increase. A 
significant willingness of high income consumets to pay more was reported. 

3he difficulties of generalizing from this limited sample are obvious. 
Hzwever, since consuaers will obviously benefit from new markets and 
presumably wuuld be willing-to-pay for these benefits, the minimum 
suggested willingneBs-to-pay estimate of a 2 percent increase in prices 
is used in thLs analypis. Die to hidden preferences, however, this 
figure is very probably conservative. 

T Rarets Z a&3 Oro. (See the list of references.) 
"6/ 1Yhe Davao LArkt-: study suggested only 3CM would accept a price 

increase of 2-3'. (See the list of references.) 
7/ 	 The problems of getting consumers to reveal their true preferences 

by survw.y techniques are legendary. It is likely in this case that 
consumers would have strong incentives to understate their true 
willingness-to-pay. 
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Direct Market Services3. 	 Additional 

not 	included in
The 	value of additional direct market services 

to some extent. As
the 	previous categories can also be quantified 

new 	employees of the stallholder or
explained above, the wage rate for 

proxy measurement for the
vendor (not lGJ employees) can be used as a 

assumed that the additional 20 
value of this additional output. It is 

area will require additional stallholder enployees at the same 
percent 

mited sample of specificlevel as the existing stalls. Based on a 
markets, it is estimated./ that an average stall

proposals for new 
requires three hired laborers, who work for an average of ?400 (meals 

is
and 	lodging inclusive) per month. The shadow price of this labor 

0300 per month. It is assumed that these employees are
assumed to be 

were working previouslynew 	entrants into the work force. If they 
take their prior places.non-working persons 

4. 	 Other Beneficiaries 

Although presently unquantified in this analysis, the 
to other groups of beneficiaries, (appropriatelytheoretical benefits 

for 	shadow prices) may be listed as follows:adjusted 

Theoretical Measure of Willingness-to-PayBeneficiary Group_ 

- Value of the additional goods and
a) 	 Indirect employment 

services generated (the multiplier 
effect). 

b) 	 Landowners surrounding - Net increase in the value of services 
(land rent) with verses without 
the 	market improvement. 

- Value of increased production and costc) 	 Farmers and small 
industry entrepreneurs saving:; attributable to market 

access to
in the Service Area. improverents for less costly 

the mrket. 

- Value of savings in equipment operation
d) 	 Transportation providers 

trafficand maintenance due to improved 
flows and reduced loading/unloading 
time.
 

81 	 For example, Market proposal: Angeles City 
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Beneficiary Group Theoretical Measure of Willingness-ta-ay 

e) Local Goveimzntal Units - A distr4butional issue. However, 
market fee collection may be a cost 
effective means of collecting taxes. 
The appropriate measure in this case is 
the savings in collection costs with 
verses without mrket improveents. 

f) LGU Market employees - Value of the increased satisfaction, 
reduced effort, and impraved job skills 
resulting from the project. This 
includes the value of new skills 
acquired an a result of the training. 

g) 	 Markets and LGJ's outside The value of the new ideas, Improved
 
of the Selected Service designs, proven new mnagement
 

Areas 	 techniques, etc. that beccime available
 
to markets other than those supported 
directly. 

h) 	 Public Health Facilities - fhe cost savings due to reduced medical 
and Persomel treatment of market participants. 

J. 	 Results 

The analysis is based on relatively straightforward and early 
quantifiable ai;sunptions, and, therefore, underestimates the potential 
benefits of th,! project. Nevertheless, the analysis indicates an IRR of 
28 percent ior the project (Schedule 5). This compares favorably with 
most commercia. loans at 23 percent. Even if the area that could be 
built with the project were reduced by 25 percent, equivalent to a 20 
percent reduction in benefits, the analysis still indicates an IRR of 23 
percent (Schedule 6). 

The concltuion that is drawn from this analysis is that the market 
project is an excellent way of (i) stimulating and strengthening the 
Philippine private sector and competitive marketing system; and (2) 
providing significant benefits (increAsed income and quality of life) to 
the poorest sectors of tie.Irtalippine society. The Market project has 
very satisfactory economic returns in addition to financial viability. 
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Schedule 1 

pected Disbursement of all Project Fbnds by Fiscal Year 

Fiscal Year 

Fxpenditures 82 83 84 85 86 87 88 Total 

(Us$1,000) 

U.S. Funds
 
(Direct Iollar Disbursements 
and 1Msbursents in Support
 
of GDP ?IFar Activities) 

Technical Assistance - 500 SOO 300 300 300 100 2,000
 

Credit 
 450 2,300 2,400 3,500 4,550 4,800 18,000
 

Training 
 - 50 200 300 200 150 100 12000 

Sub-Total - 1,000 3,000 3,000 4,000 5,000 5,000 21,000
 

Unsupported Counterpart Funds 
 -3
(exludi- ld) 130 145 105 
 95 90 35 600
0
 

Total ­ 345 AAO 5 5.035 



Schedule 2
 

Ccmputation of Economic Costs by Fiscal Year
 

-E Disbursement of Project fi -
Total BeforeAdusmetl.TA2 Unki.Foreign e, Sub Ixm 

Tae Total cot 5 Total 

(PMullcri) 
1983 9,379 - 112 - 93 + 415 9,589 415 10,004 
1984 26,104 - 573 - 477 + 415 25,469 2,121 27,590 
1985 25,772 - 598 - 498 + 249 24,925 2,213 27,138 
1986 33,989 - 872 - 726 + 249 32,640 3,229 35,869 
1987 42,247 -1,133 944- + 249 40,419 4,196 44,615 

1988 41,791 -1.195 - 996 + 83 39,6a3 4427 44110 

Total 1791282 -4.483 725 6051 189.326 

I A conversion rate of US$1.00 - 8.30 has been applied against the total amount shown in 

Table 1 

2 A contractors' tax of 3 percent has been applied against the credit amount shown in Table 1 
3 An adjustment for the shadow price of labor of 25 percent above the official minimum wage rate 

has been applied against 10 percent of the credit amomnt shmn in Table I 
4 An adjustment for the shadow price of foreign exchange of 20 percent above the officialexchange rate has been applied against $1 million of the U.S. technical assistance in 

proportion of the total U.S. technical assistance. 

5 Larnd valike adjusted to its shadow, price of t150 per square meter of stall area. 



Sdiedule 3
pectd Areao l HketsU 

Cznstruct _nd e for e
Year 

Yea Uner Ckxitructi. ! New Area Avaiali': Totalre aIbe 
(1,000 Square Meters of Farket Area)1983 2.8
 

19w+ 
 14.1 2.8 2.8 
1985 14.8 14.1 16.9
 
1986 
 21.5 14.8 31.7
 
1987 
 28.0 21.5 53.2 
1988 29.5 28.0 81.2 
1989 - 2007 _ 29.5 110.7 

I_/ Qbtaned by applyng the estimted construction cost of tl,350 againstthe credit a=xmt (coxverted to t) in Table 1. 
2/ The omnstructed rirket facility is assumed to become available exactly oneyear later, on average. 



Schedule 4 

Caiputation of the Willinmiess to Pay for Selected Beneficiaries 

The following coaputatios are all base on one square meter of market area. 

1. Retailers and other Vendors 

Assutions: 

- Average gross sales/Stall - t5,000/month 

- Vendors relocating from old facility - 80% 

- New w -:s at the new facility - 20% 

2 - All s.les activities are within 6 m stalls 

-- A 6 m service area is allocated to each stalholder 1/ 

Proportion Willingness Average Days Total 
of Total to Pay (WYP) Additional Per WVP 
Vendors Additional WrP Year (?/m2/Year) 

Rental Fees (t/m 2/day) 
_(?/m2/day) 

old vendors .80 X .50 = .4 X 360 -144 

-ew vendors .20 X 1.25 - .25 X 360 - 90 

.65 

2. Consumers 

Assumptions: 

- Averaje gross sales/stall - t5,000/month 

- Willirgness to pay is an average of 2% of all purchases. 

1 Ix- to the exr~e variability of the number of ambulant endors within 
markets, it las betn decixed to allocate the entire 12 mato one profit 
and sales certer - the stallholder. To the degree that ambulant vendors 
use the service area, the willingness to pay for the new market is 
unders tated. 



Sales W 'r Monthly 	 Allocated IMonhly Months Annual
 
(0/stall/mo.) WTP/stall 	 Space (m4) WIT Per WTP 

to staliholder (r/m 2/mo., Year (0/m2/year) 

5,000 X .02 100 + 12 - 8.33 X 12 X 100 

3. 	Other Direct Benefits
 

Assumptions: 

- Employee wages are a reasonable estimate of other direct benefits. 

-Average wage (including room and board, adjusted for shadow prices) 

-	 Ratio of old, relocated employees to new employees - 4:1 

- Average number of employees/stall - 3 

Ratio of employees Proportion of New E loyees Yearly Employees 
to allocated staff New Employees Per m Salary WTP 
area )(/m 2/year)
(employees/m2)
 

.25 X .2 - .05 X 3,600 - 800 

4. 	 Si mr 7 

The total willingness-to-pay is as follows: 

Beneficiary P/Square Meter/Year 

1. 	 Retailers and ocher vendors 234 

2. 	 Consumers 100 

3. 	 Other direct Ienefits (employee wages) 180 



Schedule 5
 
Schedule of Costs-WBenefits by Year
 

Year Total Cost 

1983 10,004 

1984 27,590 

1985 27,138 

1986 35,869 

1987 44,615 

1988 44,110 

1989 0 

1990 0 

1991 0 

1992 0 

1993 0 

1994 0 

1995 0 

1996 0 

1997 0 

1998 0 

1999 0 

2000 0 

2001 0 

2002 0 

2003 0 

2004 0 

2005 0 

2006 0 

2007 0 

Total Benefits 

(1,00o) 

0 


1,439 


8,687 


16,294 


27,345 


41,737 


56,900 


56,900 


56,900 


56,900 


56,900 


56,900 


56,900 


56,900 


56,900 


56,900 


56,900 


56,900 


56,900 


56,900 


56,900 


56,90 


56,900 


56,900 

56,900 

Excess Benefits Over Costs 

-10,004
 

-26,151
 

-18,451
 

-19,575
 

-17,270
 

-2,373
 

56,900 

56,900
 

56,900
 

56,900
 

56,900
 

56,900 

56,900
 

56,900
 

56,900 

56,900
 

56,900
 

56,900
 

56,900
 

56,900
 

56,900
 

56,900 

56,900
 

56,900 

56,900
 



Schedule 6
 

Sensitivity Analysi: Benefits ,Dflated by 20% 
of Cmathuction oets Inflated by-25 

Year Total Cost 

1983 10,004 

1984 27,590 

1985 27,138 

1986 35,869 

1987 44,615 

1988 44,110 

1989 0 

1990 0 

1991 0 

1992 0 

1993 0 

1994 0 

1995 0 

1996 0 

1996 0 

1997 0 

1998 0 

1999 0 

2000 0 

2001 0 

2002 0 

2003 0 

2004 0 

2005 0 

2006 0 

2007 0 

Total Benefits 

0 


1,151 


6,950 


13,035 


21,876 


33,390 


45,520 


45,520 


45,520 


45,520 


45,520 


45,520 


45,520 


45,520 


45,520 


45,520 


45,520 


45,520 


45,520 


45,520 


45,520 


45,520 


45,520 


45,520 


45,520 


45,520 


Excess Benefits Over Costs 

-10,004
 

-26,439.
 

-20,188
 

-22,835
 

-22,739
 

10,720
 

45,520
 

45,520
 

45,520
 

45,520
 

45,520
 

45,520
 

45,520
 

45,520
 

45,520
 

45,520
 

45,520
 

45,520
 

45,520
 

45,520
 

45,520
 

45,520
 

45,520
 

45,520
 

45,520
 

45,520
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T CAL ANNEX
 

Background on Markets and Marketing 

A very basic characteristic of the development process is the 
division of labor and the specialization which accompanies it. Greater 
efficiencies are achieved as subsistence production gives way to the 
separation of production, distribution and consuntion within a monetized 
economy. In highly developed societies, a person s production often 
seems unrelated to the goods and services he or she consumes. The 
xh system op ati througkets rebakes this hish level of
 

specialization possible. Marets eable buyers tnd sellers to interact.
 
The supplies of producers and demands of consumrs are brought together.
 
The articulation of supply and demnd, when prices dre not controlled
 
administratively, results in self-regulating, comutitive pricing, which
 
is the most efficient means of exchange.
 

Considerable attention has been focused on spatial exchange systems, 
which move raw materials from producing areas through processing 
facilities and on to final consumers. While considerable research has 
investigated factory location, even more scholarly attention has been 
focused on the assembly and distribution of finished goods to consumers. 
When distributing finished goods, the transportation and location costs 
of consumers generally outweigh the costs of moving the goods to retail 
outlets. ,Thus, retail outlets usually are located to maximize 
convenience for customers.
 

Retail distrilution systems tend to balance consumer convenience 
with retail economies of scale. Retail outlets are found in areas which 
have --nough consumers to insure that sales volume meets a minimum 
threshold needed to keep the outlet in business. Volume is dependent, 
among other factors, upon the number of consumers (the population) in the 
outlets' market area and their income levels Some outlets, such as 
small grocery and general merchandise stores, can operate with only a few 
hundred people within their market area. Such outlets are the most 
ubiquitous and are generally within a short distance of almost all 
households. In contrast, other outlets, such as new car sales, major 
department stores, or specialized boutiques, need a very populous service 
area to generate enough sales to meet a minimum threshold level. 
Consequently, these outlets can only survive in larger urban areas. A 
whole hierarchy of retail centers exists from the numerous small 
villages, which offer everyday necessities, to the few large cities, 
which offer everything from everyday goods to very specialized items. 
These concepts have been used by scholars to elaborate central place 
theory which explains the spatial hierarchies and location of retail 
distribution. 
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Empirical evidence suggests that the hierarchy of market centers can
be correlated with level of development. Highly developed societies tend
to have the full range of market centers aiggested by central place
theory. 
On the other hand, many less developed %reasare characterizedby one predominant metropolitan area, relatively few intermediate sizedcenters, and numerous very mall centeri. 
This type of market centerhierarchy can be linked wit i the dual nature of developing economicsystems, i.e., a small modern sector and a large traditional or informal 
sector.
 

Planners have tried to overcome the limitations of incomplete urban
hierarchies by pursuing regional development schems 
 Starting in the1960's development plans called for investment in "growth centers" whichwere either the largest urban centers in a country aside from the
predominant city or brand new cities designed to become goverment or
industrial centers (e.g., Brazilia and Ciudad Guyana). 
 The popularity of
this basically top down strategy was short-lived becauae it did little tobridge the gap between poor rural areas and modern predominant cities. 

'
A qcoxnd "growth center? strategy, popularized by Mosher!/ and
Johnson/ 
in the 1970's started at the bottom and advocated the
development of market towns and provincial centers just above village
centers in the hierarchy. 
This approach has received attention within
AID under the rubric of "Urban Functions in Rural Develomient" espoused

byS&T/tbAin Dvelopment and 
 their contractors Rondinelli andRule._1 Very basically, the strategy stresses the crucial role that
smaller urban centers play inbringing about rural development. hese
centers provide farmers with needed inputs such as fertilizer, seed,
pesticides, tools and implements, credit, and informatixa concerning
improved igricultural practices and market 
conditions. These urban
centers also are vital to the marketing of rural productr; they sup)ly
transportation services, storage, packing, grading and most importantly,intermediate and final buyers. of farm goods. In addition, market toMLsprovide a 
variety of goods and servies such as retailing, repair,
transportation, coaizmzication, health, education, and adniistration. 

As the above exa)-es indicate, the operation of markets in small
centers is an important factor in rural livelihood. Markets provide
farmers and fishermexn with cash incomes as well as a 
variety of desired
goods and services upon which to spend these incomes. Ifmarkets are
inefficient, supply is impeded, demand is reduced, and the marketing
function absorbs
 

17"-- r "E-r,-- Treating a Progressive Rural Structure", ADC, New 
York, N.Y., 1967. 

2/ E.A.J. Johrason, 'The Organization of Space of Developing Countries" 
Harvard, Universit-! of the Philippines, Cambridge, Mass., 1970.3/ 
Dennis A. R~ondinelli and Kenneth Ruddle, Urbanization and Rural
Development: A Sitial Policy for Equitable Grvwt, Praeger, New 
York, 1978. 
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a larger percetage, leaving farmers doubly hurt, i.e., with reduced cash 
incomes and higher prices for desired goods and services. Since 
ineff.cielnt markets also increased the cost of farm goods for all 
consumers, they hurt all segments of society. In contrast, efficient 
markets enhance farm incomes as well as reduce the price of farm goods. 
It is easy to see why efficient markets are Important to regional 
development efforts. 

The Urban Hierarchy in the Philippines 

A rather typical urban hierarchy exists in the Philippines. 
According to preliminary results from the 1980 census, the predominant 
city, Metropolitan Manila, had a population of almost six million 
compared to Just over 600,000 for the next largest city, Cebu. Income 
figures reveal market demand is even more concentrated in Metro Manila, 
where per capita Gross Domestic Product is 2.4 tims larger than the next 
highest region, about four times the figure for all areas outside Metro 
Manila, and six times that of the poorest region, Eastern Visayas. 

The G)P has been aware of regional imbalances for some time and has
 
initiated programs to bring about greater equality. The Regional
 
Develqment Framework of the 1978 1982 Five Year Development Pl r4/ 
seeks to bring about a more equitable pattern of development. The Plan, 
which was updtitai in 1980, intends "to make the development of depressed 
and lagging regions grow at rates faster than the relatively more 
develo)ed regiorL in order to lessen regional hiequalities..."(p.49). 
The plan emphasizes "the development of urban hierarchy which will give 
particular cmplvis to the development of small- and medtum-sized cities 
in the nLot quarter of the century'. 71he GDP, thwough MIS, has 
identLfied . hierarcy of "growth centers", which includes 15 re ional 
centerz., 6 ,uib-n:.ional centers, 58 major urban centerz3, and 1N8 mino 
urban (catkrs. (See Table 1, Identified Growth Centers.) These uian 
center:- will 1e the focus of urban development efforts under the 1983-87 
Five Year Plan. 

MarKket h ti i-r -,1,.-- oines 

A mrht r . *,:ursticsdistingu.sh norket places f-romn the 
netw-,ori of -:iv,. in:esi the Fhilippines. First, it takes less 
capital to ,.ccquin.:c a tirket stall than to purchase a store or rent 

2~T 	 Five-Year Philippine Development Plan, 1978-82, National Economic 
aix Development Athority, May 1977. 

http:distingu.sh
http:hiequalities..."(p.49
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from a private owner. Second, market stalls tend to be small and more
specialized and so requflielss wrking capital to set-up and operate.
Third, markets bring a greater numer of sellers of the saw piduct
Ether in a snall area. Thus, price competition is stronger as it is
easier to do cmarison shopping. Fourth, markets are easier to
 
regulate. Fift,, due to the loe 5:ia costs 
of sellers and
ccmpetitive pfrc tng, prices in markets tend to be lower. Thus, lower
income groups teI to travel greater distances and often tolerate vry
crowded and unpleasant conditions to take advantage of the loawr pries
offered in the markets. In contrast, higher income groups are more apt
to frequent more disbursed private shops which normally have higher
prices, but are more convient and offer a more pleasant environmnt.
 
In sumary, efficient markets provide (1) improved opportunities for

small scale comrce, (2) potentially higher prices for producers, and
 
(3) lower prices for ccnsumrs. 

As discussed in the problem section, markets in the Philippines

typically are outdated, overcrowded and grossly inadequate. This

situation is particularly true for those centers which have grown most

rapidly in the last two decades. Empirical evidence suggests that these 
centers are the most apt to grow rapidly in the future and consequently 
are natural growth centers. In most cases, these rapidly growing centers 
are officially designated as growth centers and are scheiuled to receive
added investments which will further stimulate growth (see Annex E,
Growth Center Strategy). As rapid urban growth proceeds, the outdated 
public markets will become more and moe inadequate. 

The inefficient, undersized and poorly managed markets in these 
centers linit the operation of an efficient marketing system. In
addition to reducing returns to farmers and increasing consumer costs,
such markets generate added health and congestion costs which must be
born by the full urban population. Wile the unamortized capital cost of
these old structuIres is small or zero, repair, maintenance, operating,
health, congescion and opportunity costs are significant and, in some 
cases, may offset the berkfita provided by the market. 
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FRW MANAEN SYSTM 
u~mr VOUAW 

PROJECT APPROVAL 

* Feasibility Study/Frgineering Design 
* Project Identification Document 
* Project Paper 

PROJECT AUTHORIZATION (BY MHS MPO, IAFC, the Secretariat and IEAMID 
* Project authorization 

PROJECT ACCEPTANCE 

* Memo of Agreement Between the Secretariat, MHS MPO and WV 

PROPOSAL/BID saEcriO 

* Request for Proposals/Invitation to Bid 
* Poponents' Proposals/Bids (or Evaluation Checklist) 
* Copy of the Signed Contract 

F1O RELEASES 

* Bank Reports (Disbursements) 
* Advice of Cash Disbursement Ceiling 
* Payments to Contractors (e.g. Vouchers) 

PROJECT ExI,;aJION/o zri 

~I'Togress Reports From the Implementing Agency
* (2range Orders/Contract Admerdments 
* Exception Reports (Issues/Problems) 
* Interim Evaluation Reports 
* Completion Report/Final Payment 

ACCPETANCE OF TUE CMPLEED PROJECt 

* (Crtificationby the LGU/MHS MPOSecreariat 

POST fMFPI1EffATION 

* Audit Reports (by (XA, MW MFO and USAID) 
* Final Evaluation Reports 
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