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I.

PROJECT PAPER
MARKETS

SUMMARY AND RECOMMENDATIONS

A. RECOMMENDATIONS:

It is recommended that a grant of $21,000,000 be authorized
franEconomLcSugpar:E\mds (ESF) to the Govermment of the
Philippines (GOP) for the Markets project. The total FY 82
obligation will be $4,000,000.

B. PURPOSE

The 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 throughout the Philippines.
C. DESCRIPTION

- The project will support market improvements in up to 72 cities
and mmicipalities with populations of 40,000 or more. New
facilities will be constructed and old markets will be renovated
and/or enlarged. Approximately 110,000 square meters of new or
improved market space will be provided. In addition, improwved
systems for market management and financial accounting will be
introduced at each participating city or mmicipality. The three
major project components 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 system.

D. SUMMARY OF FINDINGS

'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:

1. Markets in the Philippines are a pivotal link between urban
consumers and rural producers. They are a center of private
economic activity. Traders within the market are highly
campetitive 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
throughout the Philippines. Most facilities are over 30 years old
and many are in a severely dilapidated condition. Inadequate
facilities and severe overcrowding have resulted in reduced.
efficiency of essential marketing fimctions in many areas.

4. in larger cities and mnicipalities, the operation of a
market(s) is viewed by local officials and the population as a
required public service; further, key officials believe marksts
should breakeverr or be a ‘small net generator of revenues.

5. The Markets project will be implemented in most of the 12
Philippine administrative regions outside Manila; it will have an
impact on ther low income population, the majority of whom buy or
sell at markets.

6. The QOP has endorsed this project at several levels: the

President, certain members of the Cabinet, the Advisory
Comittee (MAC), the Ministry of Humen Settlements ) and many
cities and mmicipalities.

7. The project implementation process will assure establighed
engineering designs and technical standards. General cost
estimates used in this Project Paper (PP) are sufficiently accurate
at this scage of design to proceed with detailed merket decisions;
mmdama?imiwamlymmmdredﬁrw
subprojectl! approvals.

8. Tie QP has the management and technical capability to
implement the project.

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

E. DMPLEMENTATION

The GOP will be the Grantee; the executing agency will be the
MAC, through its Development Projects Fund Secretariat (the
Secretariit). Selected cities and mmicipalities (local government
units (LGJs), in conjunction with the MHS Markets Program Office
(MHS/MPO) , will implement the project. '

P. STATUICRY REQUIREMENTS
All scatutory requirements have ben met.

i/

A subprojact 1s defined as the impravement(s) and/or expansion(s)
of an exdsting market(s) and/or consirwtion of a new mazket(s)
within a single municipality or city for which a single loan is
made.



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 remaining administrative
conceins and proposals to address them during project
implementation.

PROJECT BACKGROUND AND DETATLED DESCRIPTION

A. BAGKGROUND
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 Subic Naval
Base would be returned to the GOP jurisdiction. The Executive
Branch of the United States Government also made a ''best efforts"
comnitment to secure from the U.S. Congress, during the period FY
%0980-1284, $200 million of economic assistance to the GOP in the

mm of ESF. '

-' _ ESF assistance may be provided in a broad range of ways,
bu. after consultations with the Congress, AID concluded that
projectized assistance which addressed development concerns to the
maximm extent feasible would be the best approach. This decision
was well reccived by the GOP which established the MAC
(representing all GOP ministries and agencies with any interest or
relevance to the program) wirh its own Secretariat to handle
projectized ESF assistance.

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

The Markets project is set forth in support of a

ed find. 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 in structuring the
criteria and procedures the GOP will use in designing and
implementing subprojects. The fund is an 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 amnual ESF dullar transfer to the GOP Treasury,
additional GOP development activities which the Philippines would
not otherwise be in a position to finance, and which AID would not
be in a position to manage as separate projects. Additionally, AID
monitoring attention can be focused on the process by which the
Secretariat, the MHS/MPO and LGUs plan, organize, firance,
implement and maintain local projects.

In the case of Markets, A™D has elected not to monitor all
the details of subprc)c~t implementation, but to a major extant to
rely an the capacities of existring institutions. Use of th: fund
concept does, however, insure AID & 'seat at the table' in deciding
the approaches, criteria and procedures by which the subprojects
are carried out. Waile AID will exercise limited subproject
monitoring responsibilities, it will be concerned with the
effectiveness of the exdsting institutional arrangements. Using
this approach, subproject monitoring will not be an unuanagesble
werk item for AID.

The Markets project will be capitalized in two ways.
First, AID will hold in reserve, on behalf of the GOP, an amount of
$0.8 million to be used for foreign exchange costs. This $0.8
million will be disbursed using traditional Letters of
Commi.cment /Letters of Credit or other appropriate mechanisms in
support of foreign technical assistance and overseas training.
Second, the GOP will appropriate pesos to be allotted to the fund,
under the stewardship of the Secretariat for selected market
subprojects. In exchange for this allotment of additional pesos
for the Mackets project, and in exchange for the GOP agreeing to
certain teams and co~ditions on the use of these funds (e.g. AID:
monitoring, approvals and ardit rights), as contained in an
executed bilatersl project agreement, AID will support.the local
cost compouents of the fund via anmual dollar disbursemeants to the
(0P Treasury. This procedure is fully described in Part IV,
Project Plans, A., Implementation Plan, of this paper.

The capitalizatrion of the fund will result in market
subprojects timoughout the Philippines. The Markets project does
not have ay 1its primary purpose institutional development per se.
However, since both the GOP's national Markets DewIOpmncE;Fo'g_r'am
and LGUs will have significant additional resources at their
disposal gains in institutional capacity to plan, coordinate and
implement development subprojects are expected. While this is
viewed as a secondary benefit of the Markets project, it is
considered important.
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2. The Role of Philippine Markets

The distribution of food and other consumer goods in the
Philippines is handled almost totally by private entrepreneurs
operating in a free enrerprise envirorment. Markecs play a central
role in the complex socii-cconomic milieu of urban areas and their
asgociated supply and distribution hinterlands. This is especially
true of lower income consumers and tradicional farmers. Clearly,
markets are a pivotal element in the existing distribution
systems. The efficiency of the market asystem is determined, -in
part, by the efficlency and effectiveness of these markets.

Simply stated, markets provide space in a central 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 intrenched historical and
cultural perceptions tha. markets are a goverrament scrvice, similar
to a port authority, railway station or airport facility in the
U.S., (b) an actual or perceived fear by private immestors that
they camot obtain a satisfactory return from the construction and
operation of markets, because of their inability to capture mavkst
externalities (i.e., indirect taxes, increased entrepreneurial
development, market arbitrage, etc.), (c) the vailar .lity of
"better" investment opportunities for the limi »d resources of the
private sector, and (dgoan actual or perceived “ear by legislators,
pational GOP agencies and LGUs that markets wouiu not otherwise be
operated in the public interest. Whether the market is publicly or
priwtely managed, its role is sufficlently 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
matarially change its role and performance.

3. The Econamic Functions of Philippine Markets

The Philippine marketing system performs allocacive and
pricing functions as goods and services move from producer to .
consumer tiwrough a series of 7,100 islands. The geographic reality
of the Philippines handicaps price information and procuct flows.
Poor roads, limited cold :torage and truncated market regions
combine to place great emphasis on rural market functions. The
rumber of steps (or lewvels) in che Philippine marketing chain mey
be few, such as a producer selling directly to a consumer, or mamy,
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 with which the
Philippine markering system performs these fuinctions is critical to
the development process and the private sector orientation of the
econany, and is 4 major determinant of the economic and social
well-being of the population. Through more efficient market
functions, farmers and other suppliers may receive higher prices,
consumers may pay lower prices, and merchants, truckers and other
suppliers of marketing services may receive better returns.
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Philippine markets are the most conspicuous places of
» Their impact goes far beyond the transactions that occur
within their boundaries. In fact, because of their nacure, they
fors the basis for most commodity movements and prices throughout
the total marketing system, especially for the more traditional and
le - This occurs becauss of the relationshipa
(1) between markets and (2) between individual buyers and sellers
in the service area of each market. In general, consumer
decisions are very dependent on prices used In markets
and market prices are often used to set relative prices throughout
the entire distribution system, regardless of where the
trangactions actually take place.

The pationwide and regional relatioaship between markets is
gmnylﬁemmhicalwim&nr?ladmshipudiffm:mgbytypemd
source of product. The usual Philippine product mowements to and
through markets is shown below.

Typical Philippine Market Hierarchy for Non-Local Products

j

I Consuners 1
¥ T T
Distribution i Residential lated |
Urban Urban 1
| Heries Markets )hmm 1
Assexbly Secondary t . |
' Rural Rural enbly
Markets Markets from
I [Producers
T i ¥
I Producers 1

Philippine markets, particularly markets in largsr rural
centers, encourage competitive efficiency in a multirude of ways.
For example,

a. Competition among a large oumber of amall vendsrs,

traders and producers encourages prices related to costs and to
normally accepted marketing returns.

b. If a marketing fimction can be done with less cost (per
wit), there is a strong incencive for each wendor to reduce
prices. The first vendor doing so gains additional rewvenue.
Subsequent vendors drive the price down as they give up most or all
of their savings. Finally, vendors who are not cificiont are
driven from the market.

. ¢. Price discovery is fairly easy because of che near
universal knowledge that market prices are the most competitive
available.
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d. Supplies tend to be related to expected demand as
sufficlent vendors have the option of increasing, decreasing or
skipning each market.

e. Demand tends to be sufficiently large to clear suppliss
within an -acceptable time period. Prices can be raised or lowered
if aupplies are disappearing too fast or too slow, respectiwvely.

The Philippine competitive marketing system allocates the
available commodities/products between the consumers over distance,
time and form. In doing this, it uses price and supply and demand
forces to provide the necessary incentives or disincentives.
Ideally, this system, operating efficiently should supply just the
right quantity of the right type of commodity/product at the right
time to the right consumer in each market throughout the system.
(See Annex H, Technical Analysis, for a more detailed market

systems presentation).
4. Additional Benefits of Improved Markets

Consuners are major beneficiaries of improved markets. For
example, there is generally (1) an improved selection and quality
of goods, (2) a decrease in shopping costs due to increesed
convenience and other time savings, (3) improved public health with
less risk of disease and accident, and (4) an improved quality of

the shopping experience through a better market enviromment.

Markets contribute to employment in relatiwvely labor .
intensive transportation and marketing activities. They encourage
the diffusion of entrepreneurial sikdlls and they improve the social
and economic interaction among beneficiaries. The appropriate
location and design of markets can help to alleviate existing and
futre urban congestion. The Philippine market system contributes
to the expansion of private cammercial activities. These include
retailing, wholesaling, food processing, storing and packaging, and
a mmber 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 lmportant factor in development strategies based on the
growth center' and ''urban fimctions in rural development'
approaches. This approach is based on the idea that rural
development can be facilitated by focusing investment on key
functions in carefully selected centers. Key functions include:
(1) the provision of agricultural inputs (credit, extension, market
information, fertilizer, seed, pesticides, tools, etc); (2) post
harvest transport, storage, , grading, processing; (3
markets for nural proaucts; and (4) socin-economic services such as
retalling, commmication, social interaction, health care,
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education, transportation, and administration. Criteria which have
been used to select the 'growth centers'" for concentrated
investment include: (1) central location within agricultural
vegions with potential for development, (2) growth potential
ehibited by past growth, (3) well served by transportation trunk
linea, (4) qualified and committed local leadership, and (5)

ical characteristics and basic infrastructure conducive to
future development. The tion size of the centers selected
mey vary fram 5,000 to ) depeding on the specific needs of
the region. Whereas extension and weekly marketing functions may
be provided most efficiently by small centers, agri-processing
investments might focus on lurge regional centers. In many cases,
such as in the Philippines, centers in many different size classes
are salacted for investment so that an integrated hierarchy of
centers can be developed.

The Philippine Five-Year Deyelopment Plan, 1983 to 1987,
adopts a regional developwent tramework based on the growth center
approach. Its aim is to shift development amy from Manila and to
achieve a more equitable regiocnal distribution of development by
focuaing on selectad growtl. centers (Amex E). Growth centers werse
sslected after analysis of their projacted population for tha year

2000, geographical centrality, transportation factors, and site
characteristics. They include 15 regional centers, 6 cub-regional
centers, 58 major urban centers and 108 minor urben centers (See

Table 1, - Identified Growth Centers).

Improvenent of markets in these centers will -help them to
achieve their full growth center potential and thus contribute to
the development of surrounding hinterlards. More efficient markets
will mean better prices and less hassle for farmers, facilizate
shopping for rural residents, and also fuirill some commmication
and social interaction functions.

6. Existing Condition of Markets in the Philippines

The critical role of markets in the development process has
already been discussed. Unfortunately, markets in most of the
identified growth centerc are old and inadequate for the needs of
the developing urban and rural sectors. In many cases, market
facilities are maintained inadequately and sanitary conditions are
poor. Most markets are over-crowded; the demand for space
generally outstrips availability. The generally poor condition of
facilities i8 exacerbated by administrative weaknesses. Tha lack
of managerial and technical expertise affects both the operation of
public merkets and, perhaps more importantly, the ability of LGUs
to obtair. market financing. This combination of factors reatricts
the construction of new, efficient markets as well as the
renovation of exdsting markets. Thus, markets in growth centers
are not meeting their developmental potential.
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7. Markets and Local Government Revenues

Some LQUs gencrate a significanc portion of their gross
local rewnues fran the carket operacicas. In a sample of these
LGUs, markets contributed gross receiprs ranging from a low 10
percent to a high of 55 percent o all locally raised revenoves.
(See Table 2, LGU Rewermes, Column F). However, accounts for
markets are generally not kept separucely trom other LGU
activities. Consequencly, it is difficulc to determine net market
revenues without accurste informaciocn on the total expenditures of
these markets. Additiocally, local economic and politiecal
influences, particularly in the absence of accurate financial data,
affect the setting of tee levels and market collectiuns.

Inadequate market accounting and management systems, and
crowded, old and poorly maintained fucilicies conzributu to
umecessarily low fee schedules which may not cover expenditures.
The problems of inadequace facilities and poor administration are
campounded by the absence of a single Integraced strategy and
program to set and enforce standards and provide technical and
financial support for local markets as nceded. The above problems,
notwithstandirg, with administracive improvements and upgraded
infrastructure, markets could be operated to assure, at least,
breakeven/solf-sustaining operations. This would enable markets to
fulfill their developmental and commercisl requirements for amall
vendorn/producers while not creating LGU dependency on market
revenues or supplanting larger private sector commercial
initi{atives.

8. Reasons Behind the Exisciny Stare of Markets

The i{nadequacy of the existing situation wus documented in
a recent study of the loan experiences or the Development Bank of
the Phdlippines (DBP), the Land Bank of the Philippines {&BP), and
the Gowarmment Service Insurance System (GSIS) with LUsl/. One
significant conclusion of that study is that few LUs requiring new
or improved markets hawe sougnt financing (Sce Tables 3,4, and 5,
Loans to IGUs by D3P, L3P and GSIS). Based on data analysis, fleld
intorviews and case studies, the following explanations were made:

a. LGJs do not huve the experience or technical expertise
to preparc the detalled feasibility studles and financial
information required tor loan consiceration.

Dlokno, B. "wocal Public interprises in Developing Countries:
Issues anc Practices', University of the Prdlippines, School of
Economics, December 1931.
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b. There is a complex set of bureaucratic compliance
procedires, involving several GOP agencies, which both frustrates
localofficialsintheirptmsuitofloanﬂmncingmﬂcmses
serious delays in the loan approval process.

c. Procedures are fragmented, which mitigate against
lenders establishing specialized staffs to provide technical
asgistance to LGUs for market operations and construction.

d. A combination of the conservative application of the
net borrowing capacity (NBC) requirement by the Ministry of Finance
(MOF) end Commission on Audit (COA), loan teims that are far
ghorter than asset life (10 years), and high interest rsies
(20-227) have disqualified some LGUs and discouraged others from

applying.

It is‘concluded that Philippine markets are:
(1) generally congested, old and dilapidated, (2) inadequately
maintained and cleaned, (3) e lers than healthy conditions
for food distribution, and (4) becaus: of Insdequate accounting
procedures, yleld unknown net firancial returns to the LGU.
Markets are not fully contributing to the marketing system and
developnent of the Philippines due to limitations in the existing

procedures by which markets qualify and receive financing.
B. DETAT"ED DESCRIPTION

1. General
As a response to the situation described in Part 11.A, the

project will facilitate the introduction of a national GOP program

in sele:ted cities and municipalities of market improvement tirough
technic.il assistance, training and new construction or renovaticr.
The Marieets project will use ESF imds to materially assist this
program which will further strengthen the competitive market systam
of the I’hilippines.

__ The project will exclude LGUs eligible for support under
the ESF financed Municipal Development FRind (MDF) Project and in
Metro Minila. Spocifically, the project 71.11 SUppOrt new

markets,/ market improvements ir up to 72 /' LQUs already

identified by extensive GOP unulysis as key growth centers. The
project will fund up to 100 percent of the costs of approved
constructian, site improvements, rehabilitation, training and
requirec technical assistance in these jurisdictions. An estimated

$800,000 in

Loans to TOU'S must be equal to or erceed the peso equivalent of
$250,000. (See 1II.B.2, Selection Criteria, page 13, for further
explantion.) $18.0 million has been budgeted in support of the
credit component; hence, if all loan: were of minimum size, 72

LGU's would benefit trom rhe nroiecr.
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foreign exchange costs has been set aside to possibly finance
expatriate technical assistance and foreign training. The
remaining $20.2 million will be disbursed to the GOP Treasury in
gupport of approved local wnsts. (Peso equivalent of $18.0M is
estimated for credit; $1.5M equivalent for local technical
essistance; ancd $0.7™ equivalent for local training.)

The primary objentive of the GOP program which AID is
assisting is to improve the market facilities and their operation
in selected growth centers. HMore 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
growth centers, which have been further ranked by othzr established
developmentel criteria. As markets are associated with numerous
econcmic activities, a decision hierarchy will be employed to
allocate limited project funds. This strategy is also
com?lementary to the implementation strategy associated with the
QP's National Livelihood Movement [Kilusang Kabuhayan at Kaunlaran

KKK) ] program. The KKK, as a primary GOP devel:pment program
encompassing many ongoing GOP supported activitiles), is a P2
billion ($242.5 million) nacional livelihood wowement interded to
help the population in 42,000 barangays develop wore productive
enterprises. Markets are viewed by the GOP as an importar: element
in assuring proper and timely distribution of increased production,
which can contribute to the ultimate success of the K'X program.

The second objective is to assure that partic:pating LGUs
operate markets on a breakeven or self-sustaining basis. Markets
will be flnancially 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 generally be operated in a breakeven or self-sustaining mode.
The scrateg 1s to develop the capubilities of these LGUs to plan,
administer anc waintain these commercial service utilities
(markecs) through an improved system of sound management, staff
efficiency, and new and rehabilitated facilities.

The tnird closely related objective is to introduce an
integruted strateyxy and program of training, technical assistance
and credit for markets; this also demands significant L3U
participation. This participation is consistent with the GOP's
Interest in decencralization and local decision-making, in
contruiling locul resources, and in improving the capacities of
LGUs to manage local utilities ond improvement progrums. A fourth
objective is to foster a rore efiicient allocation ol scarce
resources. The project s supporting and developing a review
procecure, with high standards for individual feasibility studies,
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to encourage appropriate subproject choices and effective project
implementation. Concurrent with this decision process is the
introduction of a system of cost accounting which will be applied
to markets financed by this project. A financisl management system
that properly measures expenditures, sets rates and determines net
reverr.es, can improve overall decision-making, generate a more
cost-conscious management behavior and facilitate correct
serformance monitoring of markets. It is anticipated that the
Improved management system developed will 'spillowver’! to other LGU
ﬁlity operations and to neighboring LGUs not directly affected by
project.

2. Description of Project Components
a. Technical Asgistance ($2.0 M)

Technical assistance for p implementation is
needed by GOP officials (LGU and ‘MHS/MPO) to improve their
adninigstrative skills in the tion, tualization, design,
and financial managment of ts. T asistance of

types is needed to assist in activities from subproject
identification through construction of markets and, subsequently,
to-help in the administration and operation of the market. The
required assistance includes urban and regional plamiing, land
econcaics, construction eng , Hnance and accowmting,
‘environmental health, sanitary eng » public administration,
etc. To asaist the GUP in program implementation, this pm;ect

- component will have four technical assistance elements: (1
overall project guidance and regional, urbaen and land use planning;
(2) financial and economic analysis; (3) architectural and
engineering design; and (4) management and accounting systems.

The identified needs of the national Markets
Development Program and each participating LGU will be responded to
by the MiS/MPO. Technical assistance will be provided to MHS/MPO
for: (a) further preparation of a market section in the
appropriite GOP development plans; (b) poeparation of a datailed
feasibility study and physical facility design; (c) introduction of
an elfective 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)

This takes the form of concessional loans (9%) from the
Secretariat to qualified growth center LGUs for the purpose of
financing the construction of new markets, and/or the upgrading or
emanding of exdsting market facilities. This component addresses
th problem of capital availabilicy for LGUs requiring new markets
due to undersized and inadequate facilities. (See page 37 for
detailed discussion of loan terms.
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c. Training ($1.0 M)

This component, in conjunction with the technical
assistance camponent, also responds to the need for technical and
managerial upgrading at the MHS/MPO and LGU administrative 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 thwough
regional conferences, national forums and overseas tours.

PROJECT ANALYSES
A. FINANCIAL ANALYSIS

1. General

For the most part, the financial virbility of the Markets

Project is dependent ugon the financial viability of each
subproject. A feasibility study, which includes a financial

analysis, will be the basis for subproject approval and funding.
Moreover, the financial projections shown in Tables 1l 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 Proto D for Years ending December 31, 1983 to
December 31, 1992), indicate that general subproject prototypes are
financially viable. As a similar methodology will be used for'each
subproject feasibility study, it 18 concluded that the Markets
project is financially viable.

2., Selection Criteria

Projected de and for credit assistance to fund markets far
exceeds the $1£.0 million equivalent prograumed by::the :GOP.
Therefcre, a selection process will be employed: This.seleécticn
process will address GOP development goals, ease of project
implementation and subproject financial viability. The major
criteria for LGUs seeking loan assistance under the Project follow:

a. The LGU must be identified by the GOP as a ''growth
center.'" (Son Table 1, Identified Growth Centers). The appropriate
development plans of the GOP and the LGU will indicate that the
market 1s 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) subprojects could be developed, analyzed and evaluated by the
MHS/MPO. Only in exceptional cases of merit will the Secretariat,
with prior USaID approval, finance smaller subprojects.
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The Secretariat and USAIL agreed on a minimm
subproject cost due to the following:

| (1) The disproportionate technical assistance expense
required to evaluate, design and construct smaller subprojects.

(2) The limited financial viability demonstrated, in
general, by smaller markets. -

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

‘ The above conditions limit the LGUs that qualify for loan
assistance to those with populations of approximately 40,0001
and over. (See Amnex F, Camputation of Minimum Service Projection,

for camputation.)
3. Financial Viability

A significant factor that will determine subproject loan
approval is the projected or estimated financial viability of the
ren

subproject. Subproject 'financial viability'' is defined as the
abiliry of each subproject to generate adequate revenues from rents
each year to, at minimm, meet operating expenses, cash, principal
paymente end other expenditures that require cost outlays. In
short, at 8 minimm, a subproject will have to project a brsakeven
operation, 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 return) 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 rum.

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

o

4. Break-Even Projections

The methodology utilized in Tables 11 and 12 is based on
the requirement that the minimun average rent per square meter per
unit of time 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.

LU population as enumerated in the last Census. However, the
population of the service area would approximate at least 50,000.
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For measurement purpciles, one year breakeven financial
projections are made for nine market prototypes; for one prototype,
a 10 year projection is illustrated (See Table 12).

The minimm rent to be charged per square meter in order

that a market operation breakeven under the assumed conditions

ranged fram approximately P23 to P32 per month for all
protot:ype{ in the first year of operations assuming full
occupancy__/ 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 LGU will, therefore,
have to (1) balance the new operation by increasing 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 is used by the LGU, 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, or more, open seven days a week, range from
2 to P1.50 per m~/day or approximately P30 to P45 per

Jomonth. This revenue range, however, decreases to
appraximately P22 to P35 per n%/moath 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 in Tables 1l and 12 will be .
correctly interpreted, significant assumptions a-e highlighted. As
a basic project premise, it is considered that three hundred (300
persons support one market stall. This is a s set by MHS's
Humen Settlements Regulatory Commission (HSRC)4/. 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 commmities). As
such, the mmber 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 judgements by several AID and GOP consultants
and MHS/MP0, Secretariat, USAID and LGU staffs.

NS

Defined as rinety five percent (957%) of capacity.

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.
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5. Overating 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 management
authority. - They are limited to the operating expenses and usually
consist of salaries/wages, employee benefits, sanitation, utility,
insurance, office supplies and materials, maintenance and
miscellaneous expenses.

A standard LGU employee to area (m?) rotio of 1:20 and the
usual GOP benefit packgage are used to compute salaries/wages and
anp bencfits. This is a high ratio estimate and by used
uniformly for this analysis does not take into account of
scale as the market size increases. These expenses, however, will
be computed for individual subprojects feasibility studies by
developing detailed staffing patterns and orgenization structures
appropriate for market size and volume, and relating the actual

on package to that offered to that job class. This will
a better basis for evaluation and also for later comtrolling
the expenses. It will also help in cost center identification
should more than one market exdst within a LGU.

The compensation package offered various classes of :
employees 1s defined by the GOP and LGU. The importance of the
adninistrative analysis of gubprojects' feasibility study suggests
that the LGU's be open to reclassifying position levels to attract
qualified people for less desirable jobs or be willing-to comtract.
out market operations to a private management fimm, if necessary.

Merket utility costs are normally the responsibility of the
market administrator. Some administrators re~over such expenses
fully or partially through rents, while others account for and
recover such expenses as a separate charge. The subproject
feasibility study, however, will use the latter method and provide a
method for passing commmal utility expenses on to the ambulent
vendors.

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

Many maric:cs are unsanitary, unhygienic and unhealthy due to
inadequate drainage and garbage removal systems and inadequate
funding or necessary repairs. As nutritional and health
improvements are a major consideration for this project, the
adequacy and/or imrovement 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 established to charge a reasonable fee for the garbage
removal services rendered. In addition, the design of the markets

will provide for efficient garbage accunulation, storage and

disnioral.
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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 funds. 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 LGU, 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
]i&nnscceas of P5,000.00 should be financed through this sinking

7. Uncentrollable Expense Projections

Interest, principal payment and repairs (from the sinking
find) are expenses that are not directly influenced by a manager
within a given time span. They are uncontrollable expenses.
Interest and principal payments are determined by the amount of the
subproject loan, which in turn is determined primarily by the L&U'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-anmal basis, beginning to accrue immediately upon
subproject completion and acceptance by the LGU. Construction
period interest will be capitalized and became part of the
subproject loan. Subproject loans will also carry the following
covenants: 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;
ingurance coverage, in the initial amount of the subproject lcan,
will be required.

8. Conclusion

The Markets project is financilally 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 perceat (70%) 85 higher given the
current carket fee structure (Pl to P1.50 per m¢/day) and the
loan teits (nine percent (9%), twenty seven years, with an initial
two (2) vear grace on principal payments).
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B. SOCIO-ECONOMIC ANALYSIS

1. Introduction

The socio~economic analysis of the Markets project
concludes that new and improved merkets will produce benefits in.
excess of their costs. (Annéx G, Socio-economic Annex, fully
describes the analysis, methodology and findings that follow
hereafter.) When only using those economic benefits which are
easily quantified, the internal rate of return (IRR) to the project
is to be 28 percent. Ewen all for 25 percent
underestimation of construction costs or a 20 percent overstatment
of benefits, the computed IRR is still 23 percent.

Markets are an essential part of the infrastructure required
to support the flow of goods and services from producers to
consuners. They repregsent a convenient central location for private
vendors to perform vaiuable competitive market services. In fact,
they are an essential camponent of support for the free market
network of small private traders and producers in the Philippines.
By improving markets, this network, will be strengthened. At least
for foreseeable future, the market network in the Philippines
represents the most efficient and least expensive: method of
distribution in urban and rural areas. This is particularly
important to lower income groups. o

2. Conceptualizing the Economic Analysis

The socio-econamic anclysis, prepared by a US consulting
firm, Agros, is concerned with the.incremential impacts on the
Philippine. economy of the project. AtL.an abstract level, markets
contribute certain identifiable and measurable economic services.
The value of these services is chemnY t the consumers of these
services are willing to pay for them.2/ Whether or not the full
amount is monetized (paid) is irrelevant to this socio-econamic
anailysis, as specifically compared to the preceeding financial
analysis. After allowing for the cost of providing these services,
econamic benefits are produced. It is this incremental change that
results in this project having a valuable economic benefit.

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 services. New and
improved markets will result in the provision of a higher level of
these gervices. 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.



-19 -

The construction, operation and maintenance of new and
improved markets involves additional costs. These costs tend to
lead the resulting flow of benefits. Consequently, it is necessary
to adjust for the time value of money. This analysis empioys IRR
analysis, where the incremental benefits for each of 25 years are
equated to the incremental costs by use of a discount rate. (25
years is used even though markets traditionally have a usable life
in the Philippines of over 30 years. The loan terms used in the
financial analysis (27 years), the actual usable life as determined
by the LGU and the economlc life need not be identical nor should

they be for different analytical purposes).
3. Identifying the Soclo-Fconomic Benefits

The project will produce a wide range of benefits throughout
most of the Philippines. The main project benefits are summarized
as follows (see Annex G, Soclo-Economic Amnex, for the 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 efficilency of the marketing system will be
enhanced. The results will include improved price and quantity
commodity information flows, easler and less expensive access,
improved quality and selection of goods, increased demand by
consumers for goods and services and generally lower operating costs
for both the market and vendors. These will theresfter translate
into higher and more stable prices for producers sod/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 inccmes of producers,
vendors and consumers will result in second round produciion and

consumption effects.
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c¢. Impact on Sanitation, Health, and Nutrition

New, improved and well-maintained markets will
facilitate the strict enforcement 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 outcome is the vending of an increased selection
of food and food products of improved hygienic quality.

Improvements 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, amoebiasis, dysentery,
typhoid fever, and tapeworm infestation. The control and prevention
of these common deseases will in turn impact on the lowering of
medical care costs and minimize work-disability days.

d. Improving 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
well 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, 1is
impogsible. Instead, it is necessary to approximate these benefits
through an alternative method. Essentially, it involves estimating
the potential economic advantages of the major recipient groups of
the project for a prototype market situation. The resulting benefit
estimates underestimate the probable project totals because many are
intangible and could not be accurately and reasonably estimated.

The project's estimated socio-economic benefits are composed
of (1) the increased willingness-to;gey of existing vendors for new
facilities (estimated at P0.50 per m‘/day), (2) the
;}llh'fnesa-t:o-pay of new vendors (estimated at P1.15 per

/day),

(3) the increased willingness-to-pay of consumers
(estimated at 2 percent of the value of sales or P100 per
mﬁyear), and (4) the increased value of direct market services
not ctherwise included (the value of the additional labor employed,
valued at its shadow price, i{s used as ms P of this increased
output: this is estimated at P180 per /y:e(:rxg'.
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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
beneficlary 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
assistance and training, adjusted for shadow prices, (2) the
unsupported Philippine share of project expenditures for management
and administration, 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 persomel 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 1c both socially and economically feasible and desirable.
The project has an IRR 28 and represents an excellent way of (1)
strengthering the Philippine private sector, (2) providing new .
income anc improving the quality of life of a large rumber of .
persons, particularly low income persons, (3) impr the
performance of the competitive marketing system, and (4) reducing
the incidence of sickness and disease related to food handling and

distribution.
C. TEQGINICAL 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 efficlency 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 denand may result in higher prices for farmers and other
suppliers. Though difficult to measure, consumers will gain a
considerable saving in terms of time and convenience. Health
benefits +ill also be significant although difficult to measure. In
eun, the replacement of outdated and inadequate markets with new
efficient markets will produce benefits for a wide range of wrban .
and rural residents.

In addition, improved management of markets will lead to
more rational stall rental rates and provide new rovenues for :
fiscally stressed LGUs. Furthermore, new markets have a positive
impact on surrounding land values and these lands should, in turm,
be taxed to generate additional local revenues.

2. Location and Other Criteria for New or Rehabilitated
Construction

It is useful to view decisions concermning market locations
as a two phase process. First, growth centers most in need of new
market structures must be selected. Second, once a specific LGU is
selected, decisions must be made concerning the location of new
market facilities within the LGU's jurisdictional boundaries. If
the old market is to be renovated, it is not necessary to make the
geographical decision, although the phasing of the construction will
be critical. :

- 8+ Selection of Centers

Mary determinants will be used for selecting LGUs in
need of new or rehabilitated market structures. The exe~l crireria
and standards will be agreed to by AID as a Condition Frecedent (CP)
to Disbursement of Funds for Credit. (See e 40, Conditions
Precedent to Disbursment of Funds for Credit.) Some {llustrative

criteria follow:

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

(2) Existing market facilities will be inadequats
based on size, age, location, and/or some other significant
factor(s). A recent survey by the Secretariat assessed the
of existing markets and the need for new or rehabilitated markets.

(3) The LGU will have a Net Borrowing Capacity (NBC)
capable of servicing the loan. In addition, the subproject
feasibility reports must show chat the market is economically and

financially feasible.
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(4) The LQU 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 networks, commmication patterns, geographical
barriers, cultural, ethnic or linguistic boundaries; and these
historical patterns are usually quite efficilent and resistant to
change (See Annex E, Growth Center Strategy).

(5) Strong interest in a new market on the part of the
local mayor, tha LGU council (Sanggunian) end the local treasurer's
office. Tia tlavanr cf£licials will be cooperative and willi.r? to
undcrgo training on how to operate markets efficiently, as well as
keep accounts which accurately show costs.

(6) The population, especially the existing
stallholders, must be genuinely briiind the developuent of new
facilities. :

Some of the designated growth centers will not be able to
meet all of the criteria listed abuve. In actually selecting
locatiors, some compromises may have to be made.

b. Selection of Locations Within Urban Areas

Somewhat different criterls are relevant for
determining where to bulld new market facilities within an urben
area. It is important to recognize that la?e and expanding LGUs
need several markets, and that a convenient long-term arrangement is
to have one or two central market locations, and several ''satellite'
markets in different directions fram the jurisdiction's center
between half and three-quartzrs of the way to the urban periphury.
Therefore, it 13 not possible tou maximize all of the criteria listed
below. In many cases, new markets can be located on the opposita
side of the LGU center fram the existing cent 1l market, which may
be rehabilitated simultaneously. In this wa “he two markescs are
convenicnt for mout users an! ~ongestion in wne city can ba
reduced. The followl 5 crit . will be included {1 che review of

each gar«et:

(1) Relatively low cost for site develupment,
includirg land; the {nscallacion of on sice water, electrical and
drainage systems, anc off site road access and pardng.

() Availlability of publicly owmwd, suitably located
land of utticient character or the potenciul tor casy public
acquisition ot land cither through leng term lease, purchase, or
eminent doanin.

(2) Adequite spesce or expansion to oeet tho communicy
market neoeds of thae next 27 vears (o new tarket structure will have
a financ.al lite of 2/ years).
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(4) Ample parking for trucks and other vehicles used
to bring goods and people to and from the market.

(5) A location whe.e traffic congestion is avolded but
reasonable access to national roads, highways and the main zcter: es
of the commmity is assured.

(6) Easily accessible and convenisnt to consumers. In
locating new market facilities, an attempt should be made to
maximize the 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) Caompatible with adjoining land uses. This deems
location in a camercisl or mixed commercial/residential area as
opposed tu an industrial zone or a strictly residential zone, or
next co a hospital or some other activity, which might be disrupted
by a market.

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

For towns that have well designed land use plans,
"future'' mirket locaticas may be pinpointed already. These sites
should be acceptable campromises basad on the above critertia. - For:
towns that do not have land use plans, site selection will be a“
matter of identifying locations that can offer most of the
attributes cutlined above.

An important locational factor is the extermalities
generated by markets, i.e., the effect the market has on surrounding
property. Markets are a traffic magnet borh vehicles bringing both
consuners 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 markats and
the noise and smells generated might be perceived as a nogative
externality by some people. Oa the other hand, markets actract
consumers 50 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 surrounding a new market. Such increases constitute a
windfall profic for landowners fortunate to own property near a new

market.
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Acquisition of land is another potential problem area.
Because large sums of money are involved, local political figures
and property owners have a strong vested interest in decisioms
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 cair and equitable purchase agreeaments
are reached, obtaining clear title to land can be a very time
consumning 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
gsite 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 regponsible for providing land, satisfying specific locational
ariteria, before market finance will be available. USAID ard the
OP feel confident with the requirement that the LGU provide well
located land for the market. This increases the probability of
market success and assures LGU interest.

c. Rehabilitation or Expansion of Existing Markets

In many ways, relwbilitation or expansion of existing
markets is cousiderably 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 selecting and
acquiring a sultable new site, in many cases it might be preferable
to construct a rompletely new market on the site of the old market.
However, between razing the old structure and completing the new,
market —unctions can be gseriously disnupted . This can be minim!zed
by undertaking the construction in phases.

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

Before rehabilitation, expansion, or reconsiruction
projects are initiaced, care must be taken to assure the adequacy of
the location. Consideration will be given to all of thé location
criteria listed above. For rehabilitation projects, a critical
conglderation is the size of the exdst site. Can it accommodate
the expected increase in market activity! Is there adjacent
publicl: owned property (or easily acquired property) which can
accomnodate market expansion? Are roads serving the market adequate
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to handle expected increases in traffic? How can future congestion
be minimized? Are existing water, sewerage, drainage and
alectricity services adequate? Can satellite markets be developed?
Can the mix of market stalls reflect commmity needs? All of these
questions, along with those concerning economic and financial
feagibility, 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 subproject approval.
3. Design of Market Facilities

The design for all new and rehabilitated markets will be
based upon established GOP engineering design standards and a design
program tailored to meet local needs. A local private architectural
firm and/or a LGU's engineering office will be involved to the
degree possible. Information for the design program will come 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. Existing construction systems and material
sipplies will be observed and analyzed. Construction estimates will
be baged 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 structure, 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,

, waste disposal, health and day care facilities; space for
cafeterias and other eateries; branch bank utility collection and
public agency offices; and meeting roams. Offices for private or
public organizations will be charged a rental fee adequate to
expenses. The gpecific mix of commodities handled and facilicies
and services provided will be an integral part of the subproject
feagibility study and financial analysis which will be approved by
th> LGU and MHS/MPO.
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4. Design Prototypes

Three market prototypes have been developed, designed and
costed by a Philippine architectural and engineering fimm for the
Secretariat as an aid to subproject approvals. However, 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.

Egtimated Costl/ LGU No. of Market Regular
Prototvoe (Millico P)  EcpulgCion Stalls Axed Market Davs
A 2.0 40,000- 70,000 125  1,500me 3-5
B 4.0 60,000-100,000 250  3,000m2 5-7
C 6.0 and up over 90,000 375  4,500me+ 7

In all cases, final approval of individual market facility
designs will be the responsibility of the LGU. Completed 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 LGUs have the in-house ability to produce plans for and
supervise the construction of new markets. Many medium sized
mmicipalities may utilize the in-house capacity of their respective
provincial governments. 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 previcusly, little market construction has
taken place in the last twenty years, so most LGU engineering
departments have little specific experience with design and
construction of markets.

D. ADMINISTRATIVE ANALYSIS

1. Many LGUs own a market(s). Fees for space rental, services
and utilities are fixed by the LGU council (Sanggunian) whose
menbers are elected by the community. However, a maximum allowable
fee schedule has been established by national legislation and
enforced by the MOF., LGUs are allowed to establish a rate structure
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up to the authorized maximum. In most cases, the local council has
establisted a market ordinance that is uot 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 lawl/ 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 MOF. This sometimes results in a market
operation 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 technical
assistance and subproject loan conditions, will require that the
market have a fee schedule adequate to cover all expenses.

In some LGUs, a market administrator (manager), rt
directly to the Treasurer, has daily responsibility for mtm
operations. In these cases, the market administrator has direct
supervision over market employees. Most markets have revenue
collectors, inspectors, security 8, maintenance personnel and
clerical employees. In smaller , whare market activities are
limited to 2 or 4 days a week, market staffs also perfom other
additional tasks for the LGU. -

2. Accounting Requirements

Supposedly, national law seems to prohibit a LGU from making
more than 10 percent profit on activities-classified as an economic
utility enterprise (e.g. ports, airports, rallway statrions, markets,
slaughterhouses, toll bridges, etcfg? In practice, however, there
appears to be no enforcement of this legislation. Two recent '
academic studies conducted on markets confirm that this law (also
Presidential Decree No. 231, as amended) is largely inoperative
under Philippines practice, and revenues beyond 110 percent of
markets expenses do fund other LGU activities.

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

Presidential Decree No. 231, as amended
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market expenditures. LGUs review their financial success on a
highly aggregated level. If gross LGU revenues (locally generated
and from central goverrnment allotments) equal or exceed the LGU's
expenditures, then all LGU cperations are considered sound. No
differentiation among cost or revenue centers ig usually made. The
problem is to identify all market expenditures and compare these to
market revenues 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) mo
provision of technical assistance, and (e) lengthy loan processiug
procedures.

Low utilization of available loan funds is, in part, a
consequence of the marmer by which a LGU's NBC 1s computed. The NBC
is calculated at seven percent (74) of the LGU's taxable valuation
of real property, less outstanding loans and other indebtedress.
Historically, LGUs have been uncomfortable with the NBC balsnce
available after financing new market construction or major
renovations at commercial rates. Thus, the market potential is not
evaluated against the debt to be incurred for solely that econawic
utility enterprise, but against the entire LGU finances. This in
itself is sound management fram a total LGU perspective, but it
results in fewer 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 finaicial
standing of LGU. Many other commercial 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 144. 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 prograus 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 consequence is that existing government
lending programs are extremely rigid, expensive and bureaucratic,
which LGUs find cumbersome and discouraging to utilize.

4. Strategy

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

~a. Assuring that each market is operated and managed by a
LGU as a bregkeven/self-sustaining commercial utility. That is, the
revenue of each market is evaluated against its total expenditures
(recurrent expenses and long-term debt).

(1) LGUs will institute and comply with new cost
accounting, finarcial management procedures and performance
monitoring requirements. LGUs will submit regular reports to the
MIS/MPO, MOF and the Secretariat regarding the financial status and
performance of each market.

(2) The MIS/MPO will provide LGUs with regular
technical, financial, and management assistance during subproject
~ design and in the initial years of operation.

(3) Treasurers and local councils and officials will
be required to establish and edminister rate s es that are
based on total market expenditures in order to a ve at least a
breakeven operation.

b. Qualified consultants will be used to assist in
streamlining the processing and evaluation of LGU proposals to
provide project development and menagement services to LGUs and to
provide expert advice to the MHS/MFO.

c. Training for LGU officials, treasurers and market
administrators (manager.) in the use of new techniques for the
monitoring and management of markets will be provided. Academic
institutions and/or the: private sector, will train treasurers and
market administrators in all aspects of market operations and
conduct applied research.



Iv.

- 31 -
E. ENVIRONMENTAL 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
were built to the construction standards and needs of the early
1950s, and before. The population of most Philippine urban centers
was then less than a third of what it is today. Consequertly, even
when assuming that some population growth was anticipated, many
markets are being used by three times as many persons as originally
planned. The expanded volume, coupled with aging facilities, puts
tremendous strains on existing markets. Second, market
administrators and treasurers are not trained to provide the
required standard of sanitation and health conditions in market

rations. In many circumstances, despite severely pressed
facilities, a healthier enviromnment for food could be realized by
improving market administration procedures.

A major purpose of this project is to enhance the economic,
social and financial role of markets in :ertain LGUs identified as
growth centers. In mumerous cases, market construction and
operating changes will have significant environmental impact.
Therefore, each subproject will be analyzed and reviewad from an
envirommental point of view by the MHS/MPO, its consultant(s), the
LGU, and the Secreta lat according to GOP and USG regulations before
comnitment of funds. An initial environmental examinaticn will be
included in the feasibility study for each subproject. Appropriate
procedures are in placa to do individual environmental analyses for

each subproject.

PROJECT PLANS

A. IMPLEMENTATION PLAN
1. Organizational Responsibilities

Implementation of the markets project will involve GOP
entities traditionally responsible for market administration,
figance 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
Secretariat and MHS/MPO will manage and implement this project in
coordination with a task force of other GOP agencies. The specific
organizations involved in project implementation are outlined below
and their responsibilities are illustrated in Figure 10, Markets
Approval Process.
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a. Management Advisory Committee (MAC)

The MAC provides general program and policy guidance to
the ESF program. The MAC, composed of eight Cabinet Ministers, is
chaired by the Minister of Human Settlements. The MAC was created
by President Marcos under Letter of Instruction 1630 dated May 27
1980. It authorized a Secretariat under MHS to administer ESF

projeccs.

. The MAC, which has already approved the Markets project
on the basis of preliminary documentation, will rove only
subprojects which cost $5 million (approximately million) or
more.
. b. The Davelopment Projects Fund Secretariat (The
Secretariat)

The Secretariat was authorized by President Marcos
under Letter of Instruction 1030 dated May 27, 1980 to oversee daily
operations of the ESF program on behalf of the MAC. The Secretariat
18 presently managing or about to begin ement of five ESF
projects -- Project Design, Elementary Schools, Clark Access Road,
Mumicipal Development Fund and Rural Fnergy. The Secretariat
currently has a staff of approximately 75. The staff is
end is-well trained in the many flelds required for the successful
management of the Markets project. These include engineering,
public finance, auditing, regional plaming and economics.

From the existing Secretariat complement, a markets
project staff of three persons will be charged with overall policy
and management. This Secretariat markets staff will be augmented by
short-term details fram other GOP agencies forming the Inter-Agency

Finance Cammittee (IAFC). The approval for subproject financing
will be the responsibility of the Secretariat's Executive Director.

The approval decision will be based upon an assessment of the

debt financing approval by the IAFC. The Secretariat, through PNB
is the formal lender to the LGU. ’

c. MiS Markets Program Office (MHS/MFO)

As discussed previously, no one ministry or
inter-agency group is now responsible for overall planning and
programning 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, monitoring, and
evaluation. Staff salarles 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, formationm,
implementation and administration of a natiornwide 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
eligible 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/MPO consultants and (11) training for LGU officials from

MHS/MPO.

MHS/MPO staff and local and foreign consultants, under
contract to the MHS/MPO, will then provide LQUs with specific
engineering, economic, financial, management, accounting and other
tectmical assistance to prepare feasibility studies, introduce cost
accounting systems 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 seveu persons.
As the Markets project will provide the initial funding to what is
proposed to be a P1.5 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 fram the MOF, MOB,
MLGC, and the Secretariat, is responsible for assuring that the
proposed subproject loan 1s within the capebility 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 the financial standing of the LGU. The IAFC will evaluate
the NBC of the LGU proposing the market subproject to assure debt
servicing capacity.

e. Philippine National Bank (PNB)

Basic banking (cashier) responsibilities will be
undertaken by PNB. PNB is the largest Philippine commercial bank
and 1s a well established government corporation handling a mumber
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 cnly 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, Plamning and
Development Staff and Engineering Office, will identify, design and
. implement market subprojects.

To assure demand for new market construction, upgrading
or expansion, consultations 211 be conducted between LGU leaders
and the MHS/MFO. The LGU will meet with  he local population and
market user groups as required to assure commmity acceptance.
Subproject approval by other GOP agencies, where appropriate, is the
responsibility of the LGU with the assistance of the MHS/MPO.
Market approvals or endorsements may be required from the Regional
Engineer (Ministry of Public Works and Highways), the Regional
Office of the National Economic and Development Authority, and the
HSRC, among others. LGUs are (1) responsible for the repayment of
the concessionary loan administered by PNB and lent by the
Secretariat and (2) to be trained in and expected to utilize
modified accounting and management systems in the operation of
markets as implemented and prescribed by MHS/MFO.

: In general, larger LGUs are well organized
administratively and have performed well in past programs providing
quality construction in a timely manner. LGUs have the capability,
to varying degrees, to undertake the additional construction and
implement the administrative procedures proposed under-this project
without adversely affecting existing commitments.

AID has had meny years of experience working with
IGU'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 for 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 Agreement is signed
and CP8 are met, AID will transfer dollars to the Treasury of the
Philippines equal to the estimated peso cash requirements needed to
meet the ammual local costs of the project. These disbursements
will be annual features of the implementation plan, as will the use
of regulsr GOP budgetary resources to implement the subprojects.
Thig 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 cogts 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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contimue to be involved, in a reduced way, in monitoring these
componencs. Monitoring will be focused on the institutions carrying
out the subprojects in accordance with agreed upon criteria and
procedures. If they do, then the project will be deemed to be
successfully completed; if not, then the AID will have the right to
review the system for the source of failure. In order to determine
whether the institutions are properly implementing the project,
USAID will monitor by exception. Feasibility studies will be
reviewed on a random basis. Subprojects meeting the agreed upon
criteria and implemented under agreed upon procurement p

will only be spot checked to ensure outputs are occuring as agreed
upon. Subprojects and/or procurement procedures which are outside
the pre-approved criteria will be fully reviewed and approved by
USAID before proceeding and will be more closely checked in
implementation. Given this institutional orientation, AID will
minimize its impiementation monitoring and approval role and
workload. The major implementation responsibility, however, will
rest with LGUs and the MHS/MPO, the implementing agencies.

Under the foreign exchange assistance to this project,
regular AID procurement procedures will be used to purchase foreign
contractor services and to provide overseas training.

2. Assessment of Institutional Capability

It is USAID's judgment tbat the Secretariat, the MHS/MPO,
IGUs and other participating GOP agencies are capable of executing
the Markets project as presented herein. Appropriate plans are in
place to insure effective commitment of funds on a subproject basis.

3. Implementation Schedule

Tae Markets project will be implemented over &p roxdmately 6
years with initial $4.0 million obligation in August 19%2. Tha..
scopes of work for the MH3/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 e
result or the extensive contracting, policy and procedures, work
already completed on the MDF project, the CPs to Disbursement of
Funds in support of the Credit Component will be met by mid-1983.
As many eligible IGUs already have market designs available and
gubproject identification and design has begun, construction may be
expected in late 1983.

4. Monitoring/Reporting

To keep track of project execution and respond effectively
to problems or dirficulties that may arise during implemcntation,
GOP monitoring and reporting will be undertaken at the project and

subprojecr. levels.
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At the project level, reports on the'a completed qtmrtei"s
actual nditures and on the next er's ed tures
will be prepared by the Secretariat for subaiseion to USAED,  Thog

and monitoring of the physical progress of the project
will be done at the subproject level. They will cover not only the
subproject implementation phase, but also the conceptualization and
the post-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 fo;lencoding and
input to its computerized project management system. 1 Jocuments
and reports will be retwrned to the Secretariat after they have been
processed. (Please see Amex I, Project Management System - Impact
Documents, for the list of documents and reports.) In addition,
visits to project sites will be made randamly and at strategic
sta of project execution by the USAID broject Officer and
Engineer(s) as well as appropriate GOP officlals.

5. Procurement/Contract Approvals

Since subprojects will essentially be developed and
constructed with G.0.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 Sec.etarlat that the subproject identification, design and
plaming criteria established under the MDF Project will be
followed. Further, the procurement procedures established under MDF
will be followed. AID will approve all contracts over P25.0
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
procurement 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. Technical assistance and training for new and
improved market operations can easily be secured in Latin American
and other Southeast Asian countries. Therefore, foreign technical
assistance and overseas training will be also available from Code
941 and Code 935 countries.

Except as AID may agree otherwise in writing, all project
construction servvices, ipment and materials will have a
source/oriyin of Code 000(U.S.) or Philippines.
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All subproject loan payments will be paid to PNB then
deposited in the Philippine Treasury.

3. Dollar Disbursements
a Forelgn Exchange Costs.

Foreign exchange expenditures (training and technical
assistance) will use standavd AID Letter of Commitment/Letter of
Credit disbursement procedures. AID will disburse the dollars
directly to the suppliers in accordance with appropriate AID

approved contracts.
b Local Costs

AID wil] disburse dollars anmually equivalent to the
pesostequiredtofimncelocalcostecpendimreaforoneyear.
Dollardisbm‘sementswillbemdetodxeﬂlilippmel‘reasnmyand
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 Agreement. The pesos will
bedishmsedfromthemPTmasmyGemralF\xﬂandwﬂlbemd,
controlled and accounted for eolelybg' the GOP. In the Project
Agreement, the GOP will agree to: (1 the AID review and approval
pmcechmesoontainedinkmloftm&ojectigmanent,md
elsewhere in the Agrewment; (2) report to AID on the peso uses in
quarterly progress, manegement and financial reports; and, (3)
allow fo. audit and inspection by AID of the agreed upon project
elements financed by the pesos.

4. QOP Budgetary Procedures.

The QOP peso/AID dollar disbursement system for local cost
camponent 1s presented below:

(a) A li.fe-of-éroject: gpropriacim for the project has
been included in the GOP's CY 1982 General Appropriation Act, as
supplemented.

(b) After the Project Agreement has been signed and CPs
met, the appropriated project pesos will be fully allotted to the
Secretariat. This allotment and subse Tient reallotments to MIS/MPO

and LGUs allow the implementing agencies to enter into obligations
such as loans and service and construction contracts.

(c) AID disbursements of dollars to the Philippine Treasury
will be cquivalent to the estimated peso cash requirements of the
project for the ensuing twelve months and will be linked as closely
as posgible to the date when peso disbursements are scheduled to
commence. The GOP will then release a Cash Disbursement Ceiling
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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 the present facility and its
operation, recommendations for immediate improvements and/or new
construction, alternate solucion studies; cost data; and an
econccaic/ 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 disbursement upon satisfaction of the above CPs.

c. Special 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
subproject loans of the Project shall be approved by both Parties.

(2) The Parties agree that any agreements entered into
during the life of the project between a city or mmicipal
govermment and other government entitites or private enterprises for
the manag:ment or utilization of profits of markets funded by the
Project shall have che written approval of the Secretariat before

being executed.

(3) The Parties agree that any agreements (debt or
equity) entered into during the life of the project between the
city, the mmicipal:ty, the Secretariat, and/or the PNB and any
other financial orgunization 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 mmicipal
government 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 citles and municipalities
outside those encompassed in Metro-Manila and those eligible for
fing:icing under the Municipal Development Fund, umless AID otherwise

sgrees In writing.

(6) The Coopérat:i.ng 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 implexnentation of the Project.

(7) The Cooperating Countxy 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 with appropriate GOP officials, and no problem with
Inclusion in t.e Project Agreement is anticipated.

&. Audit

"The Q02's Camnission on Audit (COA) will contimually review
project activiries as LGUs, the MHS/MPO and the Secretariat are
regularly sudited by 00A. Further, an established Certified Public
Accounting firm will be contracted to provide the financial analysis
for each subproject feasibility report and to implement a program of
cost accounting 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

requirements for evaluative informacion 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 least
two months. An optional second evaluation might be conducted late
in the life of the project if the first evaluation, monitoring
reports, 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 logframe (See Ammex J) will serve as a general guide for the
design of the first evaluation which will assess present and
potential future achievement of project purpose, the viability of

hypotheses linking inputs to outputs to purpose and the validity of
project assumptions. The evaluation of the design will focus on key

issues identified during the first phase of project implementation.
While suci issues cannot be specified accurately at this time, they
may include:

1. Tie success of the new markets as viewed by consumers,
retailers, local political leaders, treasurers, public health
workers, MHS/MPO and the Secretariat.

2. Project impact: (a) on the capacity of MHS/MPO and the
Secretariat to bring about improvements to markets, and (b) on
market walagement at the local level by LGUs.

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

4. Specific recommendations for 1mproving subproject
implementstion.

5. Lessons which can be utilized in the design and
1mplementztion of other development interventions.

While these issues are rather general, the actual evaluation
will addiess a relatively small number of specific issues for which
Informaticn is needed for project management and decision-making

purposes.



TABLE 1

Identified Growth Centers

Region

Regional Centers

Major Uchan
Centers

Minor Urban
Centers

I

II

II1

San Fernando

Dsgupan-Lingayen

San Carlos

(Sub-regional centers)
. La Trinidad

(Sub-regional centers)

Tuguegarao

San Fernando
jeles City

Tarlac
(Sub-regional -enter)

Olongapo City
(Sub-regional center)

Urdaneta
Laoag City

Ilagan
Baggao

Malolos
Baliuag

Cabant:uan City
Paniqui
San Jose City

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*
Tba*



v Metro~Manila
(Metropolitan Center)
Iv-A
v Legaspi City
VL Iloilo City
VII Metropolitan Cebu

(Metropolitan center)

Lucena City
Imus

Sant Pablo City
Lipa City

.Batangas City

Sta. Cruz

Nasugbu

Calapan

Lopez

Catanauan

San Jose

Puerto Princesa City

Naga City
Iriga City
Tabaco

Masbate

Bacolod City
Silay City
Cadiz City
Kabenkalan
Roxas City

Toledo City
Dumaguete City

Tanay
Silang

Infanta*
Boac
Polilio*
Quezon*
Bongabo
l‘dauﬂ:umg§

Odiongan*

Baler

Romblon*

Coron*

Brooke's Point
Taytay (Palawan)*
Cuyo*

Pili
Sorsogon

Sipocot
Irosin

Virac

San Jacinto*
Cataingan
Viga*

Jordan

Passi

La Carlota

Kalibo

San Jose de
Buenavista

Culasi*

Buruanga*

Carcar
Tagbilaran City
Bais City
Talibon

Santa Catalina
Bogo

Kanlaon City*
San Francisco*



VIII

Tacloban City

Jolo

Zamboanga City

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

Calbayog City
Ormoc City
Catbalogan
Maasin

Isabela
Siasi

Pagadian City
Dipolog City

Ozamis Cicy

Gingoog City
Valencia
Malayba lay
Surigao City

Samboan*
Garcia-Hernandez*
Siquijor*

Baybay
Carigara
Basey
Catarman
Dulag*
Calubian*
Lao.
Sogod¥

an
Naval
Oras*
San Juan*
Quinapondan*
Victoria*
San Fran~isco*

Mapanao

Tandu Bag*
*

Maimbung
Tungkil*

Margosatubig
Ipil

Siay*
Molave¥*

Oroquieta City
Balingasag
Kitao-tao*
Prosperidad
Initao*
Tubay*

San Francisco*
Mambajao*
Santa Monica*
Dapa¥



XI Davao City General Santos City Kiamba*

(Metropolitan Center) Tagum Tandag*
Digos
Mati
Koronadal
Bislig

X1 Cotabato City Marawi City Malabang*
Iligan City Midsayap
(Sub-regional center) anoy Tubod*
h unan
Kidapawan
Isulan

*Growth Center with a population less than 40,000

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



TABLE 2
LOCAL GOVERNMENT UNIT REVENUES - SEI.ECTED AREAS: 1978
(In Thousands of Pesoa)

A B C D E F (H
Cross Revenue Markat Revenues Market Revenues As Market Revenues
Total From Operation As a Percent of a Percent of [o;:?lly As a Percent ol
Local Jurisdiction Population Revenwes of Public Markets Total Revermes Ralsed Revenues ) Local Taxesb/
Barotac Nuevo 42,926 883 187 21.18 31.27 52.67
Dumangas 48 457 632 9% 15.19 21.72 40.68
Tloilo City 260,523 17,391 1,670 9.60 11.71 16.06
Miagao 70,501 693 102 14.72 21.42 53.40
Oton 46,120 567 51 8.99 13.21 36.43
Passi 57,017 1,204 191 15.86 31.36 87.21
Tigbauan 37,443 406 77 18.97 29.84 45.29
Legaspt Cleyc/ 109,613 5,674 Sh4 9.59 11.38 18.29
-r.b.cécr/ 77,814 1,356 426 31.42 44.51 100.47
Guba 47,724 650 2% 36.00 55.19 178.62
Sorsogoat/ 62,075 1,025 153 14.93 19,82 38.44

a/ ~ Locally ralsed revenic 18 revenue from taxation plus non-tax revenue net of Allotments and aids and
contributions

b/ lml.um‘ 1s revenue from taxation not of Bureau of Internal Revenue Allotuents.
c/ Computed using 1977 figures.

SOURCE. OF BASIC DATA: (1) Population for 1979 i{s from several special releases of the Office of Pxecutive Director,

Rational Censua and Statiscica Office. (2) Fiscal data are from selected local govermment financial reports to the
Camission on Audic.

SORCE: Behl et al. [1981], Table VII-1, pp. VII-3.




TABLE 3
LOANS TO LGUs BY DBP - 1976-80
(In Thousands of Pesos)

1976 1977 1978 1979

Type of Project Nuber Amount Ramber Amount Namber Zoount Naber  AZount
Markets and

Slaughterhouses 10 16,313 1S 40,868 6 17,381 2 21,050
Heavy Equipment 9 20,237 12 38515 5 9,84 13 39,582
Fire Fighting Equipment2/ 1 43,500
Water Worksb/ 1 12,000 2 260
Electrical syscemss/
Cadastral Surveys 1 1,350

Others

TotalsC/ 20 48,550 29 79,643 13 72,055 15 60,632



(TABLE 3 - Cont.)

Total - Outstanding

1980 Total 1976-80 December 31, 1980

Type of Project Number  Amount Number Amount Number  Amount
Markets and

Slaughterhouses 5 13,831 38 109,443 146
Heavy Equipment 7 27,583 46 135,741 50
Fire Fighting Equipc 1 43,500 1
Water Worksb/ 3 12,260 26
Electrical SystemsS/ 3
Gadastral Surveys 1 1,350 4
Others 6
Totalac/ 12 414149/ 89 302,294¢/ 236  176.751F/

a/ A Toan to Metropolitan Manila for purchase
b/ With the formation of Lo:al Water Utilit
Electrification Administratin (NEA) few

¢/ Amnual totals include projects which ha
fimded.

of equipment

y Administration (LWUA) and National

logns are now being made for. utilities.

ve been approved but not necessarily totallv

d/ Only P12,000 of the total amount approved was released in 1980.

e/ Of the 1976-80 total, P139,194 or

percent was for local goverrments in Region IV.

f/ To the outstanding total of $176.7 million, an amount of P101.5 million should
" be added for approved but as of yet only partially fimded projects. This would bring

the aggregate total to F273.2 million.

SOURCE OF BASIC MATA: Unpublished data, Develc

SOURCE: Rahl et al.

poent Bank of the Philippines, January 1981.
(1981), Table IX-2, pp TX-20, 20a.



TARLE 4
LOANS 10 LQUs EY LEP 1977-808/
(Ia Thousands of Pescs)

Total
Out sanding
TYPE OF MOIKCT 1977 1978 1979 1980 Total 197780 Decesber 31, 19
Rohr Aaount | Raber kot Rmber Aacxnt Hober Jaant RKeber JAmoant Naber Asouit

RAblic Markats and

Shftufn.. 2 7,100 ) 4,700 4 11,490 4 12,338 11 46,628
15,59

Heavy Equipment 4 19,213 4 1575 13 67,480 8 25140 29 147,586 89,519
Fars Equlpment 8 5,927 16 9,088 1 7,529 7 2,539 45 25,083 17,568
Commercial Ritlding 1 3,000 1 2,43 2 5,493 4,252
Road Canstructian 1 2 881 1 5000 2 7,881 2,080
Tocalad/ 15 35,121 22 2,51 12 88,92 20 6,000 89 212,6Nn 129,000+

a/ land Bank"s Tomns to local governmsits started in 1977.

b/ htm"q:ptw-dlmn;"refzratothe.mlmund-xntoflauulppruwsdbydnlo-rd All the fimds were
mtmrilydlwdrhg:h:ymrdn loans were

approved .
c/ 1n 1960, the total -Jmttcnnllydhbgr-adtolocalgovemlmﬂBnilllma'llomofd’em

4/ To the agstaniing total of P129 alllion, an acant of P7.8 million should te added for four approved but as
of yet anly pertislly finded projects.

SARCE OF BASIC DATA: lished data, Land Bak of the Milippines, January 1981.
XIRE: BRI, et al e(n. (1981), Table IX-3, pp. IX-22, 22a.



TABLE 5

LOAN TO LGUs BY GSIS
(In Thousand Pesos)

Total
Outstanding

1979 March 31, 19798/
Type of Project Number  Amount Number Apount
Markets and 15 14,290
Slaughterhouses
Commercial Building 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 k) 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.
SOURCE OF BASIC DATA: Governmant Service Insurance System, May 1980.

SOURCE: Pahl et al. Table IX-4, p. IX-24.



TeRIE 6
MARKETS

Sunmary ot Ubligations and Projection of Expenditures by Fiscal Year ($000s)

Fiscal Year

Activity B2 83 84 85 86 87 88 TOTAL

Obligations 4,000 10,000 7,000 ° - - - - 41,000

Expenditures 1,000 3,000 3,000 4,000 5,000 5,000 21,000
(Anticipared Disburse :
ments.- to the QP

Cumulative Obligations.
Less Cumilative

Expenditures 4,000 13,000 17.000 14,000 10,000 5,000



TABLE 7

Projection of Detailed Expenditures by Fiscal Year ($000s)

Fiscal Year
Expenditures 83 84 85 86 87 88 ° Total
Technical Assistance 500 500 200 300 300 100 2,000
Credir 450 2,300 2,400 3,500 4,550 4,800 18,000
Training 0 200 300 200 150 100 1,000
Total 1.1,0(1) 3,000 3,000 4,000 5,000 5,000 21,000



TABLE 8

COSTING OF PRQJECT OUTPUTS/INPUTS
(In $000 or equivalent)

MARKETS
‘ ' Outputs¥
Inputs # #2 3 Total
AID Appropriated (ESF) 2,000 18,000 1,000 21,000
Host Country 500 2,700 100 3,300
Total 2,500 20,700 1,100 24,300

Planning, analysis and design for up to 72 markets.

Up to 72 new or rehabilitated markets. .

Market managers, treasurers and officials trained in up to 72 LG&Us;
training for LGU and MHS/MPO staff.

*
LW N



TABLE 9

SUMMARY COST ESTIMATE AND FINANCIAL PLAN

(US$ 000)
MARKETS
e Source AID. Host Councmrz Total
Technical Assistance 500 1,500 - - 2,000
Credit - 18,000 18,000
Training 300 700 - 100 1,100
Land - - - 2,700 2,700
Administration - - - 500 500

Total 800 20,200 - 3,300 24,300
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NOTE 1.

NOTE 2.

NOTE 3

NOTE 4.

Notes for Tables 11 and 12

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

ASSIMPTIONS: The projections are based on the following
assumptlions and are an integral part of these financial
projections.

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

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

through rents.
- Others as indicated in notes.

SUBPROUECT LOAN: The subproject loans, equal to the estimat:
construction cost of each prototype, will bear an interest rate
of 9% per annum for twenty-seven (27) years. The loans will
require monthly payments with principal payments commencing in
the third (3rd3’ year. The loan agreement will also carry
certain covenants emmerated in notes to the projections.

QUNSTRUCTION OOST: The comstruction cost of each prototype 1s
bused 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 construction cost (market and off-site
improvements) of one (1) sq. meter is P1,350.
Construction costs include architectural fees, labor,
materials, construction period interest, a ten percent (107)
profit margin and three percent (3.) taxes. Costs are
expected o increase at a rate of ten percent (10%) per
year. (Source: Philippine Association of Builders).
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(f) Cleaning Supplies and Miscellaneous Expenses are computed
at one nalf of one percent (1/2%4) of construction costs

each, while utilig %ges of the administrative offices
are estima at Pl, per month. :

NOTE 7. RENTS: It is assumed that mechanisms will be established and
enforced to 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 minimm rent required per aquare meter
per month of utilized space for gmto D, it was assumed that
the occupancy rates for years 1983, 1984 and 1985 are 70, 80 and

90% respectively, and that operating expenses were not affected
by the lower occupancy levels.




SCHEDULE 1
OPERATING EXPENSES RHQUIRING CASH QUTLAYS EXCLUSIVE OF
INTEREST AND REPAIRS FOR MARKET PROTUYPES

A B C D E F G H I
P 2.a1 P 3.0 P 4.OM P 5. P 6.4 P 7.0 f 8. P 9. P 10.@1

Salaries/Wages and

Other Berefits 88,140 142,500 187,500 260,400 355,680 411,840 468,840 544,320 613,800
Insurance 30,000 45,000 60,000 75,000 90, 000 105,000 120,000 135,000 150,000
Of fice Supplies

& Materials 11,700 17,100 22,500 27,900 34,200 39,600 45,500 50,400 55,800
Maintenance 13,000 16,500 26,000 32,500 39,000 45,5000 52,000 58,500 65,000
Garbage Remowal 20,000 30,000 40,000 50,000 60,000 70,000 80,000 90,000 100,000
Cleanirg Supplies 10,000 15,000 20,000 25,000 30,000 35,000 40,000 45,000 50,000
Utilities

(Adninistrative) 12,000 12,000 12,000 12,000 12,00 12,000 12,000 12,000 12,000

Miscel laneous

Expunses 10,000 15,000 20,000 25,000 30,000 35,000 40,000 45,000 50,000

TOTAL 194,840 296,100 388,000 _ 507,800 650,880 753,940 857,000 980,220 1,096,660




SOQFDULE 1
OPERATING EXPENSES RHQUIRING CASH QUTIAYS EXCLUSIVE OF
INTEREST AND REPAIRS FOR MARKET PROTOYPES

A B C D E F G H I
P 2.(1 P 3.0 P 4.(M P 5. P 6.0 P 7.4 P B. P 9. P 10.(M

Salaries/Wages and

Other Benefits 88,140 142,500 187,500 260,400 355,680 411,840 468,840 544,320 613,800
Insurance 30,000 45,000 60,000 75,000 90,000 105,000 120,000 135,000 150,000
Of fice Supplies

& Materials 11,700 17,100 22,500 27,500 34,200 39,600 45,500 50,400 55,800
Maintenance 13,000 15,500 26,000 32,500 39,000 45,5000 52,000 58,500 65,000
Garbage Remowal 20,000 30,000 40,000 50,000 60,000 70,000 H0,00 90,000 100,000
Cleanirg Supplics 10,000 15,000 20,000 25,000 30,000 35,000 40,000 45,000 50,000

Utilities
(Adninistrative) 12,000 12,00 12,000 12,000 12,000 12,000 12,000 12,000 12,000

Miscel lancous

Equnses 10,000 15,000 20,000 25,000 30,000 35,000 40,000 45,000 50,000

TOTAL 164,840 296,100 358,000 507,800 650,880 753,%40 857,000 980,220 1,096,660
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VZCZCMLGS98 Page 1 of 7
00 RUEHML
DE RUFHC 37473/81 3350415
INR UUUUU 2ZH
0 810272 DEC 81 81 DEC 81
FM SECSTATE WASHDC TOR: 0418
TO AMCMBASSY MANILA IMMEDIATE 9900-01-02-B3wmven- CN: 88045
BY CHRGE: AID
UNCLAS STATE 317473
A1D-6
AIDAC INFO: CPU
7/1AW

E.0. 12065: N/A

TAGS:
SUBJECT: LIVELIHOOD DEVELOPMENT FUND PID (492-83645)

REF: A. GAIR TEAM REPORT
B. MANILA 24787
C. STATE 289115 (LOW)

1. SUMMARY: 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 BESIGN FOLLOWS
UNDER FOUR CATEGORIES. BESIDE GUIDANCE CONTAZNED HEREIN,
SPECIFIC RECOMMENDATIONS OFREFA REPORT AND SUB~

REPORTS SHOULD BE CONSULTED AND INCORPORATED INTO PP TO
THE MAXIMUM EXTEA4T PRACTICABLE. WHERE CURRENTLY APPLICABLE.,
THE MANAGEMENY, TECHNOLOGICAL AND SOCIOLOGICAL CONCERNS
OF REF C SHOULD ALSO BE ADDRESSED PP. END SUMMARY.

2. DENURO-THERMAL (wOOD-FIRED) POWER GENERATION COMPONENT.
A. SITE SELECTION AND FEASIBILITY ANALYSIS,

(1) BASED ON EXTENSIVE DISCUSSION APAC DECIDED THAT
VISAYAN SITES BE IDENTIFIED AND ANALYZED FOR FEASIBILITY
IN THE PP, APAC CONSIDERZD BUT DECIDED AGAINST AN OPTION
WHEREBY SITE SELECTION YOULD 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/GGP HAVE PRELIMINARILY IDENTIFIED A FEW PROMISING
SITES, THE 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 PLANY IN TERMS OF PHYSICAL
CHARACTERISTICS, CAPABILITY OF LAND FOR CULTIVATING
PUELWOOD, AND POTENTIAL USE OF GENERATED ELECTRICITY OVER
THE SHORT AND LONG RUNS., PP SHOULD ALSO OUTLINE THE

MAJOR EVENTS - IN THE FORM OF A CHITICAL PATH OR PERT
ANALYSIS - FROM WHICH POSSIBLE BOTTLENECKS AND CONSTRAINTS

14 UNCLASSIFLEL STATE 317473
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INNOCULATION OF LEGUME TREE SEEDS WITH RHYZOBIUM BEFORE
PLANTING.

(B) FOR EACH PROJECT SITE, A SPECIFIC SPECIES DIVERSI-
FICATION AND TREE IMPROVEMENT MANAGEMENT PLAN SHOULD BE
ELABORATED. THIS PLAN, AS WELL AS GROWTH AND YIELD
PREDICTIONS. SHOULD TIE INTO THE CRITICAL PATH APPROACH
SUGGESTED ABOUVE AS WELL AS INTO A WELL DEFINED AND
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,
TRANSPORTATION SYSTEMS, AND FEEDSTOCK PREPARATION (E.G.
DRYING, CHIPPING, WHOLE LOG PROCESSING, ETC.). THIS
ANALYSIS SHOULD INCLUDE AN EXAMINATION OF CURRENT PRIVATE
AND GOP OPERATIONS. IN SELECTING CONSULTANTS FOR THE

ENERGY CROPFING TECHNICAL ANALYSIS, THE PAC SUGGESTS
PREFERENCE FOR FIRMS/INDIVIDUALS WITH EXPERIENCE IN TREE
FARM PRODUCTION SYSTEMS,

(3) EQUIPMENT: THE PP SHOULD INCLUDE A DETAILED PROCURE~-
MENT PLAN. IT SHOULD IDENTIFY HOW THE ITEMS WILL BE
PROCURED AN[. BY WHOM. IT SHOULD IDENTIFY THE ELECTRICAL/
MECHANICAL tQUIPRENT AND MACHINERY TO BE USED THAT THE AID-
ASSISTED PLANTS., INCLUDING THE NOMENCLATURE OF SUCH
EQUIPMENT AAD ALL AUXILIARY COMPONENTS, CONNECTIONS.,
CONTROL SYSTEMS, ETC. TO SUPPORT THE REQUIRED COST ESTI-
MATE. THE PP SHOULD INDICATE THOSS COMPONENTS AVAILABLE
OFF THE SHELF AND THOSE THAT MUST BE MANUFACTURED FOR THE
PROJECT AND THE LEADTIME FOR EACH. THE PP SHOULD INOICATE
IF THE TRANSMISSION/DISTRIBUTION NET IN EACH LOCATION
ALREADY EXIESTS OR IF SUCH NET(S) ARE TO BE PROJECT FUNDED.
IN ADDITION, THE PP SHOULD INCLUDE A LISTING OF ALL
SUPPORT EQUIPMENT (WOOD HARVESTING MACHINERY, TRANSPORT
VEHICLES, ETC.Y}. A MAINTENANCE/SERVICE PLAN FOR ALL
PROJECT EQUIPMENT AND MACHINERY SHOULD ALSO BE INCLUDED.

C. FINANCIAL AMALYSIS. BASED ON REF A REPORT, APAC
EXPRESSED CONCERN THAT FARMERS IN THE FARMER ASSOCIATIONS
(FAS) MAY NOT FULLY UNDERSTAND THE FINANCIAL AND CREDIT
ARRANGEMENTS BEING PROPOSED DURING SITE DEVELOPMENT (I.E.
THE FIRST FOUR YEARS) AND ESPECIALLY ARRANGEMENTS OURING
THE REPAYMENT YEARS. FOR EXAMPLE., PAYMENIS TO FARMERS
CURRENTLY PARTICIPATING MAY BE PERCEIVED AS DAILY WAGES
RATHER THAN DISBURSEMENTS FROV A MEDIUM-TERM GOP LOAN TO
THE ELECTRIC COOPERATIVES (ESPECIALLY IF THERE IS NO
LAND-LEASE IN EFFECT). THE PP SHOULD FULLY DESCRIBE HOW
THE PROJECT WILL OPERATE FINANCIALLY WITH SPECIAL ATTEN-
TION TO HOW THZ FAS AND PARTICIPATING FARMERS WILL BE
EDUCATED TO FULLY UNDERSTAND THE FINANCIAL COMMITMENTS
INVOLVED. FURTHER, THE PP SHOULD INCLUDE A FINANCIAL
CASE-STUDY, INCLUDING PROJECTED FINANCIAL STATEMENTS
(E.G. BALANCE SHEET, INCOME AND EXPENSE. GOURCES/USES OF
FUNDS, ETC.) SHOWING HOW THE PROJECT WILL BE FINANCIALLY
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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 TINBER SALE REVENUES WILL COVER COSTS
INCURRED O THE POINT OF SALE. KEY ASSUMPTIONS SHOULD BE
SET FORTH, PARTICULARLY AS TO HOW THEY WOULD PERTAIN. TO.
THE THREE SITES PROPOSED FOR AlID 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 AlD-

SUPPORTED PROJECT.

(2) BASED ON THE SURVEY OF EXISTING FAS, THE PP SHOULD
SET FOR H IN DETAIL HOW THE VARIOUS ORGANIZATIONS =~ FAS.,
ELECTRIC COOPERATIVES, NEA, OTHERS = WILL INTERRELATE

AND FUNCTION FOR PROJECT IMPLEMENTATION. OF SPECIAL
INTEREST HERE WILL BE DENDRO PLANT MANAGEMENT AND LAND-
LEASE ARRANGEMENTS. THE PP SHOULD DESCRIBE BOTH, 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 USATIOD CONSIDERATION 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.

2/4 UNCLASSIFIED STATE 317473
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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 FINANLING
AND ARXKIVAL SHOULD BE DEALT WITH IN THE CONTEXT OF THESE
ISSUES. IN ADOITION, 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 ANALYSIS SHOULD EXPLICITLY TREAT THE
FOLLOWING ITEMS, AMONG OTHERS: APPROPRIATE SCALE OF THE
GASIFIERS AND CHARCOAL OPERATIONS,; LOCATION OF KILNS

RELATIVE 7O 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 SYSTEM APPROACH. APAC APPROVAL FOR DE-
TAILED DESIGN OF THE MARKET MANAGEMENT/CONSTRUCTION
COMPONENT = BOH SOFTWARE AND HARDWARE = IS BASED ON
PRELIMINARY INFORMATION CONTAINED IN REF B AND AMPLIFIED
IN ASIA/PTB'S i6-38-81 MEMO TO THE PROJECT COMMITTEE.

THE APAC IS ASKING THAT ANY SIGNIFICANT DEVIATION FROM

THE APPROACH QUTLINED BE EXPLAINED IN THE PP. ALSO, THE
APAC WAS MINDFLL OF THE DANGER THAT MARKET MANAGEMENT/
CONSTRUCTISN AUTIVITY MAY BE IMPLEMENTED WITHOUT REFERENCE
TO THE MARKETY LYSTEM AS A WHOLE. THEREFORE, APAC STRESSED
THAT DESIGNERS FOCUS ON IMPROVING THE PUBLIC MARKETS AS
SOURCES OF REVINUE GENERATION FOR LOCAL GOVERNMENTS.

B. DEMAND FOR MARKET FACILITIES. THE APAC RECOMMENDS
THAT THE PP INCLUDE AN ANALYSIS OF MUNICIPALITY DEMAND
FOR MARKET FACILITIES, WHETHER THROUGH REMODELING, RE-
PLACEMENT OR TFHE CONSTRUCTIONTOF NEW FACILITIES. SPE-
CIFICALLY, THE PP- SHOULD CON AIN (1) THE SET OF CRITERIA
- - = SED TO SELECT SITES AND (2) A LISTING OF PROBABLE
OR POTENTIAL SITES AND PRELIMINARY COSTS ESTIMATES FOR
EATH THE LIST SHOULD TOTAL NOT LESS THAN 58 PERCENT
(AND PREFERABLY MORE) OF THE FUNDING LEVEL REQUESTED FOR
THIS COMPONENT. FINANCIAL VIABILITY IS ONE KEY CRITERION
AND THE PP SHOULLD EXPLAIN HOW IT WILL BE DETERMINED AT

EACH SITE.

C. DESIGN, CONSTRUCTION AND SUPERVISION PROCEDURFS. 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 MARKEY WIL. LIKELY VARY, THE APAC SUGGESTS THAT CARE
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BE TAKEN TO OEVELOP A DESIGN APPROACM THAT WILL REALIS-
TICALLY DETERMINE WHEN REMOOELING (VERSUS REPLACENENT) IS
FEASIBLE AND WHEN IT IS NOT ON A COMPARATIVE COST B8ASIS.

5. OTHER ITERNS.
A. PROPOSED CHANGE IN FUNDING LEVEL. AS REQUESTED IN

REF B, TOTAL FUNDING FOR THIS PROJECT IS BEING REDUCED
BY 00LS 1.0 MILLION TO DOLS 46.80 NILLION FROM THE DOLS
47.8 MILLION SHOWN IN THE PID. SEPTEL FOLLOWS ON IN-
CREASE IN PROJECT DESIGMN FUND (492-8343).

8. 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 KARKET COMPONENTS HAVE POTENTIAL FOR
CREATING ADVERSE IMPACTS ON THE ENVIRONMENT. THE APAC
RECOMMENDS THAT Ak EA BE CONDUCTED ON THESE COMPONENTS AS
PART OF PP PREPARATION. ADOITIONAL GUIDANCE ON EA TO

FOLLOW IN SEPTEL.

C. TIMING OF PP DEVELOPMENT. THE PID PROPOSED PP
COK?LETION AND REVIEW IN THE FIRST QUARTER OF FY 82,
BASSD ON THE MUMBER ANO COMPLEXITY OF DESIGN TASKS RE-
QUiRED, THE APAC KECORMENMDS THAT THE USAID/GOP NOT FEEL
PRESSED TO TRANSMIT PP AND THAT NECESSARY TIME BE TAKEN
IN THE COLLABORATIVE DEVELOPMENT OF THIS PROJECT. A -
----- THIRD QUARTER TARGET FOR PP COMPLETION WOULD

APPSAR MORE REALICTIC.
D. PROCEDURES ANU RATES OF LDF DISBURSEMENT.

(1) THE PRIMARY FURPOSE OF THE LDF AND OTHER ESF PRO-
JECTS IN THE PHIL.PPINES IS COMPLIAMCE WITH THE COMPEN-
SATION ARRANGEMKEN'S ASSOCIATED WITH THE AMENDED WILITARY
BASSS AGREEMENT. CONSEQUENTLY, PROCEDURES FOR AND RATES
OF DISBURSEMENT OF LODF PROJECT FUNDS ARE ~-KEY CONSIDERA-
TIONS. THE PP SHOULD SHOW, IN A SEQUENTIAL ORDER, WHAT
THE USAID MUST KNOW AND DO BEFORE DISBURSEMENTS., EITHER
IN DOLLARS OR PESOS, ARE MADE. THE APAC RECOMMENDS THAT.

3/4 UNCLASSIFIED STATE 317473
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FOR EACH LOF 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
PROJECT COMPONENTS. IF THE USAID WISHES TO PROVIDE FOR
AID REIMBURSEMENT FOR EXPENDITURES ON A RETROACTIVE
BASIS, PLEASE ADVISE AID/W WELL IN ADVANCE OF PP PRE-
SENTATION IN ORDER THAT NECESSARY CLEARANCE OF THIS-
APPROACH MAY BE OBTAINED.

E. TDY ASSISTANCE. AID/W PREPARED TO HELP ARRANGE
NECESSARY TODY ASSISTANCE FOR PP PREPARATION. PLEASE
ADVISE REQUIREMENTS AND DESIRED TIMING ASAP. HAIG

bl4 UNCLASSIFIED STATE 317473



PROJECT CHECKLIST

A. GENERAL CRITERIA FOR PROJECT

1.

81 App. Act. Unnumbered;

Sec. 653(b).

(a) Describe how authorizing

and appropriations Committees

of Senate and House have been
or will be notified concerning
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)?

FAA Sec. 611(a)(1). Prior to
obligation in excess of
$100,000, will there be (a)
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?

FAA Sec. 6 1{a)(2). If further
legisiative action is required
within recipient country, what
is basis for reasonable expec-
tation that such action will be
completed 1n time to permit or-
derly accciplisnment of purpose
of the assistance?

FAA Sec. 67:(b); 31 App. Act.
Sec. 501. If for water or
water-related land resource
construction, has project

met the st.ndards and criteria
as set for+<h in the Principles
and Standa~ds for Planning
Water and -elated Land
Resources, dated October 25,
19737

a)

b)

a)

b)

ANNEX B
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Congressional
Notificetion

Yes

Yes

Yes

N/A

Where water and water

related land resource
construction is concerned
such principles and standards
will be met.



FAA Sec. 611(e). If project is
capital assistance (e.gq., cons-
truction), and all U.S. assis-
tance for it will exceed $1 mil-

1ion, 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?

FAA Sec. 209. Is project sus-

ceptible of execution as part
of regional or multilateral
project? If so, why is project
not so executed? Information
and conclusion whether assis-
tance will encourage regional
development programs.

FAA Sec. 60i(a). Information

and conclusions whether project
will encourage efforts of the
cauntry to: ?a) increase the
flow of international trade;
(b) foster private initiative
and competition; and (c)encour-
age development and use of
unions, and savings and loan
associations; (d) discourage
monopolistic practices;

(e) improve tehnical effi-
ciency of industry, agriculture
and commerca; and (f) strengthen
free labor .nions.

FAA Sec. 60.(b). Information

and conclusion on how project
will encourage U.S. private
trade and investment abroad
and encourage private U.S.
participation in foreign
assistance programs (in¢lu-
ding use of private trade
channels and the services

of U.S. private enterprises).

b)

c)

d)

e)
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Yes

No. Project is not
intended to encourage
regional development.

Project will not directly
encourage international
trade.

Project will foster private
initiatives and competitions.

Project will not directly
encourage cooperative
institutions.

Project will discourage
monopolitic practices.

Project will benefit industry,
agriculture and commerce.

Project will not encourage
free labor union.

Project 1s not designed to
have this objective.



10.

11.

12.

FAA Sec. 612(b); Sec. 636(h):
Describe steps taken to assure
that, to the maximum extent
possible, the country {s contri-
buting local currencies to meet
the cost of contractual and
other services, and foreign
currencies owned by the U S.

are utilized in 1ieu of dollars.

FAA Sec. 612(d). ODoes the U.S.
own excess foreign currency

of the country and, if so, what
arrangements have been made for

its release?

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

App. Act. Sec. 521. [f assis-
tance is for the production
of any commodity for export,
is the commodity likely

to be 1n surplus on world
markets at the time the resul-
ting productive capacity becomes
operative, and 1s such assis-
tance likely to cause substan-
t1al injury to U.S. producers
of the same, similar or compe-
ting commodity?

ANNEX B
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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 is not
an excess currency country.

No

Yes

The project will not
produce such commodities.



B. FUNDING CRITERIA FOR PROJECT

1., Development Assistance Project
riteria,

2.

Development Assistance Projec

r ria oans Y.

3. Project Criteria Solely for
Economic support Fund

a.

FAA Sec. 531(a)., Wl
this assistance promots
economic or political sta-
bility? To the extent pos-
sible, does 1t reflect the
policy directions of FAA
Section 1QR?

FAA Sec. 531(c). WiN

assistance under this chap-
ter be used for military,
or paramilitary activities?

STANDARD ITEM CHECKLIST

A. Procurement.

1.

~AA Sec. 602.

:n the furnishing of commodi-

Are there arrange-
inents to permit U.S. small busi-
ness to participate equitably

<“1es and services financed?

~AA Sec, 604(a). Will all pro-
curement be from the U.S. ex-

cept as otherwise determined

by the President or under dele-

gation from him?

TAA Sec. 604(d). If the coop-

erating country discriminates
«gainst U.S. marine {nsurance
companies, will comodities be

‘nsured {n the Unfted States

egainst marine risk with a com-

pany or companies authorized

to do a4 marine insuyrance busi-

ness in the U.S.?

ANNEX B
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Yes

Yes

Yes

Yes

Yace



FAA Sec. 604§eti ISDCA of 1980
Sec. Z§§§a . 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.)

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 fajr and reasonable

rates?

FAA Sec. 621. If technical
assistance 1s financed, to the
fullest extent practicable

will such assistance, goods

and professional and other
services from private 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?

ANNEX 8
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N/A

No

Technical assistance will

be furnished on a contractual
basis. No arrangements with
other Federal agencies

are anticipated.



7'

8.

International Air Transport.
Falr Competitive Practices
At |§;§. If alr transporta-
tion of persons or property {s
financed on grant basis, will
provision be made that U.S.-~
flag carriers will be utilized

to the extent such service is
available?

81 App. Act. Sec. 504.
It the U.S. Government {s 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?

Construction.

1.

‘Zo

FAA Sec. 601(d). If a capital
(e.q., construction) project,
are engineering and profession-
al services of U.5. firms and
their affiliates to be used

to ‘the maximum extent consis-
tent with the national inte-
rest?

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

FAA Sec. 620(k). If. for cons-
truction of productive enter-
prise, will aggregate value

of assistance to be furmished
by the U.S. not exceed $100
million?

ANNEX B
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Yes

Yes

Local contractors will be
used for the majority of
services, which in this
case, 1s consistent with
national interest.

Yes

Yes



c.

Other Restrictions.

1.

FAA Sec. 122(b). I[f develop-
ment loan, 1s interest rate

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

FAA Sec. 301(d). If fund 1s
established solely by U.S.
contributions and administered

by an international organization,

does Comptroller General have
audit rights?

FAA Sec. 620(h). Do arrange-
ments exJst to insure that
United States foreign aid is
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?

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
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(q). To com-
pensate owners for expro-
priated nationalized pro-
perty?

ANNEX 8
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N/A

N/A

Yes

Yes

Yes



c.

e.

g.

FAA Sec. 636(1). For pur-
chase, sale, long-term
lease, exchange or guaranty
of the sale of motor vehi-
¢les manufactured outside
U.S., unless a waiver is
obtained.

FAA Sec. 607. To provide
training or advice or pro-
vide any financial support
for police, prisons, or
other law enforcement for-
ces, except for narcotics
programs?

FAA Sec. 662. For CIA ac-
tivities?

81 App. Act. Sec. 503.

To pay pensions, annuities
retirement pay, or adjusted
sarvice compensation for
military personnel?

8. App. Act. Sec. 505. To
pay U.S. assessments, arrear-
ajes or dues.

8 App. Act. Sec. 506.
T carry out provi-
s.ons of FAA Section
2)9 (d) (Transfer of
F\A funds to multi-
1..teral organiza-
t.ons for lending.)

8. App. Act. Sec. 510.

Yo finance the export

0 nuclear equipment fuel,
o technology or to train
fureign nationals {n nuclear
f elds?

8 _App. Act. Sec. 511.

W 1] assistance be pro-

v ded for the purpose of
a:ding the efforts of the

Yes

Yes

Yes

Yes

Yes

Yes

Yas
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k.

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

81 E£g. Act. Sec. 515.

o used for p city
or propaganda purposes
within U.S. not author-
ized by Congress?

Yes

Yes
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CERTIFICATION PURSUANT 10 SECIION 611(e) OF THE FOREIGN
ASSISTANCE ACT OF 1961, AS AMENDED

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 judgement, the Philippines
has both the financial capabilicy and the lwman 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

Anthony #/ Schwarzwalder
Director
USAID/Philippines

1 Joles f%v

Date”




UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGENCY ANNEX D

AGENCY FOR INTERNATIONAL DEVELOPMENT 1 of 3
WABHINGTON. D C. 20523

PROJECT AUTHORIZATION

PHILIPPINES Markets Project
Project No., 472-0365

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 Scates 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 market facilitieg' construction/rehabilitation by
appropriating and using for agreed local currency costs an amount of
pesos equivalent to the annual dollar transfer.

The Project Agrecment(s) which may be negotiated and executed by the
officer(s) to whom such authority {s delegated in accordance with
A.I.D. regulations and Delegations of Authority shall be subject to
the following essential terms and covenants and major conditions,
together with such other terms and conditions and A.I.D. may deenm
appropriate.

a. Source and Origin of Goods and Services

Goods and serviceu, except for ocean shipping, financed by A.I.D.
Project shall have thefr source and origin in the United Staten or the
Cooperating Country except an A.1.D. may otherwise agree in writing.
Ocean ahipping financed by A.1.D. under the Project shall, except as
A.1.D. may otherwise agree in writing, be only of flag veanclas of the
United Statesn.



ANNEX D
2 of 3

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.

¢, Special Covenants

(1) 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 belng executed.

(3) Any apreements (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 shall have the written approval of the Secretariat before
being executed,

(4) Any agrecments entered into during the life of the Project between
a city or municipal government and the Secretariat shall contain the
following covenants: (a) the market(s) financed under the Project will
be recognized an a scparate cost center within the local government unit
and (b) appropriite insurance, in the amount of the luan, will be ol~
tained for the market,
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(5) Credit extended under 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 A.1.D. otherwise agrees in writing.

(6) The Cooperating Country shall adhere to and use in implementa-
tion of the Project the contracting manuals for procurezent 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 ESF 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 542 [4 \\~_\_

'M, Peter McPherson
Administrator

26 AUC 1502

Date
Clearance:
Eugene S. Staples, A/AA/ASTA /g/ Late
John R. Bolton, AA/PPC /g/ Date
Chandler L. van Orman, GC /s/ Date__g,20/g2

GC/ASTA:STisa:hp/dw:8/26/82:28092
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Introduction:

In order to avoid further congestion of the Mstropolitan Manila Area
SWA , the Ministry of Hummn Settlements (MiS) identified a hisrarchy of
"'growth centars'’ to provids the locational focus for the development of
rural aveas «nd thus contribute to a zore equitable pattern of future

development.

In the context of national development, through integrated
development, the MiS formulated a hisrarchy of settlements to support the
various sectors of the economy by providing locational direction to the
different activities set for national growth, and thus attain spatial

coordination of development inputs.

The problem of under-development is basically rooted in the
dominance of the MMA. Rural migration has always been drawn towards this

metropolis which has been congested throughout the years. If urban
h continues to concentrate in MMA, urban problems will intensify.

Consequently, growth centers were identified to serve as focal points for
the development of areas outside MMA and consequently for the whole

country.

The St:rat:ggy

Policy: The growth center strategy is an attempt to minimize the
inflow of migrants to and decrease the glaring predominance of MMA. 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/mmicipality
with a relatively high level of development, and must be urban in
context. It 1s an urban settlement with potentials of growth that can
provide economics of scale to industries, as well as employment, and
qualities of urban life sought by most people.

S%ifically, it 18 a city/municipality with a ijected population
of 25, and above for the year 2000, is strategically located within a
growp of cities and municipalities, and serving cities/mmnicipalities
within a radius of approximately 15 kilometers.
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Mathodology:  Tha selection of growth centers was based on
population trends and population potentials based on geographical
cent:ulicy of an area.

1. Population - a city/mmicipality must at least have a
population size of 25,000 for ths year 2000. A city or mmicipality
which reaches this size will achieve dynamiem which will enable it to

develop by its own potentials.

2. Geogrsphical Centrality -~ a city/nni.ci.pdil:y must be located
in a strategic area to enabls service to most of the
cities/mnicipalities within its scops. This is measured by the

accessibility index which takes into account the population size and
distances of the citiss/mmicipalities from one another.

This measure, accessibility index, is expressed by the
following formula:

P S S
where: PPLi = accesaibilicy index of place 1
Pj = population of place ]
Dij = distance fram 1 to §
Some other factors taken into consideration in the selection

1. topograpty
2. pregence and/ar absence of rovads

3. fensibilicy of dewelopment due to favorable characterist{-s
of the site.

In view of these criteria, the growth centers are classified
into four levels:

Level I - Metropolitan Center
a. population - 1,000,000 and over

b. comprises a major city with ita outlying districts of
satellite commmities

c. reglon - serving facilities are availablo
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Level 2 - Regional and Sub-regional Center
a. population - 250,000 to 999,999

b. regional centers are designated as the administrative
headquarters and the seat of regional offices of

government agencies serving the region

¢. sub-regional centers do not have the administrative
e ter el EaciTivias in ‘.’ﬁp'ié of dla:t:qu’f
center

Level 3 - Major Urban Center

a. population - 80,000 to 249,999

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

c. availability of urban activities to serwve 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 facilitles 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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WIATICNC!'MINMHS!RVICEM

COMEUTAL N A e e ——————

ASUMPTIONS :

A.

B.
C.
D.

F.

One su}}, operated saven (7) days & week, 1s supported by 300
parsona= |

Average stall size = 6 sq. msters (range 2-12 m2)_2_/
Aversge stall access area ® 6 ul.3/
Average construction cost pet ol (new stall)

1982 = P1,350 4/ (range P1,200 to P1,500
1983 and thereafter = prior years cost + 10%

M{nimm loan = $250,000 = $250,000 x 8.2 = 12,050,000

Number of existing LGU stalls and mumber of commercial market
stalls = 0

COMPUTATION:

Total mmber of stalls = Populnciﬁlr of LU

of compercial
market atalls)

Total area of LGU parket(s) = Number of stalis x (6 o2 = 6 o)
Awrz;gt/am&ost of new LGU market(s) = Number of new stalls x 12 nl x

’,3

Taman Scttlement Regulatory Commission (HRSC)

HRSC standard used throughout the Philippines

Archirects guidance for a woll wentilated and lighted market
Average cost of most recent LGU markets constructed and commsrcial

market construction cost provided by the Philippine Association of
Buidlers
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- Average cost of LU market = Population of LQU x 12 x 1,350

If population of LGU = 38,000 persons
= 38,000 x 12 x 1,350 = P2,050,000
K!8 )

*Cost includes all construction costs plus 10% profit
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SOCIO-EQONOMIC ANNEX

A. Introduction

Determining the economic feasibility of any public inmvestment in a
utility project requires that the broad soclal and economic benefits of
the project outweigh the assoclated soclo-economic costs. Consequently,
the socio-ecouomic analysis of the Markets Project is much broader in
s than the financial analysis. Among other s, the financial
aﬁ;sie must be broadened to include the project's "extamality’
impacts, sucn as its impact on social and econcmic developoent goals.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. Markats, in
which private vendors occupy space, are¢ .m efficient, inexpensive way of
distributing goods and services. They arv particularly important in
meeting th: nceds of low-income consumers. iicvkots in the Philippines,
are characterized by a large mummber of small traders operating under a
highly cocpetitive free enterprise system. Each trader, in turn,
supplies a large mumber of actual and potential buyers. These uarkets
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 the Background Section of this
PP, with nt such markets, the whole distribution system will function
less we | and at a much higher cost. This project aims to improve the
structure and performance of the exdsting market gystem by funding the
development of new and rehabilitated facilities and by improving their

operating periormance.

Almost 15 percent of project {unws are for technical assistance and
training. It is assumed cthat the technical assistance will contribute to

the meeting ot project objectives.

Y/ Economic feas{bllity requires that soclo-economic benefits and

- costs be measured from the perspective of the national economy
rather than the specific subproject. Hence, emphasis is placed on
the potentianl impact on GNP of the total project. This compares to
the finmncial viability of a subproject vhich is basically
determined by measuring the potential revenue to be ralsed by a
subproject, comparing this againast the ted coata, and using
the ditference to indicate whether the ject will service its
loan.
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In particular, technical assistance and training are assumed to
result in optimal market sites and in the design and construction of
facilities sppropriate for the LGU. It is further assumed that the
combination of technical ::lilw\c:i;‘ﬁofminim achisves its goal of

roving the management opera markets. These costs are
a?nmd to be necessary in the broader benefits enticipated
from the construction activities. reality, subsrantial externalitises
oclat as the benefits of these activities will go substantially beyond
the markets directly supported . Major markets in other service areas as
well as smaller markets within the eted areas will benefit materially

in terms of management and technical and support.
B.  Methodology

Although the methodology used to assess the economlc costs and
benefits of public utility investment projects is theoretically
straight-forward and well defined, the application of this methodology in
the present case is frought with practical difficulties. This analysis
draws on published information, on visits to selected markets, on
discusaions with market speclalists and on meetings with mmerous LGU
officials. Detalled recent academic analyses and studies on distributive
marketing in general, and urban markets in particular, in the Philippines
are nonexd.stent. For example, willingness-to-pay estimates have been
generalized from limited surveys conducted under
methodologies. A broad, national average ''shadow price' for labor,
guggested by the Nationnl Economic and Development Authority, must be
used to compensate for price distortions which may be of greater or
lesser importance at the local, subproject lewvel. Finally, as in the
case of financial viability, the economic viabilicy of the project will
depend upon the economic viability of each and all subprojects. Howewver,
since subproject sites hive yet to be choden and, indeed, will be -
selectod based  n growth center criteria and on financial and cconomic
viability, the .pproach taken- in this analyais 18 to present best
available inforaation for an expected representative prototype subproject.

The project will :upport several different types of market
subproject developments. The actual type will depend upon the location
and condition ot the exiscing facility(les), che availability of land,
urban growth factors, planning consideracions, and so on. Some of the

subproject types are as followa:

l. Relocate the oxisting market to a larger and less congested
site that s an well or better aituated relative to the population aerved.

2. Bulld an enlarged and {oproved facilicy on tha exiscing sice by
expanding onto nome adjecenc land.
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2. The ratio of private sector employees (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 LGU employees.) These
excludes the stallholders themselves. New stallholder employees,
therefore, represent 20 percent of all employees.

3. The ratio of stallholders to area is one stalllolder for every
12 square meters. New stallholders represerit 20 percent of all
stallholders.

4, As in the financial analysis, the value of market land is
P200/md. However, the imputed yalus of land, based on its next
best alternative use, is P150/m¢ of building area.

5. The operating costs of the new facility incurred by the market
administraticn 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 LGU employees.

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

7. The bencfits flow with full value begimming in the year
following the construction outlay.

8. The construction i3 completed in ane year.

9. The frpact of inflation on costs is exactly matched by its
{mpact on benefics. Hence, the impact of inflacion {s ignored.

D. Estimation of Project Costs

Schedule 1 shows project disbursements by year. The U. S. portion
i the sume as thit used in the Financial Plan. The counterpart portion
16 $600,000. This L5 assunsd to be the ocost of the GOP-pruvided
management and administrucion. The timing of the disbursement of these

funds {8 assumed to have the same proportional time frame as the U. S.
project funds.

As shown {n Schedule 2, construction costs are adjusted for (1) a 3
percent contractor's tax and (2) the shadow price of unskilled labor. It
i3 assumed that the unskilled labor component accounts for 10 percent of
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new market 1s 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 (M

increases.

The net effect of externalities associated with tha new market is
expected to be positive rather than negative. Such factors as congestion,
limited access, pollution, poor health and sanitation facrors, and
shopping tine 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 ¢n project costs is shown in
Schadule 2. These are the costs usec' in the 'IRR analysis in Schedule 5.
The project cost most subject to underestimation 1s 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 tha IRR
analysis are shown in Schedule 6.

The muber of meters to be constructed and available for use as
markets 1s shown in Schedule 3 by Fiscal Year. This area is obtained by
applying P1350/m? against the expected credit expenditures. This
is applying P1276 per square meter against the adjusted construction
subproject amount.

E. Estimation of Project Benefits

Unlike the analysis of costs, the quantification of project
benefitn 1is much, more difficult. Although anticipated benefits from the
project are considerable, the intangible nature of mary of these benefits
coupled with quantification difficulties means that mary of the benefits
camnot and arce not specifically included in this analysis. Consequently,
the quantificaiion 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
benerics fram two perspectives; firstly, considering the program's
positive ccntribution to general national goals; and secondly, fram the
purspective of beneficlary groups. Considerable overlap or ''double
conting' could 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 role improved market facilities will play in increasing
marketing efficlency and aiding free enterprise has already been
discussed at some length in the background portion of this paper. These
themes 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 plvotal 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 entrepraneurs. Markets are
almost coopletely composed of small private traders, trading commodities
of small producers, and acting in a very individualistic mamner 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 operetions, than the
alternatives associlated with dispersed privately-owned stalls.

2. Effects on Prices, Real Income and Price Stability and the
Resulting Consequences for Production and FEmployment.

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 inefficiencles 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 market. 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 information flows generate greater competition
from more buyers and sellers, resulting in rediced 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 congeetion 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 theiy accompanying
wide price fluctuaticn. Improved market facilities will reduce these

distortions.

The reduced marketing marginsg and price fluctuations brought
about by new and improved facilities will have a positive real income
effect for all market participants. Consumers' real income may increase
due to lower average consumer prices and reduced transportation and
commuting costs. Farmers' and small cottage-industry entrepreneurs' real
incomes may increase due to expanded demand for their products, higher
average pricas, increased opportunities and lower costs associated with
direct marketing of their products in che murket, and more meaningful
price signals for imputs as well as ocutputs. Improved and more stable
Prioe signalg will stimulate production and long range planning in the
'right'' areas and thereby encourege greater specialization and
integration into the modern economy. Even vendors and middlemen are
expected to benefit substantially in real income terms as volume
increases due to new and improved facilities.

Rising real incomes of market participants will play an
important role in expanding 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 comnected with the expanded
facility become available. However, indirect employment gains and
production opportunities occurring as a result of rising incomes in the
area are perhaps more important. Unfortunately, quantifiable estimates
of the employment multiplier and production effects are not possible at
the point in time.

3. Improved Sanitation, Health, and Nutrition

Glven the present condition of the uwijority of markets in the
Philippines, new and improved facilities and improved market management
camot but enhance the health and nutrition of market participants. The
value of a wide selection of inexpensive, fresh and healthful supplies of
food available in clean surroundings free of filth and vectors of
infectious disease is great, but again, unquantifiable. Low income
groups, in particular, will benefit since they patronize markets in

proportionability higher numbers spending upwards of 50 percent of their
disposable income on food. It is the market vendors, however, who will

benefit most since they currently spend ‘rirtually all of their wakeful
hours in the market. These improvements will result in less time
lost-on-the-job and in reduced medical costs.
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G. Beneficiary Groups

The approach adopted in this portion of the analysis is to estimate
the value of the increased benefits resulting from the project. This is
done by considering the beneflts which accrue to individual groups of
market participants. Conceptually, a measure of the net increase in
economic surplus resulting with the project is desired. This economic
surplus will represent the summatirn of all participants' net valuation
of the expected additional eccnamic and social benefits attributable to
the project., Once the net increase in economic surplus is determined,
the flow of these benefits will be compared with the flow of sdditional
costs and a determination of economic viability made.

For practical reasons, such a precise analysis is impossible to
conduct since it requires the estimation and sumation 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 imporcant beneficiary.groups. By sumning the net benefit
estimates for these groups, an order of magnitude for the additional
economic surplus resulting from the project is determined.

Estimates of net benefits to the vendor and consumer veneficiary
groups are presented below. Additionally, an estimate of the value of
Jirect market services mot accounted for by the other two groups is
provided. This estimate uses the adjusted wages earned by additional
employees of the stallholder (nct LGU employees) as a proxy measurement
for these additional market benefits and services. Benefits to indirect
beneficiary groups remain unquantified and only theoretical benefit
measurements are provided. It should be emphasized, however, that the
net benefit to these groups are real and if their inclusion was
practical, would significantly increase the net economic surplus. The
assoclated IRR estimate would, in.turn, also be increased.

H. Background to Estimacion Procedures

The estimates of project benefits for the vendor and consumer groups
are made by estimating what each group would be "willing to pay' for the
increased econamic and social services provided by the improved market
facility. A willingness-to-pay determination is standard economic
procedure whenever a value assessment for any unpriced good or service is
required (e.;;., as in the case of estimating the value of pollution
abatement programs, the value 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
gervice. Consequently, the demand curve and associated economic surplus
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1s unidentified. The willingness-to-pay strategy inmvolves getting
consumers to reveal their preferences (and, therefore, their valuation)
of the good through survey techniques and by making inferences from
obsaerved behavior.

In the case of the markets project, both vendors and consumers
receive substantial benefits from new and improved facilities, and both
would be willing to pay for these benefits. A willingness to pay
estimate for vendors, for example, should reflect the value of the
expected increased net vrevenue stream (increased returns to their factor
of production) as well as the net values they attribute to working in a
cleaner, less congested, safer and better designed facility. Consumer's
willingness to pay should reflect their perceptions of the value of
increased cleanliness, safety, assessbility, etc.

As a measure of the value of additional direct marketing services
not accounted for by the other two groups, the value of wages received by
the additional employees of the stallholder (not LGU employees) in the
new facility is used as a proxy measurement for additional willingness to
pay. New stallholder employee wages reflect the value of their marginal
productivity to new stallholders (their employees) the wage rate can be
used to infer the value of the additiomal output created (additional
marketing services) by the new and improved facility.

"Double counting" is not considered a problem becsuse this enalysis
adds separate benefit estimates from the different beneficiary groups.
Using the wage rate to infer additional direct marketing services is not
""double counting' since stallholders regard wnges 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 shown 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 TRR 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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For the new stallholders (20 percent af the market), it is
assumed that the will gs- is P1.25/m¢ meter day for

total allocated area (P2.50/m* meter per day for ac stall

area). This does not mean that this amount is or should actually be
collected (monetized). Rather, this is the average of what could be
extracted from the stallholders before they were forced to give wp their
stalkls. The total of the increase in the willingness-to-pay of existing
stallholders plus the new stall holders can be obtained by appl the
above values (also shown in Schedule 4) to the market area available in

‘Schedule 3.
2. Consumers

Consumers who patronize new market facilities will benefit from
increased convenience, security, cleanliness, quality, selection,
accessibility, etc. Information on what consumers would be
willing-to-pay for these percelved benefits is obviously 11mi§7d given
the nature of this type of survey. However, one recent study2/ does
report the results of a rather extensive 7onsuner survey in Cagayan de
Oro. This study reports that 58 percentf’. of those intetvi.ewe;ll would
accept same price incresse resulting from market inpmvemnt:s._/ of
this percentage, 67 percent would accept up to a 2 percent increage in
prices, 25 percent would accept a 2-5 percent increase, 7 percent a 510
percent increase, and those remaining a 10-20 percent increase. A
significant willingness of high income consumers to pay more was reported.

The difficulties of generalizing from this limited sample are obvious.
However, since consumers will obviously benefit from new markets and
presunably would be willing-to-pay for these benefits, the minimum
suggested wilingness-to-pay estimate of a 2 percent increase in prices
i3 used in this analysis. Due to hidden preferences, however, this
figure is very probably conservative.

5/ Markets in Caguyan de Oro. (See the list of references.)

6/ The Davan market study suggested only 304 would accept a price

T increase of 2-3%. (See the list of references.)

7/  The problems of getting consumers to reveal their true preferences

T by survuy techniques are legendary. It is likely in this case that
consupers would have strong incentives to understate their true

willingness-to-pay.
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3. Additional Direct Market Services

The value of additional direct market services not included in
the previous categories can also be quantified to some extent. As
explained above, the wage rate for new employees of the stallholder or

verdor (not 1GU employees) can be used as a proxy measurement for the
value of this additional output. It is assumed that the additional 20

percent area will require additional stallholder employees at the same
level as the existing stalls. Based on a é}mited sample of specific

proposals for new markets, it is estimated® that an averagzogt:all
requires three hired laborers, who work for an average of (meals

and lodging inclusive) per month. The shadow price of this labor is
assumed to be P300 per wonth. It is assumed that these employees are
new entrants into the work force. If they were working previously
non-working persons take their prior places.

4, Other Beneficiaries
Although presently unquantified in this analysis, the

theoretical benefits to other groups of beneficisries, (appropriately
adjusted for shadow prices) may be listed as follows:

Beneficiary Group Theoretical Measure of Willingness-to-Pay
a) Indirect employment - Value of the additional goods and
services generated (the multiplier
effect).
b) Landowners surrounding - Net increase in the value of services

(land rent) with verses without
the market improvement.

¢) Farmers and small - Value of increased production and cost
industry entrepreneurs savings attributable to market
in the Service Area. improverents for less costly access to
the market.

Value of savings in equipment operation
and maintenance due to improved traffic
flows and reduced loading/unloading
time.

d) Transportation providers

B/ Tor example, Market proposal: Angeles Cicy
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Beneficlary Group Theoretical Measure of Willingness-to-Pay

A distr’butional 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
verges without market improvements.

e) Local Governmental Units

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

The value of the new ideas, improved

g) Markets and LGU's outside

of the Selected Service designs, proven new management
Areas techniques, etc. that becume avallable
to markets other than those supported
directly.
h) Public Health Facilities - [he cost savings due to reduced medical
erd Persommel treatment of market participants.

J. Results

The analysis is based on relatively straightforward and early
quantifisble assumptions, and, therefore, underestimates the potential
benefits of th: project. Nevertheless, the analys:s indicates an IRR of
28 percent for 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 gtill indicates an IRR of 23

percent (Schedule 6).

The conclusion that i3 drawn from this analysis is that the market
project 1s an excellent way of (1) 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 tle I'milippine soclety. The Market project has
very satisfactory economic returns in addition to financiel viability.
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Schedule 1

Expected Disbursement of all Project Funds by Fiscal Year

Fiscal Yesr
Expenditures 8 83 & 85 86 87 88 Total
(Us$1,000)
U.S. Funds
(Direct Tollar Disbursements
and ™M gbursements in Support
of QP Financed Activities)
Technical Assistance - 500 £20 300 300 300 100 2,000
Credit ~ 450 2,300 2,400 3,500 4,550 4,800 18,000
Training - 50 20 300 200 150 100 1,000
Sub-Total - 1,000 3,000 3,000 4,000 5,000 5,000 21,000
Unsupported Counterpart Funds
(exluding land) - 130 145 105 95 90 35 600
Total - 1,030 3,145 3,105 4,095 2,090 5,035 21,60



Schedule 2

Camputation of Economic Costs by Fiscal Year

Expected Dlsbursement of Project hinds
Tax2 Iabog Exchange®  Total Cost3 Total
(F Mi1I)
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 - 9% + 249 40,419 4,196 44,615
1988 41,791 =1.195 - 996 + 83 39,683 4,427 44,110
Total 179,282 4,483 3,734 1,660 172,725 16,601 189,326
T ?aglorwtlarsim rate of US$1.00 = P8.30 has been applied against the total amont shown in
e
2 A contcactors' tax of 3 percent has been applied against the credit amount shown in Table 1
3 An adjustment for the shadow price of lsbor of 25 percent above the official minimm wage rate
has been applied against 10 percent of the credit amount shown in Table 1
4 An adjustment for the shadow price of forel

n

ion of the U.S. technical assistance 1in

land value adjusted to its shadow price of P150 per square meter of stall area.

gn exchange of 20 percent above the official
exchange rate has been applied against $1 mill

proportion of the total U.S. technical assistance.



Year Under Constructionl’ — New Area Avallablel’ Toral Ares Avallobls
(1,000 Square Meters of Market Area)
1983 2.8 - -
1984 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
1/ "Gbtalned by applying the estimated construction cost of F1,350 against
- the credit amount (coverted to B) in Table 1.
2/

The constructed market facility is assumed to became available exactly one
year later, on average.



Schedule 4
Computation of the Willinguess to Pay for Selected Bemeficiaries

The following computations are all base on one square meter of market area.
1. Retailers and other Vendors

Assumptions:
- Aversge gross sales/Stall = P5,000/month
- Vendors relocating from old facility = 80%
~ New vendors at the new facility = 20%
- All seles activiries are within 6 w? stalls
- A6 m service area is allocated to each stallholder 1/

Proportion Willingness Average Days Total

of Total to Pay (WIP) Additlonal Per  WIP
Vendors Additional WIP Year (P/m2/Year)
Rental Fees  (P/m2/day)
o (P/uw?/day)
old vendors .80 X .50 - A X 360 = 144
sew vendors 2 X 125 = .25 X360 = 90
.65 2%
2. Consumers
Assumptions:

- Average gross sales/stall = P5,000/month
- Willirgness to pay i3 an average of 2% of all purchases.

1/ Due to the extreme variability of the number of ambulant yendors within
markets, it tas been declded to allocate the entire 12 to one profit
and sulu; cer ter - the astallholder. To the degree that ambulant wvendors
use the service area, the willingness to pay for the new market is

understated.



Sales WPT Monthly Allocac:g Monthly Months  Annual
(P/stall/mo.) WIP/stall Space (m<) WTIP Per WTP
to stallholder (P/mé/mo., Year (P/ml/year)

5,000 X.02= 100 ¢ 12 = 8.33 X 12 X 100
3. Other Direct Benefits

Assumptions:
- FEmployee wages are a reasonable estimate of other direct benefits.

- Ave%e wage (including room and board, adjusted for shadow prices)
= P300/month

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

- Average number of employees/stall = 3
Ratio of employees Proportion of New Eiployees Yearly Employees
m

to allocated staff New Employees Per Salary WIP
area (P/m2/year)
(employees/m?)
.25 X .2 - .05 X 3,600 = 800

4. Sumary

The total willingness-to-pay is as follows:

Beneficiary P/Square Meter/Year

1. Retailers and other vendors 234

2. Consumers 100

3. Other direct benefits (employee wages) 180

314



1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993

Schedule 5

Schedule of Costs and Benefits by Year
Total Cost Total Bemefits Excess Benefits Over Costs
(¥1,000)

10,004 0 ~10,004

27,590 1,439 -26,151

27,138 8,687 -18,451

35,869 16,2% ~19,575

44,615 27,345 -17,270

44,110 41,737 ~2,373
0 56,900 56,900
0 56,900 56,900
0 56,900 56,900
0 56,900 56,900
0 56,900 56,900
0 56,900 56,900
0 56,900 56,900
0 56,900 56,900
0 56,900 56,900
0 56,900 56,900
0 56,900 56,900
0 56,900 56,900
0 56,900 56,900
0 56,900 56,900
0 56,900 56,900
0 56,900 56,900
0 56,900 56,900
0 56,900 56,900
0 56,900 56,900



1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
19%
1995
1996
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

Schedule 6

Sensitivity Analysis: Benefits Deflated by 20%
of Cogniﬁﬁ'égﬁ Costs Intlated by 25%

Total Cost

10,004
27,590
27,138
35,869
4,615
44,110

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

Total Benefits

Fxcess Benefits Over Coats

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

-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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TECHNICAL 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 consu:?tion within a monetized
econamy. In highly developed socisties, a person's production often
scems unrelated to the goods and services he or she consunes. The
ex system operating through markets uwakes this level of
specialization possible. Markets ensble buyers and sellers to interact.
The supplies of producers and demands of consumers are brought together.
The articulation of supply and demand, when prices are not controlled
administratively, results in self-regulating, competitive pricing, which
1s 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 finisted 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 distribution systems tend to balance consumer convenience
with retail economies of scale. Retail outlets are found in areas which
have enough 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 speclalized boutiques, need a very populous service
area to generate enough sales to meet a minimun threshold level.
Consequently, these outlets can only survive in larger urban areas. A
whole hierarchy of retaill centers exists from the numerous small
villages, which offer everyday necessities, to the few large citles,
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 develupment. Highly developed societies tend
to have the full range of market centers suggested by central place
theory. On the other hand, many less developed areas are characterized
by one predominant metropolitan area, relatively few intermediate sized
centers, and numerous very small centers. Tuls type of market centaer
hierarchy can be linked witia the dual nature of developing economic
systems, i.e., a small modern sector and a large traditional or informal

sector.

Plamners have tried to overcome the limitations of incomplete urban
hierarchies by pursuing regional development schemes. Starting in the
1960's development plans called for investwent in ""growth centers' which
were either the largest urban centers in a country aside fruom the
predominant city or brand new cities designed to beccme government or
industrial centers (e.g., Brazilia and Ciudad Guyana). The popularity of
this basically top down strategy was short-lived becauge it did little to
bridge the gap between poor rural areas and modern predominant cities.

A 700:::1 "'growth center'’' strategy, popularized by Mosherl/ and
Johnsorz 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 Developoent'' espoused
by S&T/ 1 Development and their contractors Rondinelli and
Ruddle.2/ Very basically, the strategy stresses the crucial role that
smaller urban centers play in bringing about rural devalopment. These
centers provide farmers with needed inputs such as fertilizer, geed,
pesticides, tools and implerents, credit, and information concerning
Improved ngricultural practices and market conditions. These urban
centers also ara vical to the marketing ot rural producte; they supply
Lransportatlon services, storage, packing, grading and most importantly,
intermediate and final buyers. of faim goods. In addition, market towus
provide a variecy of goods and servires such as retailing, repair,
transportation, commmication, health, education, and administrationm.

As the above exaup.es indlcate, the operation of markets in small
centers is an important factor in rural livelihood. Markets provide
farmery and fishermen with cash incomes as well as a variety of desired
g0ods and services upon which to spend these incomes. If markets are
inefficient, supply is impeded, demand is reduced, and the marketing
function absorbs .

L/ Arthur T. ¥osher, "Creating a Progressive Rural Structure', ADC, New
York, N.Y., 1967.

2/ E.A.J. Johnson, "The Organizacion of Space of Developing Countries'
Harvard, Ualversity of the Philippines, Cambridge, Mass., 1970.

3/ Dennis A. Rondinelli and Kemneth Ruddle, Urbanization and Rural
Development: A Spatial Policy for Equitable Growth, Pracger, New

York, 1978.
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a larger percentage, leaving fammers doubly tmmwt, i.e., with reduced cash
incomes and higher prices for desired goods and services. Since
inefficient markets also increased the cost of farm goods for all
consumers, they hurt all segments of soclety. In contrast, efficient
markets enharice famm incomes as well as reduce the price of fam goods.
It is easy to gee why efficlent markets are important to regional

development efforts.
The Urban Hierarchy in the Philippines

A rather typlcal urban hierarchy exists in the Philippinos.
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 times 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 GDP has been aware of regional imbalances for some time and has
initiaced programs to bring about greater equality. The Reglonal
Development Framework of the 1978-1982 Five Year Development Plan®/
seeks to bring about a more equitable pattern of development. The Plan,
which was updstzi in 1980, intends ''to make the development of depressed
and lagging reglons gros at rates faster than the relatively more
developed regions in order to lessen regional inequalities...''(p.49).
The plan emphasizes ''the development of urban hierarchy which will give
particular emphasis to the development of small- and medium-gized cities
in the next quarter of the century'. The QP, through MHS, has
identified ¢ hierarcy of "growth centers', which includes 15 regional
center:, O sub-regional centers, 58 major urban centers, snd 108 minow
urban centers.  (Sece Table 1, Identified Growth Centers.) These urban
center: will be the focus of urbun development efforts under the 1983-87.
Five Year Plan.

Mariets {n the Pnilippines
A mwber op coocnarersties distingudsh narket places from the
network of ;civede coces in the Phdlippines. Filrsg, it takes less

capital to scquire a warket gtall than to purchase a store or rent

4/ Five-Year Philippine Development Plan, 1978-82, National Economic
and Development Authority, May 1977.
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fran a private owner. Second, market stalls tend to be small and more
specialized and so require less working capital to set-up and operata.
Third, markets bring a greater muber of sellers of the same product
together in a suall area. Thus, pr%cecazpetitimisam;g:ras it is
easier to do corparison shopping. Fourth, markets are eas to
regulate. Fiftl, due to the lower overhead costs of sellers and
competitive pricing, prices in markets tend to be lower. Thus, lower
income groups te.d to travel greater distances and often tolerate very
crowded and unpleasant conditions to take advantage of the lower prires
offered in the mt:r In simtrasm&mcm m are more apt
to frequent more disbursed private ] oormally have higher
prices, but are more convenient and offer a more pleasant ervironment.
In summary, efficlent markets provide (1) improved opportunities for
small scale commerce, (2) potentially higher prices for producers, and
(3) lower prices for consumers.

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 centers
are officially designated as growth centers and are scheduled to receive
added investments which will further stimulate growth (see Amnex E,
Growth Center Strategy). As rapid urban growth proceeds, the cutdated
public markets will become more and more inadequate.

The inefficient, undersized and poorly managed merkets in these
centers linit the operation of an efficlent marketing system. In
addition to reducing returns to farmers end increasing consumer costs,
such markets generate added health and congestion costs which must be
born by the full urban population. While the unamortized capital cost of
these old structures {s small or zero, repair, maintenance, operating,
health, congestion and opportunity costs are significant and, in some
cases, may offset the benefits provided by the market.
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PROJECT MANAGEMENT SYSTEM
— INPOT DOCOMENTS

PROJECT APPROVAL
*  Feasibility Study/Engineering Design
*  Project Identification Document
*  Project Paper

PROJECT AUTHORIZATION (BY MHS MPO, IAFC, the Secretariat and USAID)

* Project authorization

PROJECT ACCEPTANCE
* Memo of Agreement Between the Secretariat, MHS MPO and LGU
PROPOSAL/BID SELECTION
Request for Proposals/Invitation to Bid

*
*  Proponents' Proposals/Bids (or Evaluation Checklist)
*  Copy of the Signed Contract

FUNDS RELEASES

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

* *

PROJECT EX:.CUTION/OOMPLETION

I'rogress Reports From the Implementing Agency
Change Orders/Contract Admendments

Ixception Reports (Issues/Problems)

Interim Evaluation Reports

Completion Report/Final Payment
ACCPETANCE OF THE QOMPLETED PROJECT
*  (Certification by the LGU/MHS MPO/Secretariat

* % O 4 X

POST IMPLEMENTATION

*  Audit Reports (by Q0A, MHS MPO and USAID)
*  ['inal Evaluation Reports







