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I. SUMMARY AND RECOMMENDATION
 

1. 	 Program Title 

2. 	 Grantee 


3. 	 Grant Amount 


4. 	 Funding Source : 

5. 	 Initial Obligation 


6. 	 Program Objectives : 

7. 	 Program Description: 


8. 	 Estimated Completion 
Pate . 

9. 	 Statutory
 
Requirements 

10. 	 Recomendatiun 

Budget Support Program II (BSP II) 

The Republic of the Philippines 

$I0 	 Million 

Economic Support Fund (ESF)
 

FY 1987
 

The objective of the 13SP II is to provide budget 
support to the Government of the Philippines 
(GOP). This will assist the GOP in ameliorating 
its current budget difficulties and in implementing 
policy actions. 

A.I.D. will provide the vant in two equal 
trinches-the first on signing (after satisfaction 
of CPA and the second after mutual determination 
of acce) table overall progress in implementation of 
selected Dnlicy actions later in the year (and the 
satisfaction of other idministrative CPs). In 
accordance with the GUP preference, the dollars 
provid(d to ohtiin thn lIcal currency will be used 
for selonIhod miItilaterai dnht servicing and 
pnssihly other mutuall,y agreed upon uses. The 
equivqlortt local currpncv will he used to finance 
already hutrPod (i.e. not additional) basic 
services in d ication aInd health, or other mutually 
agreed tpon piinrit:y areas, during the GOP 1987 
hudgo: P y' l. 

Fill dlishursem:ent by A.I.b. to the GOP 
by end of first quarter of FY 1988. 

All statutory requirements have been met. 
(See Annex D.) 

That a $0 0 million ESF raat to the GOP be 
authorized, based on term; and cunditions described 
in the attachd authorization.
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II. NARRATIVE OVERVIEW
 

When Mrs. Corazon Aquino came to power, she inherited a severely
depressed economy with massive unemployment and extensive poverty, an almost 
depleted national treasury and crippling foreign debt. Moreover, the economy 
was riddled with serious structural imhalances, monopolistic structures, heavy 
government involvement and regulations, and special arrangements/privileges
 
benefiting the former President, Mrs. Marcos and their "cronies". In little
 
more than a year, the new Government of the Philippines (GOP) has achieved
 
initial improvements in the economy and major accomplishments in economic
 
policy reform. 

Budget Support Program (IBSP) II will assist the Aquino administration to 
continue its good efforts. The RSP II ohjective is to provide budget support 
to the GOP. This will help the GOP cope with its continuing fiscal 
difficulties and encourage further implemen tation of key economic policy 
reforms. Continuing fiscal pro!lems and depressed economic conditions give 
imoortance to [SP II supnnring the CY 1987 budgeted levels for basic services 
in priority sectors, sch as education and hcalth. Further encouragement of 
policy actions hy U3P 1I should help attainment cf implementations crucial for 
sustained recovery and development. Additionally, the dollars that will be 
provided to obtain the pesos will help alleviate the GOP's external debt
 
servicing burden. 

In 10,5, real economic activity, as measured by gross domestic product, 
made a slight, though significant turnaround after eleven consecutive quarters 
of contraction. Although the hisic problems of poverty, unemployment, heavy 
foreign debt and limited resources still persist, the improvement is beginning 
to be felt even in the rural areas. Inflation largely has been controlled, 
even as consumer demand has shown signs of picking up. The balance of 
payments has been running a surplus. 

In addition, despite these severe economic conditions, its own internal 
diversity and various political challenges during the last year, the Aquino 
administration has undertaken major reforms. Particularly noteworthy have 
been GOP reforms in the areas of fiscal policy, privatization, trade
 
liberalization, aqricultura1 makdet: s deejulation, rural finance, and public 
service accountability. The GOP still must initiate or persevere in
 
implementing actions crucial for sustained near term recovery and long term 
development. Especially important are actions in the areas of providing a 
supportive macroeconomic framework for private sector led growth, reducing 
government involvement and intervention, and removing biases from the the 
agricultural markets. 

The GOP is continuing to experience 5.evere financial l)roblems. The 
programmed disbursement of V120.7 billion of the national government for the 
IQ87 GOP budget is only slightly higher than in 1986. With higher expected 
revenue collections CF vlnO billion for the year, the GOP expects to reduce 
its deficit from 4.7 percent of GNP in 1986 to 3.1 percent. However, this 
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averaging 7.6 percent yearly, realized through adequate demand management and
 
improved efficiency in the utilization of capital investments.
 

The government's rural strategy has two distinct elements. The first,
 
which-receives little publicity hut has potentially significant payoffs,

pertains to deregulation and general liberalization of the agricultural
 
sector. The second has high political visibility but may not be as
 
significant in terms of impact.
 

The two corners-tones of the second strategy are the Community Employment

Development Program (CEDP) and the Accelerated Land Reform Program (ALRP).
 
The CEOP seeks, as a s~iO'rt term measure, to pump prime the economy by
 
providing employment in the rural areas. The GOP launched the program in July
 
1986 with P3.9 billion ($190 million) with a target of generating one million
 
short term jobs over 18 months. In principle, the CEDP fits welI into the
 
overall thrust of the MTPDP. However, a midstream evaluation of the program
 
revealed serious implementation problems. It appears that the initial
 

...	 geographical allocation of projects was not consistent with poverty

alleviation priorities. Many of the projectsiwere no more than regular
 
maintenance type activities of GOP agencies. Partly because of the GOP's
 
chanelling of CEDP projects through regular agency activities, CEDP
 
implementation has been substantially slower than expected.
 

The GOP is completing the details of the ALRP. As currently envisioned,
 
the ALRP will cover a total of 4.98 million hectares between 1987 and 1992.
 
In addition to rice and corn lands, the ALRP will cover idle, abandoned,
 
expropriated, foreclosed/foreclosable arid sequestered lands, lands under labor
 
admi nistration (mostly plantations), tenanted non-rice and non-corn land, and
 
the public domain. The GOP isconscious of the importance of financing for
 
auxiliary components of the program to ensure impact on intended
 
beneficiaries. Program components include land transfer/acquisition, land
 
survey, credit schemes, marketing support, extension services, research and
 
development and institutional strengthening. The latest program cost estimate
 
is V48 billion ($2.3 billion), to he financed by sale of nonperforming assets
 
by the Asset Privatization Trust, sequestered and/or ill-gotten wealth as well
 
as external sources, e.g., realignment/reprogramming of ongoing Official
 
Oevelopment Assistance and possibly additional borrowings.
 

ALRP implementation is likely to be delayed because of several factors.
 
Since the existing land reform legislation Is limited to rice and corn areas,
 
new legislation is required for the other areas. However, it appears that
 
President Aquino may approve an executive order on the ALRP before the
 
convening ofthe new Congress in July.
 

To achieve the GOP's economic growth targets, gross domestic investment
 
is-projected to grow inreal terms by 18.0 percent annually. ' At current
prices, the public Investment program - annual requirements will notexceed
 
7 percent ofGNP. Thesix-year investment costs of the Medium-Term Public
 
Investment Program total V330.7 billion, of which the estimated foreign
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;-:unable to provide ri i;!
 

i ";,i i ; i .,i! 'Despitrpoor :economi c policies,;the: semblance of ecoanomic grothwa
 

durling ;the. 1970sdue ,to.fo:reigni bo'rrowing.!.After the .second oil,<
mainied. ....... .. % i-!i.:
 

thogh increased ,ex'ternal .borrowingss'ThisS'enabiled ,.the;Phiipinie.economy to:':i,: '!;i.
 
appea ihidin T%/ }'
to'move countercyclically 'to world trndhus the} wor sening i 


egod nde tting up monop cruce s
 ..... Th -ncreasingl the, ;<.!
strctuali mbaance i ,the' . GOP intervened.. 
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that profitably exploited opportunities afforded by rent-seeking activitjtes.
These interventions largely benefitted the "cror'ies" of former President and
Mrs'. Marcos. Progressively, these exploitations became more serious,
resulting inlarge-scale waste, inefficiency, mismanagement and corruption.
 

* From 1980 onwards, international market fluctuations increasingly shook
the country, which is a primary commodity exporter, dependent importer of fuel
and a heavy foreign-borrower. Condition-, continued to deterior'ate. The GOP
persisted inrelying heavily on foreign borrowings to finance a growing

,investment-savings gap, as donmestic revenue mobilization remained low. 
 The
further growtj of thle import-dependent industrial sector and the accelerating
build-up of foreign debt markedly increased the country's vulnerability to
* 	external shocks. Ultimately, against a background of global recession, high

interest rates and declining availability of cheap foreign funds, the economy
began to contract. The Aquino assassination in August 1983 triggered a loss
inbusiness confidence, massive~capital flight and ~an abrupt decline in

foreign commercial credit. Together, these precipitated the economic crisis,

which included th~e GOP calling a debt moratorium inOctober 1983.
 

B. 	 Domestic Economy 

After a two-year slump in economic activity, real gross domestic'"  
- ~,i'J " ,L ,- "h 	 fF. ,' ':i( • ;'. Y'•: -•;i'•2;
.? ~•product; - (GDP) recorded. L t' :Y:a)0.2 percent,,/; growth• ., V; .- O j ;c (!•, ' ,Li ' !7in 	1986 (see Table 1) and is
apparently continuing to increase. Inflation is currently under control.' 

. 

However, per capita incomes remain low, wAith 1986 per capita GNP in current 
prices estimated at $530. About 60 percent of the population continues tolive below the official poverty line. 	 7; !
...: ...' 7.. !:L-7'i)?~Thei~!timpact!; of the previous years'' 1 :7777T 77 7 7budgetary cutbacks on basic services such as health, education and nutrition

continues to be felt, especially inthe rural areas. Moreover, unemployment

levels have not yet shown any significant improvement from the levels during'" 	g
' ,rom -0U 	 7nwrd77the 	crisis years.

cunryWhih 	 riaryco>odtyeporer deedn A,'of~ ,7-fieC; ,th. s. 	 :4 imp(fte 

1. 	 Production and Income 

Advance estimates for 1986 show that real gross domestic product

(GDP) ~Ircreased by 0.2 percent. This represents a significant improvement

from the 5.7 and 4.0 percent declines in1984 and 1985, respectively. Real
 
gross national product (GWP) likewise increased by 0.1 percent. However, real
 
per capita GNP still declined by 2.2 percent, reflecting continuing rapid

population growth. 

Mainly the positive performance of the agriculture sector, which as a
whole 

-

grew by 3.3 percent, propelled this growth. Services expanded only by
slightly less than one percent, after a 
decline of 3.3 percent in 1985. The

industrial sector, as a result of the continuing declines inmining and 
quarrying and construction 'activities, posted ain aggregate decline of3.7 percent. Manufacturing production, which had consistently contracted inthe past two years, registered a positive growth of 1.2 percent. 

:'t':V:,':,
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Table 1
 
National Income Indicators, 1984-1986
 

(Constant 1972 Prices)
 

% Change 

Indicator 1984 1985 1986 1985-86 

1. Gross Domestic Product (VI) 94,216 90,444 90,605 0.18 

2. Gross National Product (VM) 91,933 88,407 88,525 0.13 

3. Per Capita Income: GNP (V) 1,723 1,617 1,581 (-2.23) 

Source: National Economic and Development Authority (NEDA)
 

Total personal consumption expenditures, which account for the
 
largest part (75.3 percent) of total expenditures of real GNP, increased by 
0.8 percent during the year. However, on a per capita basis, real personal
consumption expenditures decreasnd by 1.6 percent. Meanwhile, real government 
consumption expenditures increased hy ?.I percen't. This increase was due to 
government employment generating activities, as well as upward adjustments in 
compensation )f government employees. Preal investments, particularly from the 
private sector, further declined by 11)'.0 perc(nt. Fxcept for government 
construction, which had a posi tive jimotlh of 0.] pelrcent, all other types of 
real invcs tments declined. 

2. Prices 

Prices stabilized in 1986. Ilie inflation rate for the year on a
 
December to December basis was minus 0.3 percent, compared to 50.8 percent in 
1984 and 5.7 percent in 1985. lhK Connsumer Price Index (CPI) during the first 
three months of 1987 remained below the levels for the same period in 19R6. 
The January CPI was 0.5 pcrcent below the January 1986 level, while the Mar..) 
CPI was 0.7 percent below March la,t year. Underneath che overall decline, on 
a month to month basis, a fall aind rise patterni of pr ice changes exists. A 
fall in the general price level b-iean in April Iraqi6, dUe mainly to falling oil 
prices. However, a slow monthly upti nd in the price level started in August 
last year, apparently due to expectations of recovery, the relaxation of 
restrictive monetary policies, and hiqher consuwier spending. Compared to July 
1986, the March 1987 CPI reflects anr incr-ease in the general price level of 
2.b percent. Thus, after the short deflationary period of four months in 
1986, prices have been on the uptrend For eight months (August 1986-March 
1987).
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3. Financial Sector
 

Favorable developments in the external sector and the sustained
 
weakening of domestic inflation allowed further relaxation in monetary and
 
fiscal policies to encourage investment and productive activity. In 
particular, Central Bank bills were phased out starting in October 1986 in
 
favor of flotation of Treasury Bills through an auction system. The reserve
 
requirement on long-term hank deposits and deposit substitutes was reduced by
 
one percentage point to 5 percenl in Nlovember 1986. The reserve requirement
 
on other deposits was reruced from 22 to 21 percent. Further, the rediscount 
rate was reduced to 10.0 percent in December 1986 from 11.75 percent in
 
Septemiber of same year, following the downtrend in interest rates. 

The changes in monetary policy increased the availability of credit 
at lower interest rates as reserve money expanded to 50.0 billion pesos in 
December 1986 or by 26.; peicent and 31.6 )'p2roent from the end-September 1986 
and end-December 198q levels, respectivelv, Interest rates continued a 
downtrend with yields on savings deposits, traditional time deposits and 
short-term promissory issues of banks dropping by 0.9 percentage point, 
1.7 percentaga points and 1.8 percentage points, respectively, following the 
decline in interest rates on Treasury Bili to 11.5 percent in the fourth 
quarter from 13.7 percent in tihe thiri qua? hr. Nevertheless, with the 
sustained fall in price increases, real interest rates on lending instruments 
remained high. 

Total money supply (NI - narrow money) as of the end of 1986 stood at 
P42.7 billion, representing a qi',;th of 19.3 percent from the year-end level 
in 1985. This reflects a giaiuoll y relaxed monetary stance following the
 
post-election mop ulp of excess iquiity. Intal domestic liquidity aiso 
increased by 12.3 per cent hetwr"' 196 and 1925. Meanwnil , total peso 
deposits in tlre financial s ;tim increased hy 15.7 percent,in 1986 over the 
year-end level in !985. {nor, w,.;some cont-r, i or) in savings deposits early 
in the year, Ni t tihis reboundId towerarks the middle of the year. For time 
deposits and deposit subshli tuLes, the decline continued throughout the year.
Higher-yielding, shorter-L erm grvernment debt instruments plus improved stock 
market prospects reduced pi ,i nce for time ,eposits. Overall, the expansion 
in peso deposits ir 1986 was slower than the increase in 1985 over 1984 levels. 

4. Poverty and Uiemploymrnt
 

Against the initial positive siris of recovery, the problems of 
povcvty and unemployment romainr as pressing corcerns of the present 
administration. So far, the employment situation has not shown any dramatic 
improvement from the levels durin i the crisis years. InJanuary this year, 
unemployment was still recorded at 11 percent, the same level recorded in 
October 1986. While this rate is lower than the 12 percent unemployment rate 
in the early part of 1086, the difference is hardly significant. Moreover, 
the underemlployment rate increased from 33.7 percent in October 1985 to 
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36.0 percent in October 1986. Meanwhile, progress in the government's
 
emergency employment program remains uncertain, casting doubts on the
 
employment impact of the program.
 

The lack of employment opportunities is reflected in sharper 
distinction between rich and poor. In 1985, about 60 percent of the
 
population were estimate(] to fall below the official poverty line. This level
 
indicates a worsening in poverty incidence from about 50 percent in 1971.
 
With more families falling under the poverty line, income distribution has
 
apparently worsened with the top 20 percent of the population now receiving
 
about 53 percent of total income.
 

C. External Sector/Balance of Payments (BOP) 

1. Actual 1986 

On the basis of actual foreign exchange payments in 1986, in the
 
context of a depressed economy, the country's balance of payments position
 
continued to be strong. AlthouLh the BOP remained in a deficit (before 
exceptional financing), the deficit went down from $1.9 billion in 1985 to 
$634 million in 1986. After exceptional financing, 1986 showed a 
$1.247 billion surplus versus a 1985 surplus of $2.789 billion. The larger 
surplus in 1985 basically resulted from larger reschedulings during the year. 
From $111 million in 1g85, net services inflow rose to $783 million. Imports 
in 1986 were 1.3 percent lower than imports in 1985, while exports increased 
by 4.6 percent. This resulted in a lower merchandise trade deficit of
 
$202 million, as compared to $482 million the previous year. 

During the year, the Central [lank was able to accumulate substantial 
gross reserves which totalled some $2.5 billion as of year-end. This build-up 
resulted from inflow of loans from both foreign commercial banks and 
multilateral institutions ard from purchases in the market. The level of 
gross reserves represents about six months of merchandise imports (three 
months for goods and services imports) at current payment rates. While the 
amount of accumulated reserves suggests a foreign exchange crisis is not 
likely in the near term, it also indicates continued sluggishness in demand 
for inputs to industrial production. 

With the onset of relatively more normal conditions following the 
February 1986 election, the peso-dollar- exchange rate remained quite stable 
during tile year. The still weak demand for foreign exchange allowed for some 
strengthening of the peso for most of the year. However, the year average 
reflected a depreciation of about ten percent from the average in 1985. The 
real effective exchange rat e dropped bY 21 percent below the previous year's 
level on account of the week position of the dollar against other major 
currencies as well as the recorded low domestic inflation last year. In view 
of the weak dollar demand, the parallel market became less significant during 
the year. The official guiding rate almost consistently reflected a small 
premium over the parallel market rate. 



2. 1987 Prospects 

Without exceptional financing, the balance of payments deficit for 
1987 is expected to he about $937 billion, or about 3.0 percent of GNP. (See 
Table 2.) This year's projected BOP gap is significantly higher than the 
deficit in 1986. The larger deficit comes from expected increases in the 
trade deficit and net outflow of long-term loans. A larger increase in 
imports relative to exports will raise the estimated trade deficit to 
$725 million from about $120 million last year. On the capital account, large
outflow for long-term debt servicing and a net outflow of short term capital 
will lead to a negative balance. 

a. Current Account
 

The trade deficit is projected at $725 million. Exports are 
projected to increase from $4,842.million in 1986 to about $5,275 million this 
year. lhe increase is expected to come from modest gains in both traditional 
and nontraditional exports, with traditional exports expected to have a bigger 
volume and enjoy favorable prices. Imports are expected to total 
$6.0 billion, or about 19 percent over the 1986 level. The expected rise in 
imports is due to renewed economic activity and the effects of import 
liberalization measures. 

Hon-trade or services account will show a surplus of $420 million 
with receipts of $3,N02 million and payrronts outflow of $3,382 million. 
Expected service receipts will only he about 0.3 percent above receipts in 
1986. Meanwhile, the increase in payments primarily reflects the increase in 
interest payments for both existing and new medium and lonq term loans. 
Transfes will also show a surplus of 3C14 million. The larger inflow 
reflects higher personal remittances and levels of grant assistance. With net 
services receiptLs of $420 iili on aid net1 transfers of $614 million, the 
$725 million trade deficit will he mre than offset, leaving a surplus in the 
cut rent account amountirg to 3108 ,il li(:n. 

b. Capital Account 

Principal repaylmien ts on medium and long term loans before 
rescheduling will amount to $1,882 million, while proceeds from loans 
contracted before 1986 will amount to only $430 million. This translates into 
a net outflow of medium and long term capital of $1,452 million. A net 
outflow of $242 million is also expected for short-term capital. Adjusting
for net inflows in direct investments and monetization of domestic gold, the 
capital account will register a deficit of $1,245 million. This deficit is 
lower than the 1905 capital account deficit of $1,656 million. 
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Table 2
 
Balance of Payments, 1986-1987
 

(InMillion U.S. Dollars)
 

Projections1_/ 
1986 1987 

Before AfteJ Before After 
Exceptional Exceptional Exceptional Exceptional 
Financing Financing Financing Financing 

Merchandise Trade (202) (1_10?) (725) (725)
 
Export 4,842 4,8412 5,275 5,275
 
Import 5,044 5,044 6,000 6,000
 

Non-Merchandise Trade 783 783 420 420
 
Inflow 3,791 3,791 3,802 3,802
 
Outflow 3,008 3,008 3,382 3,382
 

Transfers, Net 	 441 441 614 614
 

Current Account 	 1,022 1,022 308* 308*
 

Long-Term Loans (1,066) 815 (1,452) 762
 
Inflow 664 2,545 2/ 430 2,644 3/
 
Outflow 1,730 1,730 1,882 1,882
 

Direct Investments, Net 114 114 142 142
 
Short-Term Capital, Not (814) (814) (242) (242)
 

-
Errors and Omissions, Net (101) (01) -
Gold Ionetization 279 279 307 307 
Revaluation Adjustment (68) (68) 

Capital Account (1,656) 225 (1,245) 969
 

Overall Balanc 	 (634) 1,247 (937) 1,277
 

Change in Net Int'l Reserves 1,247 1,247 1,277 1,277
 
Change in Non-Monetary Arrears
 

Increase ( )/Decrease - -

Exceptional Financing (1,881) - (2,214) 
Unremi ttable Arrears/Adjustments ... 

I/ 	As of March 187. 

2/ 	Inflow from m,(,ium and long term loans ($664 million) plus new money 
($771 million, and rescneduling with Paris Club and commercial bank 
creditors ($1,I10 million). 

3/ 	Projected inflow from medium and long teor loans ($430 million) plus new 
money ($753 milli(on) and rescheduling o tl 1oans with Paris Club 
creditors and comnmercial banks ($1661 iii ion). 

* 	 Details may not ddd up to total due to rOLIHrinq1. 

Source: Central 13aTnk of the Philippines (C3P) 
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c. New Money and Rescheduling 
~~i~i ~'1 ~T6an-s c1omfq~T&~ 866~~
 

including those likely to be made in 1987 are expected to reach $753 million.
 
This amount includes an estimated $250 million NO4 billion) through ,a 
commodity loan from the Overseas Economic Cooperation Fund (OECF) of Japan.
 

The restructurfing of loans due official creditors according to
 
the recently concluded Paris Club agreement isestimated to provide debt
 
relief of about $604 million in1987. The corresponding relief from
 
commercial bank creditors isestimated at $857 million, ifrescheduling
 
agreement is signed. Since interests due commercial bank creditors 'are not
 
reschedu'led, interest due shall change inaccordance with the adjustment in
 
the interest rate on the rescheduled principal.
 

d. International Reserves 

The 1987 balance of payment!; deficit before new money and
 
rescheduling is projected at $937 million compared to 3634 million in 1986.
 
This larger deficit stems from net out-flow of capital of $1,245 million which
 
isonly slightly offse t by the $308 million surplus inthe current account.
 
The 1987 BOP deficit isexpected to be reduced by disbursements from new
 

?
:!,/,% ' together with $604 million of !K.1,,,,,(jofficial loans of $753 million. This,i'i . ;7:! i • i •c •i: .:/'!• 

rescheduled debts under second Paris Club agreement, will result ljn a balance
 
. .." --.Au ..... ,,- .! /.), :-. i -L S , . ; % . A,I,:
of payments surplus of $420 million. With the additional 

, 

$857 million that is
 
being rescheduled with commercial banks, the balance of payments surplus


:, i .:: fi .i, 7 i'..'.< ;i .!:i :' T ! -::i i !i ! .!.:',iii .
.:3-.! i
should reach $1,277 million. 
"4"''! A .. 1 !,J ' .', -; :':S -, .": .'I .:3 " 'L . /. <,' / / : L T -S :." I::4, 1 A-A I 

* The expected BOP surplus of $1,277 million will be diminished by 
$27 mill1ion arising fromi payments. This will he partly offset by expected
 
drawings of $193 million from the International Monetary Fund and revailuation
 
adjustment of 346 million. These monetary transactions, combined with the
 
balance of payments surplus which results from the external transactions of
 
the non-monetary or real sector, should lead to an increase of. $1,246 million
 
ingross reserves of the banking system.
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V. ANALYSIS OF PUBLIC SECTOR DEFICIT PROBLEMS
 

A. National Government Budget
 

1. 1Q86 Budgetary Developments 

Total revenue collections of the national government in 1986 amounted
 
to V79.1 billion. This level was 14.6 percent higher than revenues in 1985,
 
but still about P7.4 billion below the revenue target set for 1986. Or the
 
other hand, total expenditures of V107.2 billion were below the target level
 
of V114.4 billion. The actual cash budget was in deficit of P28.1 billion.
 
The overall deficit was more than twice the deficit in 1985. Relative to GNP,
 
the 1Q86 budget deficit was 4.7 percept of GNP, much higher than the
 
1.9 percent ratio in 198g.
 

a. Revenues
 

Tax revenues as a percent of GNP increased marginally from
 
10.3 percent in 1985 to 10.8 percent in 1986r. Total revenues in 1986 were 
14.6 percent above the 1985 level but still were P7.4 billion short of target. 
This was due to a number of factors. The more significant were the late
 
implementation of new revenue measures due to delay in signing of executive 
orders and operating guidelines and lower than expected oil prices, national 
income, imports and foreign grants,. Also :;orltrihuting was the avoidance of 
the incr iased taxes of cigarettes i nhiugh advinced movement of tobacco 
products in the market. 

h. E[Xpenditut s . ,..t Lndin't 

The present governmnt irlieriLed a budqet severely burdened by 
excessive election speinq in &v fir ,t qui rr of 1986 and the demands of 
debt servicin ,luld pbl ic rurponi0at.ri%needs. NverLheless, the government 
managed to curLail expendit ures ,lut in the rnst of the year and actually spent 
P7.2 billion less than the targjet of I114.4 hillion. The following mainly
hrought about the reduction of expenditires: (1) limiting the realignment of 
accounts to a mixiiu of 25 pi. n t wiLhin the maintenance and operating 
expenses (HOE) therehy reducing tho flexibiliLy of linisters to reprogram 
unutilized HOE; (2) the resLoi atinn of the fr e-audit system by the Commission 
on Audit (mPA) that sl wd down o iWe of utiliz,.ation of both MOE and other 
capital ouclays; and (3) the reduction ol V4.4 hillion in financial support to 
government finincial institu Linns (GFIs) as a consequence of the 
rational ization program. 

These short:Falls, how-vor, were partially offset by larger outlays for 
interest payments and assistance to maljor non-financial government 
corporations of ?4.7 and P2.6 billion, respectively. The substantial increase 
in interest payments was due to the transfer of the non-performing accounts 
and liabilities of the GFIs, as well as that of the Philippine Nuclear Power 
Plant to the National Gover nment. Mleanwhile, total net lending to public 

http:urponi0at.ri
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corporations more than doubled from P2.7 billion in 1985 to P25.2 billion 
last year. Likewise, increases in expenditures for other outlays were 
intended to accommodate emergency measures to provide employment in the rural 
areas and to halt the deterioration of existing infrastructure. 

2. 1987 Prospects 

The budget deficit for 1987 is expected to he pared down by 
V7.4 billion from V28.1 billion or 4.7 percent of GNP in 1986 to P20.7 billion 
($1 billion) or 3.1 percent of GNI. (See Table 3.) Revenue collections of 
V100.0 billion, which is V20.9 billion higher than last year's level, are 
targetted to finance a larger proportion of total disbursement level for 
1987. The programmed disbursement of the national government for this year is 
P120.7 billion, or 12.6 percent higher than the 1986 level. The GOP expects 
to improve its revenue-to-dishursoment ratio From 73.8 percent in 1986 to 
82.8 percent this yoir. A surplus of p6.? billion in revenues over current 
exprnios is 1)ijected for the year and will finance about 23.0 percent of the 

government's capital outlays. Already included in the GP non-revenueOP's 
estimates are million I.S. $190 million thisO??0 of assist nce, i.e., from 
program and f7n mill ion in peoq fromo fourd cornvoi'ty aid. Without this U.S. 
assistance, the exoer ted deficit would hQ ov i twenty percent greater. 

The rcvenun progr am Cor 10O17 reFlectq e'xpectations of increased 
col linns, hi lten arnd taxc-Fficiency in . ,rlorI, Yi'ldM ; improv'ments in the 

structure. On the other hand, th oxpeoditue program reflects both the GOP's 
employment concerns and the existini co porate fiscal burden. Interest 
payments of the national love oment and advanceq on government corporate 
debts, or imarily through n'-,t lending transactions, will amount to 
P36.1 billion, much 1lower thian the P16.8 hillion for 1986. Scheduled net 

lending to government corporations this 'ear is down to V7.1 billion, but 
interest payments of the national qovaynnont: will amount to P29.0 billion, 
P7.4 hillion or 31.1 per con L n or than I iSty' A level. 

De)t amortization, or princi pal payments of the national government 
on its foreign and domestic horrowinqs, will amount to V29.5 billion in 1987. 
This expenditure itelm, however, is i ncnrporatnd in the financing account of 
the cash hudget program rather than in the dishirSiemont portion. Total debt 
ser vice payments of the national cjovernmyet in 1987, thus, wil l amount to 
V58.5 billion. This dmount inclndrs 2.; billion in interest payments and 

P1.1 billion in principal paylents ,ssocjated wi I the transfer of the 
liahi1ities and assets of Lhe Phililpp ine Nuclea r Power Plant to the national 
government. This transfer 1argely explains the qQnificant increase of 
national novernment debt service in 1M87, but this is offset by decreased net 
lending to the National Power Coorration. 

The P81.2 billion "dyiiand-idrlucin"' component of the 1987 
dishursement proqram is equivalent :o 1?.0 percent of GNP. Of this 
"demand-i ndMin"g or "pi odiu, Li ye" coiponent, V31.5 bi 11 ion is allocated for 
personnel se rvices, P33.2 billion for mainltenance expenditures including 
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Tahle 3 
National Government Budget, 1985-1987
 

(InBillion Pesos)
 

Revenue 

Tax Revenue 

Non-Tax Revenue 4/ 

Expenditures 

Current Operations 

Capital Outlays 


Capital Transfers to
 
Government
 

Corporations 

Equity 

Net Lending 


Other Capital Outlays 


Surplus/Deficit 

Percent of GNP 


Financing Account
 
Net Borrowings 


Domestic 

Foreign 


Cash Balance Drawdowns 


I/ As of February 21, 1987. 

1985 1986 


69.0 79.1 

61.2 65.3 

7.8 13.8 


80.2 107.2 

55.3 67.5 

24.9 39.7 


15.9 27.7 

3.4 2.5 

12.5 25.2 

9.0 12.0 


(11.2) (28.1) 

1.9 4.7 


12.9 28.1 

26.1 

2.0 


(1.7) 

1987
 
Preliminary 1/ Revised 2/
 

Program Program
 

94.9 100.03/
 
79.3 79.0
 
15.6 18.9
 

114.7 120.7
 
80.1 93.8
 
34.6 26.9
 

17.6 10.4
 
3.2 3.3
 

14.4 7.1
 
17.0 16.5
 

(19.8) (20.7)
 
2.8 3.1
 

15.7 20.7
 
10.8 8.7
 
4.9 12.0
 

4.1 

2/ Based on revised figures as of March 4, 1987 as agreed upon between the
 
GOP and IMF.
 

3/ Including tax expenditures (P3.8 billion) and provision for shortfall of 
- P1.8 billion. Details may not add up to total due to rounding errors. 

4/ Including expected U.S. assistance of $150 million from BSP II and $70 

- million worth of pesos from food commodity assistance, i.e., 1986 and 1987 

sugar quota compensations and a P.L. 480 Title II Program. 

Source: Department of Budget and Management (DBM)
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V16.5 billion for capital outlays. This level of spending will only partly 
restore the real level of government spending to its 1982 level., 

* The national government's fiscal problems arise basically from the 
previous accumulation of automatically guaranteed government corporate debts 

private sector liabilities with government corporate guarantees. The 
financing problem would have been easier to manage if these investments had 
been sound enough to pay for their debt servicing obligations. But because 
most of tle investments financed through the government financial institutions 
and guaranteed by -tlegovernment have turned out to be economically 
inefficient, the national government has been seriously burdened with the 
assumed liabilities. Thus, public sector operations this year and in the 
medium term will have to generate, resources to pay these external obligations. 

B. Public Corporations
 

Support for government corporations, including subsidies, will amount to
 
Vl6.7 billion or 13.8 percent of the expenditure program. This amount is only
 
around 55.9 percent of last year's level of ?29.9 billion, largely because of
 
the sharp decline of net lending provisions to only V.7.1 billion. This is
 
consistent with structural reforms being undertaken in the government
 
corporate sector and the multi-year rescheduling of public corporate debts.
 

This year, the GOP has initiated comprehensive reforms in government
 
corporate operatinns to rationalize the size and manner of government
 
intervention in the economy, arrest the wasteful drain on scarce public
 
resources, and minimize unwarranted demands on the national budget. The
 

* 	 divestmient and privatization of public corporate firms engaged in activities 
like commercial banking,"which'directly compete with private enterprises, have 
been started. Likewise, the merger and consolidation of government 
corporations performing interrelated and overlapping functions are being 
seriously considered, and where necessary, their conversion into regular 

* 	government agencies, undertaken.
 

The GOP is in the process of rehabilitating the Philippine National Bank
 
and the Development Bank of the Philippines. Their scope of activities in the
 
financial system will be limited further. Their non-performing assets are
 
being disposed of to minimize losses, including the operating or maintaining
 
losses of unsold non-performing assets. If GFIs do not improve their future
 
operations, the GOP wil'i explore the feasibility of selling them to the
 
private sector.
 

The Pq7.1 billion net lending program will primarily be used as advances
 
for foreign debts of government corporations. Current operating subsidies
 
excluding tax expenditures will amount to ?2.0 billion. About thirty five
 
percent (V693.3 million) of the subsidies consists of the support to the 
National Housing Authority and the National Home Mortgage Finance Corporation, 
partly to fund the National Housing Program. Substantial amounts of subsidies 
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will also be channelled to essent~al Projects of the Sugar Regulatory 
________Administration 
 (P83.9 million) and the Philippine National Railways


PV8O'Mil ion )
 

On the other hand, the P3.3 billion equity infusion to government.
corporations in 1937 is only slightly hilher than last yea r s level.
Reflective of the priority accorded to the development of agriculture,
substantial equityallotments totalling Vl.65 billion will be given to
corporations catering to the agricultural sector, like the National FoodMuthority, National Irrigation Administration, Philippine Fisheries
Development Authority and the Philippine Dairy Corporation. Financial 
institutions, such as 
the Philippine Deposit Insurance Corporation and the 
Central Bank of the Philippines, will also receive significant equityinfusions amounting to P200 million and V118 million, respectively. 

C. Financing
 

The budget deficit is planned to be financed by borrowings from external 
sources (net of debt amortization) amounting to V12.0 billion and V8.7 billionfrom domestic sources. Gross external borrowings will be 29.9 percent higher
than the 1986 level due to substantially higher project loan inflows. These
 

- borrowings are expected to amount to V19.8 billion or 
US$952.5 million to
 
repay about V7.8 billion (US$375.0 million) of maturing external obligations
and partly to finance essential public projects and services not covered by
available domestic resources.
 

Borrowings from foreign project loans in the coming year are expected to
be $263.2 million or more than twice those of 1986. 
 The most significant

portions of these will originate from the World Bank (WB) ($125.0 million),
the Overseas Economic Cooperation Fund (OECF) ($59.9 million), and Asian
Development Bank (ADB) ($54.0 million). The $689 million expected program

loan inflows consists primarily of $100 million from WB Economic RecoveryLoan, $180 million from Japan's Eximbank for- co-financing the WB Economic
Recovery Loan, $295 million from OECF-Commodity Loans, and $50 million from
ADI Special Project Implementation Assistance. This level of program loans is
 
substantially more than last year's $361.5 million.
 

Gross domestic borrowings isexpected to amount to V57.5 billion,.
substantially higher than the V36.7 billion gross domestic borrowings in
1986. 
 In view of the prevailing domestic credit market conditions, a.
significant portion ofdomestic borrowings of the national government will
 
continue to have short-term maturities. 
 The GOP is taking steps to increase

the proportion of longer-term securities in the total 
domestic borrowing
program. Around V49.4 billion or 
85.9 percent of the V57.5 billion domestic

borrowings scheduled in1987 isexpected to be raised through the issuance of
medium-term Treasury Bills compared to P24.6 billion or 67.0 percent in 1986.
p .i );. eiu~emlr~dyB ~.cmae 
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Since coming to power in February 1986, the Aquino Government has 
accomplished major achievements in macro economic management- and policy, 
reforms. Notwithstanding a severely depressed economy, a heavy external debt 
burden, and political challenges, the Aquino Government achieved significant 
progress in undoing the cumulative damage wrought by the previous
administration's policies as well as the policies themselves. Major
accomplishments include: 

' 

o Economic recovery and stability 

- return to positive real growth after two years of economic 
contracti on
 

- price stability
 
- reduction in interest rates
 
- external sector stability 

o Development planning 

- Completion of new Philippine Medium Term Development Plan 
- Completion of new Public Investment Program 

o Alleviation of foreign debt service burden 

- Agreement with the IMF on a new stand-by arrangement and a 
Compensatory Financing Facility purchase 

- Agreement on official debt restructuring 
- Completion of negotiations on commercial bank debt restructuring 

o Fiscal expenditure and tax policy reform 

- Implementation of eighteen tax measures to improve incentives and 
efficiency 

- Budget realignmenti n favor of basic services and maintenance and 
operating expenditures 

- Constraining the public sector deficit
 

o Privatization 

- Creation of the Cabinet level Committee on Privatization (COP)
which has overall responsibility for the privatization effort and. 
an Asset Privatization Tru';t (APT) responsible to COP to be the 
privatization agent 

- Transferred substantial nonperforming assets to the APT. 
- Completed guidelines for disposal of these assets. 
- Recommendation by COP of 116 non-financial government 

corporations for privatization 
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_______0 Trade Liberalization
 

- 100.0 additnal import items liberalized
 
- Abolition of~tar-,f'f exemptions 

0 Simiplification/cl-,rification of investment irles 

establishmet "o
one-stop-shop" for exports 
adoptiorv Or Jone-stop-shop" concept for investments 

o Liberalization of agricultural markets 

. dismantling of sugar and coconut monopolies 
--:,removal of export taxes on agricultural products, except logs" 
- lifting of restriction on importation and trading of fertilizer I 

ending of trading by National Food Authority in wheat, flour and 
feed imports 

- lifting ofcopra export ban 

o Rural finance development
 

- abolition of seletive credit policy and credit subsidies 
: Central Bank adoptq)n of uniform and market-aligned rediscount 

rates 

o Accountabili ty
 

- Restoration of checks and balances under New Constitution 

- Subjecting all government agencies and corporations to audit. 

C. The Remaining Tasks 

While the Aquino Government has achieved important progress in policy
 
reform implementation, more hurdles lie ahead. Although the Aquino Government
 
continues to enjoy popular support, it is characterized by some
 
indecisiveness, fragmentation and factionalism on major policy thrusts,
 
reflecting the diverse coalition that brought about the ouster of Marcos. Not
 
a few top officials continue to oppose changes, particularly with respect to
 
really opening up the system to wore competitive private sector activity.

There is a tendency to desist following up of specific reforms when laying off
 
people arises as a logical consequence. The convening of the legislature in 
July could possibly further complicate the policy reform process.
 

In agricultural commodities deregulation, the more statist and
 
interventioni't attitudes of some GOP officials have hindered full reform.
 
Also, the GOP has thus far been unable to establish an effective grains price
 
stabilization program for rice and corn. While major gains have been achieved'
 
inmoving towards market oriented rates of interest for government credit
 
programs, the recent'consolidation of agricultural credit programs could lead
 

~kY to subsidi'zed interest rates and politicized allocation. 

.5 V ¢ .5....i 
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Tile continungGOP financial crisis highlights the urgency of reform 

inplementation in' di stiture and public corporate sector rational ization. 
The enormous strain on the GOP budget argues for immediate action in these 
areas---For-this-yeari;-,te-GOP- itends--to-imp] eent-several- more-nnounced-tax--
reforms, increase tax revenues through improved collection efficiency, meet 
~its public sector deficit target, and issue the executive order on government 
corporate sector reform.
 

Divestiture efforts need to move ahead. The GOP must undertake 
privatization under a less than favorable investment environment. The luxury 
of waiting five years for better market conditions is simply not available. 
For 1987, the GOP intends to step up operations of the Asset Privatization 
Trust, decide on the privatization and establish guidelines on divestment 
procedures of non-financial public corporations, prepare privatization plans, 
and clean up the transfer of acquired GFIs' assets to the APT. 

In addition to completing the trade liberalization program, 'which is 
expected to result in liberalization of at least another 155 items this year, 
the GOP intends to develop a medium term plan of tariff rationalization as a 
follow-on to the removal of quantitative restrictions. Influential 
businessmen and many GOP officials, however, will likely continue to resist 
these programs. The bulk of remaining items marked for liberalization is
 
concentrated among a few select industries which are still enjoying monopoly

protection. 

The degree of market orientation in present GOP foreign exchange policy

is dehatable. With a depressed econohiy, foreign exchange demand isweak, the 
exchange market is thin, and the Central Bank thus can exercise a strong 
influence through limited strategic interventions. However, this situation 
cannot persist much longer because, as economic activity increases, private 
sector demand for foreign exchange will be stimulated and manipulation of the 
rate will become expensive. Export growth and agriculture sector performance 
would benefit from greater market orientation in the foreign exchange market. 
Hany knowledgeable observers believe that speeding up the depreciation of the 
peso would enhance medium term structural adjustment, Both a proper exchange 
rate and meaningful trade liberalization are criticil to a structural 
adjustment that gives increased emphasis to the tradable goods sector of the 
economy. 

Tile maintaining of fiscal and monetary responsbility will not be easy in 
the face of a still sluggish economy and the recently concluded national and 
upcomi ng local elections. Some inflationary pressures had already became 
apparent. Yet it is essential to the private sector's full-hearted
 
participation in the economy that neither inflation be rekindled nor interest
 
rates driven up. The Central Bank should keep money supply growth within
 
planned targets. fonetary'policy should also further savings mobilization by
 
reducing taxes on interest income, by reducing the burden of regulatory costs
 
in intermediaLion through lower reserve and credit allocation requirements, 
and by liberalizing bank. entry and branching regulations. 
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Table 4
 
Policy Implementation Matrix
 

A. Macroeconomic Framework Supportive of Private Sector Led Growth 

1. 	 Policy Objective: Exchange rate system supportive of export promotion 
and international competitiveness 

Impleentati on Act:ion 	 Indicator of Progress 

a) 	 Maintenance of a flloa ting tn fundamerntal discrepancy between 
market-oriented exchange guidingl and parallel market 
rate system an the principal exchange rates under normal 
mechanism for allocating econnmic conditions. 
foreign exchange. 

Impo'icion of administrative or 
quantitaLive impediments on 
commercial banks' foreign 
exchlannn- holdings only 	if 
conv,intent with the policy
objiect.i ve. 

Official intervention only if 
consistent with the policy 
objective or to smoothen out 
abnormalI fluctuations. 

b) 	 raintenance of a sufficient, Grsn, infLrnational reserves main
level of international tairid at a minimum level of about 
reserves. 3 mon Lis' worth of imports of 

god; arnd services under normal 
ekno~ condi ti ons. 

2. 	 Policy Objective: Fiscal res)onsibility consistent with sustainable 
growth. 

Implementation Action 	 Indicator of Progress 

a) 	 Constraining national govern- Staying within the deficit target
ment deficit. of 20.1 billion pesos for the 

full year 1987, assuming, in
 
particular, timely disbursement
 
of official development
 
assista nce; provided, however, 
that the target shall be re
considered if the GOP implements 
an accelerated land reform 
pr(,ogram.
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b) Limiting of public sector Staying within a public sector 
borrowing. 	 borrowing (PSBR) limit of 17.8
 

billion pesos through September
 
30, 1987 and 23.9 billion pesos
 
for the full year 1987, assuming,
 
in particular, timely

disbursement of official 
development assistance; providod,
 
however, that the targets sh.ll
 
be reconsidered if the GOP
 
implements an accelerated land 
reform program. 

c) 	Adequate provision for Increase of about 50 percent over
 
operations and maintenance 	 the 1986 level in disbursements 
of existing capital stock. 	 for non-personnel operations and 

maintenance of the national 
government for the full year 1987. 

d) 	 Improved monitoring of Substantial completion of 
physical and financial discussions on revising the 
accomplishments of the public National Economic and Development
investment program. 	 Authority (NEDA) monitoring 

system with implementing agencies 
by September 30, 1987. 

Reporting activities under 
revicod format commenced by 
September 30, 1987. 

Issuance of first NEDA revised 
monitoring report on public
investment program by December 
31, 	 1987. 

3. 	Policy Objective; Monetary Responsibility
 

Implementation Action 	 Indicator of Progress 

a) 	Implementation of monetary Base money kept within 56 billion
 
program cunsistent wiLh pesos as of September 30, 1987 
growth and price and external and 63 billion pesos as of 
stability. December 31, 1987. 

Average growth of domestic
 
liquidity (M3) at 15 percent for
 
1987.
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B. 	 Reduced Government Involvement/Deregulation 

1. Policy Objec"-ive: Privatization of acquired assets and selected
 
public corporations. 

Implement.ition Act:ior 	 Indicator of Progress 

a) 	Obtainment of clear titles Legal actions initiated to obtain 
to nolperforming accounts clear titles for assets. 
transferred to the Asset 
Privatization Trust (APT) 
for 	divIStiture. 

b) Promulgation of list of Completion of Committee on 
government corporations Privatization (COP) review and 
to be l)rivat:io,-.d. submission of recommendations to 

the President. 

c) 	Issuance of: privatization Preparation of guidelines 
gUidelinos I'mo jovernmnent by COP 
corporations. 

d) 	 Preparation hy APT and/or Preparaon of its work plan
other GOP privatization units by APT. 
of privatization plans for 
governmont corporations. 	 Submission of privatization plans 

to COP commenced. 

2. 	 Pol icy Ojectivt. Trade libr.al ization 

Iiip1.romnn L, Li on A tiion 	 Indicator of Progress 

a) 	L.hori i ati o i, 981! f an Implementation as scheduled. 
addi tin a l 1 irm , 

b) 	 Where a tariff adrius tlmoent is Review of tariff levels for 
deemed approprito o'r these liberalized items. 
liberalized itom , the
 
resulting ad vlor m level
 
not to exceed 50 percent.
 

3. 	 Policy Objective: Simrplification of investment rules. 

I, pllen]ta ti onAc: !on 	 Indica tor of Progress 

a) 	 Creation of mochani sm to Commencement of a one-stop action
simplifYn Lnen approval center for processing investment 
procedures. applications. 

b) 	 To revi ew tind,, t,-to-equity Review conducted. 
conversion ri)"rdi; ha;,ed oil 
implemnent-a t:i on to dat:o, As appropriate, revi ion or 
for possibl i mprolvmentS, update by the Central Bank of 

the quidelines in Circular 1111 
(issuid 4 August 1986). 
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VII. SECTOR JUSTIFICATIONIS
 

The Aquino government is properly giving priority attention to improving 
the delivery of basic education and health services. However, limited
 
resources are undermining the GOP's capacity to meet its objectives in this
 
respect. Therefore, A.I.D. will support these efforts through contributing 
ESF generated pesos to the education and health budgets. Other mutually
 
agreed upon high priority areas may also be supported. This support will not
 
be in addiLion to budgeted levels, hut will ensure that a good proportion of 
these levels will be actually realized in the face of the tight fiscal 
conditions. 

A. Education 

Although the education sector has expanded considerably in the past
20 years, the Philippines has lost ground to almost all other Southeast Asian 
countries in terms of growth. Since 1965, the number of elementary schools 
has increased by 50 percent, secondary by 114 percent and tertiary 
institutions by 148 percent. Despite the implied magnitude of this 
investment, secondary enrollments stand at 65 percent of school-age population
and tertiary at approximately 30 percent (universal primary enrollment was 
attained in 1960). Despite GOP commitment to expanding the secondary sector 
in the next five years, high population growth rates will restrict net growth 
to less than Five percent over this period. The literacy rate in the 
Philippines (about 75 percent) disguises the magnitude of illiteracy and low 
skill level anong Filipino youth. The average elementary school completion 
rate for the nation is approximately 60 percent and only slightly higher for 
students enrolling irn secondary schools. Poor quality of schools and 
instruction is further evidenced by consistently poor achievement scores by
students from all regions on primary and secondary school standard exams. 
Inte!nal efficiency, as measured by elpecition and dropout rates, and test 
per Ferlnance are markedly poorest i n areas most distant from the national 
capital. 

The prohlems of system growth, access to schools and poor quality are 
rooted in fiscal incapacity of the GOP to address the problems with more 
resources. Since the Aquino administration came into power, the education 
budget has doubled From V6 billion to V12 billion. Teacher salaries have been 
increased twice, a total of 44 percent. Despite the GOP's coninitment to 
redressirg the neglect of the Marcos administration towards education, sector 
investments will depend heavily on donor assistance in the near future. 

The government's Five Year Development Plan for Education (1987-92)
focusses an improvirig the quality of the system and meeting the provision of 
the new Constitution for universal, free secondary education. Teacher salary 
increases, new construction and icreased textbook construction are the major 
vehicles identified by the GOP for realizing increased educational opportunity
and greater internal efficiency and quality of instruction. Implementation of 
these ambitious plans will depend heavily on foreign loans/assistance. 
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B. Health 

Improvements in health indicators have slowed and nutritional status of
 
the Filipino child has declined in the last few years. Increases in life 
expectancy and child survival rates have slowed down since 1975, the mortality 
situation has not improved since 1980, and the nutritional status of the 
population has actu.lly declined in recent years. A 1986 immunization 
coverage survey found only 21 percent of children under five fully immunized. 
A 1987 report by the Pepartment of Health (DOH) showed one-half of the 
country's provinces having combined rates of second and third degree 
malnutrition among children of 20 percent or more - five provinces with more 
than 30 percent. Heanwhile, the health sector continues to be beset by 
institutional, financial and manpower constraints. Problems of high health 
personnel turnover and shortages, severe restrictions in medical supplies, and 
hampered implementaKion of outreach programs remain. Coimunicable and 
infectious diseases continue to be prevalent, requiring the expansion of 
vaccination and disease prevention programs. 

A. I.0. has al ,Aly i niti.atLed significant efforts to improve child 
survival through naLional Oral Rehydration Therapy (ORT), immunization, and
 
child feeding progiams. However, the magnitude of the financial, manpower and
 
institutional constraints on resolving the country's health and medical 
problems require a h hr level of resources. Further, the policy and 
operational decisions already taken by the GOP leadership in the sector 
indicate poiitive stops toward reducing the constraints noted above and should
 
be encouraged by adlitional support. For example, DOH has already targeted
 
high cost curat
aive hospitals for improvement, through closings, improvements 
in operations, and reductions in inefficiencies. DOH facility planning is now 
focused nn lqica l c;itchument areas rather than political expediency. A 
medical manp .,er study of medical schools aimed at closing high cost low 
quality pr odic ;ion oI (tntVs i s hi qh on the DOll agenda as are financing 
studies aimed at tducimq recurrent costs of the medical system and other DOH 
operations.
 

C. BudgetlRueir omen ts 

In 1987, the budget for the Department of Education, Culture and Sports
 
is 12.3 billion of which 85 percent is for current operating expenditures.
 
By major category, regional operations acccants for almost 90 percent of the
 
total budgret. he 1Q87 i)epartnent of Health budget amounts to a smaller 
V4.3 billion, w.ith current operating expenditures accounting for 90 percent.
 
M jor budget categories include regional operations and special projects.
 

The iWnlent of iUSP II is to minimize further diminution of selected budget 
items under the pressures of continuing financial constraints. In particular, 
BSP II is expected to support such categories as regional elementary education 
operations for rvqions rplatively lagging in student performance, regional 
Field health services, primary health care programs, provincial health 
services, district hospit:als, malaria eradication, and schistosomiasis control. 
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VIII. THE PROGRAM 

A. Program Rationale and Objectives 

lhe United States has lIportaot political, economic and strategic 
interests in the Philippines. In recognition of these interests, the U.S. 
Government has fostered with the Philippines one of its longest, uninterrupted 
development assistance programs anywhere in the world. Additionally, in 
connection with the 1947 Military Bases Agreement amendment in 1979 and review 
in 1983, the U.S. Government agreed to seek, on a best efforts basis, special 
economic aFistance totalling $200 million for the 1980-84 period and 
3475 millico for the 1985-89 period. 

In resoonse to the onset of the economic crisis in 1983, the Mission 
began to provide through program assistance financial flexibility to the GOP. 
Since CY 19,1, the Mission has provided three such programs, as discussed in 
Section VIII.F. below. RSP Ii, however, is only the second program assistance 
that provides budget support for GOP expenditure items in basic services. As 
previously discussed, although the GOP budget deficit is expected to drop in 
terms of bot) olbsoluLe level and relative to GNP, the GOP continues to face 
serious fiscil piohl ms. This is the result mainly of continuing significant 
debt service payments and the serious budgetary drain of the public 
corporations. 

Given U.S. intewtsts and continuing economic difficulties in the 
Philippines, A.[.IJ. wil1 assist the GOP through an ESF program grant of 
$150 millimi for qeneral peso budget support. This will provide the GOP with 
finaricial r,-soutnr to cope with its budgetary problems and will encourage 

irplemer~ni:t~icir economic policy reforms. Additionally, the dollars that 
will he pinvilel to btain the pesos will Issist the GOP in meeting its 
foreign e:<chinli 1 i hilities. 

[. Program Funding 

In October 1986, tile U.S. Congress approved an Economic Support Fund 
(ESF) appropriation for tile Philippines. In subsequent negotiations USAID and 
the GOP mutually agreed that $150 million of this appropriation would be 
allotted to fund this proposed program. The remainder will be utilized to 
finance projects, mainly for rural infrastructure. 

C. Prograri Ilescr iption 

The Grant will provide $150 million in two tranches to the GOP for budget 
support. Upon receilt of the dollars the GOP will within one business day 
deposit into a special account the equivalent pesos. The dollars will be used 
for payments of official debt to multilateral lending institutions such as the 
IiF, IBRD, IDA and A013. The generated pesos will be for budget support for 
calendar y a OV7 for tile priority sectors of education and health. Other 
dollar and peso uses miay also be agreed to. 



$ 	 Releases will be made in the third quarter of U.S. FY 1987 and the first 
quarter of FY 1988. In consideration of GOP progress so far this year in the 
implementation of economic policy reforms, the initial tranche of $75 million 
will be disbursed as soon as possible upon satisfaction of the program grant's 
legal and administrative conditions precedent. The second tranche of 
$75 million will he released in the last quarter of CY 1987 upon satisfaction 
of conditions precedent to such disbursement, including mutual determilnation 
that the GOP is continuing to make acceptable progress in the implementation 
actions of selected policy reforms, such as those enumerated in Table 4, 
Section VI.C. above. Indicators such as listed in that table will form the 
key material-,to be taken into consideration in making,the determination. 
Progress on-the indicators will be interpreted in relationship to the 
implementation actions and policy objectives. See Section IX.A.l.d. for more 
details on this determination, 

To comply with the new statutory provisions, special arrangements have 
been made to track the uses of the dollars. The details are enumerated below 
in Section IX on Implementation Procedures. 

BSP II pesos will be reported against disbursements in the identified
 
priority budget categories. As in BSP, additionality will not be a
 
requirement of BSP II. A.I.D. and the GOP will agree on the minimum peso
 
amount to be disbursed in total by the GOP for the budget categories eligible
 
for assistance. This minimum amount will be large enough (initially estimated
 
at V5 billion) to cover the amount of disbursements reported against BSP II 
pesos and to sustain operations. Mutual agreement on eligible budget 
categories is expected to ensure the selection of items with desirable 
dev'elopment impact. However, if it is subsequently determined that some of 

'the items had dubious deVelopment impact or otherwise were improper, then any 
questionable budget disbursements will be attributed to resources other than 
those made ava"lihle under BSP 11 for those budget categories. See 
imlementation ,ection below for details on procedures. 

D. Program Restrictions 

DSP 11 dollars shall be used exclusively for official debt service
 
payments to the IMF, IBRD, IDA and ADB, unless otherwise agreed to. Funds
 
provided or,made av.ilable as a result of BSP II will not be used for
 
disbursements for fi) military or paramilitary purposes, (Ii)equity transfers
 
:	or subsidies to government corporations, or (iii) consumer subsidies. In
 
additionDSP II pesos will not be used for disbuysement for foreign assisted
 
programs or, projects. 

Section 531(c) -of the Foreign Assistance Act:of 1961, as amended, 
prohibits the use of ESF for military or paramilitary purposes. The exclusion 
of budget support to finance government corporation equity or 'subsidy, 
including government owned financial institutions, is In keeping with the 
A.ID. dialogue with the previols and present Gt the need 
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-- t ans ................... h.... -V.
'1-....n Sectio-'B. 
abovethey are a major source of the GOP's fiscal problems. Consumer 
subsidies havecaused distortions in the economy and have contributed to the 
current economic crisis. The multilateral.development banks and the U.S. 
Government have conducted intense policy discussions with the previous regimeon this Subject and that dialoguecontinues with the present administration.Foreign-assisted programs andiprojects will be excluded to avoid the 
pbiity of double-countinj or attribution to suchdouble resources as 

through tl!e Development Support Program (DSP) and food
 
assistance. (See next secti\$n.)
 

E. Relationship to Other Mission Programs 

CY 
BSP II will provide $150 million in budget support to the GOP for 

1* 1987. Additional budget support of $70 million is planned from commodity
assistance. The CY 1987 BSP II differs from previous ESF program assistance
 
in that the former is tied more directly to progress in implementation of
important policy reforms. 
 Previous ESF budget support assistance was made

available in consideration of, rather than being linked directly to, economic 
program formulation and progress in policy reform. However, A.I.D. had
initiated earlier budget support to the GOP with formal conditionality through
food assistance programs,
 

1. Program Assistance
 

The .SP II is the fourth ESF program assistance effort. *The U.S.
 
Government provided inCY 1984 $47.5 million in ESF under the Rural
 
Productivity Support Program (RPSP) grant, in CY 1985 $45 million in ESF under

the Development Support Program (DSP) grant, and in CY 1986 $300 million in 
ESE under tile Budget Support Program (DSP) grant.
 

S. . Both RPSP and DSP provided balance of payments support to the 
* - Philippines. The generated pesos were to be used to provide additional GOP
 

resources during the 1985 and 1986 calendar years to selected foreign-assisted
projects whose implementation had been hampered by the critical lack of peso
counterpart. Following the February, 1986 revolution, A.I.D. amended RPSP to 
allow the remaining RPSP balance to be used in 1986, and amended DSP to 
eliminate the additionality requirement so that DSP could supply the regular
GOP counterpart resources for the selected projects from April 1, 1986 through
iiarch 31, 1987. BSP provided peso budget support to'the GOP so that it could 
continue financing, in the midst of a severe budget crisis, basic services in
 
the priority sectors of education, health and agriculture. The GOP has
 
completed peso disbursements for RPSP and BSP and either has 
or will shortly

complete disbursements for DSP. The GOP submitted the final audited
 
disbursement report for' RPSP on March 31, 1987, and will submit final audited 
disbursement reports by the end of thethhird quarter of C 1987 forofBS 

the end of the fourth quarter of CY 1987 for DSP. ~ 18.frBPadb 

1f1. Y I a 
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2. Food Assistance
 

*-.A.I.D.budget support to the GOP with formal conditionality began
with the 1986 PL-480, Title I Agreement. The Self-Help Measures of that 
Agreement focussed on the deregulatf6n of agricultural commodity markets and 
on the privatization of'public sector agribusiness corporations,'continuing 
efforts begun under the 1985 PL-480, Title I Agreement, The 1987 PL-480, 
Title II Section 202/206 program proposal is directed toward completing the 
divestiture of public sector agribusiness corporations under the control of 
the GOP Department of Agriculture and Food. 

The 1986.Title I Agreement provided $32 million in support of the GOP's~ 
budget for forestry and natural resources conservation in 1986. These funds 
were completely disbursed in 1986. In F' 1987, U.S. food assistance is or 
will generate budget support through the Section 416. Sugar Quota Compensation 
program and through the monetized PL-480, Title IISection 202/206 program. 

The Section 416 and Title IIprograms together will provide approximately
 
$70 million in budget support in1987. The uses of pesos generated by these
 
two programs are statutorily limited to selected budget itemsin agriculture,
 
rural development and health. 

IX. IMPLEMENTATION PROCEDURES 
e Presented below are the planned implementation procedures. Details will
 

befinalized upon consultation and agreement between A.I.D. and the GOP.
 

A. Im~pleentation Process 

Dollars-1. 

a. Initial Dollar Disbursement 

* Upon satisfaction of the legal and administrative Conditions 
Precedent to initial disbursement of dollars to the GOP, A.I.D. will disburse 
on behalf of tif' GOP the initial tranche of $75 million for deposit in the 
separate account or accounts with the bank or banks specified by the GOP 
Disbursement will be effected through the electronic funds transfer system. 

b. 'Croation. of the Dollar Special Account 

The separate bank accounts into which dollars disbursed are 
deposited will be referred to collectively as the "BSP IIDollar Special
 
Ac count". Funds deposited in this Account will not be comminigled with funds 
from any other source. 'The Account will include any interest earned from' 
funds held inthisAcCOUnt. The Account will be used for the payment of debt 
obligations inaccordance ~with' mutually agreed upon implementation plans for
 

F BPFII'oorsuh thr upoesas AID.ma are t'inwrtig.'
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* 	 c. Disbursement- of Dollars: from the BSP:-II Dollar Special Account.-

Seil Prior to any disbursement of dollars from the BSP IIDollar
 
SpeialAccount, the GOP will, except as A.I.D. may otherwise agree -in
 

-~; 	 writing, furnish to A.I.D., in form and substance satisfactory to A.I.D., an 
implementation-plan specifying Mi the responsibilities and interrelationships
of the entitie's involved in. the disbursemnt of funds from the BSP IIDollar 
Special Account, (ii) a schedule of payments, identifying payees, amounts and,'4 
due dates, proposed to be made by the GOP using dollars provided-in the first
 
tranc'he and any interest earned on funds hield in the BSP II Dollar Special -' 

Accobnt, and (iii) thle type of documentation to be obtained and maintained by
the GOP evidencing use of dollars disbursed from the BSP IIDollar Special
 

- Account.
 

Itshould be-noted that the schedule of payments covered inthis
 
implementation plan will apply to the first tranche. The schedule of payments
 
for thle second $75 million tranche (and any other balances inthe Dollar
 
Special Account) is a Condition Precedent to deposit of the second tranche in
 
the Dollar Special Account (see clause v of section d below), inorder to
 
-ensure that agreed upon uses of the second tranche dollars are identified
 

providing the second tranche. The documentation and other requirements
 
specified inthe implementation plan for the first tranche are applicable to
 
second tranche dollars also.
 

4before 
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,-4 II '-Dollar Special jUgSem fi:D0 Ia t m 5t I All',--, 4-{" ' 	 L o1 ecia4-;;A coun- : -4:4S ;¢DiAccount in accordance with the implementation plan. 
dollar disburseimnts will be drawn directly from the Account and paid directly

agree~444--- .t- - '~se4-~ L~~4V to the payees specified in the implementation plan for the amounts specified4~~'44'444,44~4'tidn444.i
 
on 	 thle due dates specified.4 

d. 	Second Dollar Disbursement 

as A.I.D. may-otherwise agree inwriting, prior to the 
second disburscment of dollars by A.I.D., or to the issuance of documentation, 
pursuant to which such disbursement will be made: MI A.I.D. and the GOP will 
have reached mutual agreement that the status of implementation as of

* 4 'Except 


September 30, 1987 of tile actions described or similar to those in Table 4 is 
satisfactory; Hii) the GOP will have provided evidence satisfactory to A.I.D. 

4 

44 -

the debt service payments agreed upon have been made; (iii) -the GOP will-that 


be 	in substantial, compliance with all of the terms and conditions of the Grant
4 

Agreement as of the date of such disbursement or issuance of documentation;
 
(iv).the GOP will have furnished to A.I.D., in form and substance satisfactory
 
to A.I.D., a statement of thle name, branch and U.S. Federal Reserve Bank
 
branch number of each bank with which the dollars disbursed will be deposited,4
44 

with a statement of the amount o~f dollars to be deposited ineach.*.4 
separate account; and Wv the GOP will have furnished to A.I.D. an 
implementation plan satisfactory to A.I.D., specifying 

- ,together 



a schedule of payments, which will identify payees, amounts and due dates,

popseddet-SPmade-Doby dh ...
I Special

Account. These payments will be made using the second tranche of dollars,
plus any other funds remaining in theeDolar Special Account. 

In tile mutual determination of acceptable progress in implementing policy
actions, the emphasis will be on collective progress toward the agreed upon
specific policy objectives and actions or targets rather than performance on 
each indicator per se. In assessing overall progress, A.I.D. and the GOP will 
contrast slippages and lack of movement in some areas with advances in others 
and will take into ccnsideration the effect of external factors, such as
 
international economic conditions and independent Philippine Congressional

actions. A.I.D. and the GOP will consider progress in policy actions for the

period from the date on which the policy implemr' .tion matrix is finalized in 
discussions between A.I.D. and the GOP to SeptL 30, 1987. Agreement on, 
the policy implementatioi matrix will be cor.c i06d when the Grant Agreement is 
signed. Since the pe.sos are needed for the GOP's 1987 budget year, it is 
expected that consideration of the progress of implementation of policy
actions will be conducted in early October, 1987 in order to permit the second 
tranche of dollars to be disbursed in a timely fashion, provided progress has
 
been satisfactory. The judgment will 
be based on the data available, even if

incomplete, at the time of the decision. If necessary, however, A.I.D. will
delay the second tranche until the GOP has achieved acceptable progress. 

Upon satisfaction of the conditions precedent to disbursement,

A.I.D. will disburse on behalf of the GOP the second tranche of $75 million 
through the electronic funds transfer system for deposit in separate accounts 
with the banks specified by the GOP. 

2. Pesos 

a. Creation of B3SP II Peso Special Account 

Within one business day of deposit of dollars by A.I.D. in the Dollar
Special Account, the GOP will establish one or more separate bank accounts 
(collectively, the "I3SP II Peso Special Account") and will deposit therein
within one business day of the time any dollar deposit is made by A.I.D. for 
the GOP an amount of pesos equivalent to each such dollar disbursement. The 
total amount of pesos required to he deposited in the BSP II Peso Special
Account inconnection with each dollar disbursement will be determined on the 
basis of the then prevailing rate of exchange of the Central Bank on the date 
of conversion of each dollar deposit. However, if more
at any time, there is 
than one lawful rate of exchange in the Philippines, the Central Bank will 
make arrangements such that the highest rate of exchange which is not unlawful 
in the Philippines on the date of conversion of each dollar deposit will be 
used. Funds deposited in the BSP 11 Peso Special Account will not be 
commingled with ful,! from any other source. The BSP II Peso Special Account 
will include any interest in rospect of funds held in this Account. The 
Account will be used in accordance with the mplementation plan for BSP II or 
for such other purposes as A.I.D. may agree to in writing. 
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b.Initlal Transfer of Pesos from the DSP IIPeso Special Account
 

~'<Prior to the initial transfer of pesos from the DSP IIPeso 
Special Account to the GOP General Fund Account, the GOP will, 'except as 
A.I.D. may otherwise agree in writing, furn'ish to' A.I.D., in form and 
substance satisfactory to A.I.D.: (i) A copy of an implementation plan
specifying the responsibilities and interrelationships of the entities 
involved in the implementation of the budget support component of BSP II;
(ii ) A statement of the budget categories and eligible programs within those 
budget categories, based on the budget for the GOP 1987 Budget Year, against

which disbursements in 1987 for costs incurred or to be incurred in 1987 will ]


;i'Abe reported for purposes of BSP IIand a statement of the minimum total amount
of pesos agreed to be disbursed in 1987 in those budget categories for such 

costs; (iii) A statement of estimated disbursements through the end of the 
second quarter of the GOP 1987 Budget Year that the GOP and A.I.D. agree is
 
reasonable or reasonably anticipated for tile budget categories specified.
 

Upon receipt by the GOP of written notification from A.I.D. that 
tle above conditions and any other agreed upon requirements have been 
satisfied, pesos in the BSP 1 Peso Special Account will be transferred to the 
GOP's General Fund Account. 

c. 	Subsequent Transfers of Pesos from the BSP I I Peso Special 
Account 

The 	statement described in Section 2.b, clause (iii) above may be 
amended by the GOP from time to time at any time prior to the date by which
the first report is due. Upon receipt by the GOP of notification from A.I.D. 
that such amended statement is satisfactory, additional pesos will be 
transferred from the BSP I Peso Special Account to the General Fund Account 
in the amount by which the amended statement of estimated disbursements 
through the end of tie second qua Lter of calendar year 1987 exceeds the 
aggregate amount of pesos previously transferred from the BSP II Peso Special

Account to the General Fund Account. 

The 	 GOP is required to furnish A.I.D. unaudited quarterly reports
of disbursements for costs incurred in tile agreed upon budget categories.
These reports are due by the end of tle following quarter and may be amended 
from time to time at any time prior to the end of the quarter. Upon receipt
by the GOP of notification from A.I.D. that the report is.in form and 
substance satisfactory to A.I.D., the GOP will transfer pesos contained in the 
BSP I I.Peso Special Account toi ts General Fund in an amount which when added 
to (i) the amount by which the cumulative amount of pesos previously 
transferred from tle BSP I1 Peso Special Account exceeds the amount that the 
report shows to have been disbursed as of the end of the reported on period
for costs incurred on or after January 1, 1987 in the agreed-upon budget
categories, equals Hi) the amount of pesos that A.I.D. and the GOP mutually
 
agree is reasonable or reasonably anticipated to be disbursed during the two
 
fiscal quarters following the reported period 
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B. Implementi ng Entities 

-VlThe7Departmient-,of--F-inance-.--Z-,
 

The Departmnent of Finance (DOF) will be t4~la imeennggency,., <

for DBSP II. Itwill be responsible for timely and satisfactory implementation's
of BSP II activities including monitoring and reporting requirements. DOF 

~will also be responsible, in coordination with the Central Bank of the -Philippines (CB), Bureau ofTreasury (BTr), Commission on Audit (COA), and 
other involyed entities for the preparation and submission to A.I.D. of
 
implementation plans for the disbursement ofdollars from the BSP IIDollar
 
Special Account, prior to such disbursement and disbursement by A.I.D. of the
 

-' second tranche of dollars. Inaddition to the DOF, five other GOP entities.
 
will be Involved directly inimplementing BSP II.
 

2-  2. The National Economic and Development Authority
 

Together with DOF, the National Economic-and Development Authority
(NEDA), through its Economic Planning and Research, Policy Coordination, and 
External Assistance Staffs, will represent the GOP 'indealing,-With A.I.D. in 
regard to BSP II.- Itwill also coordinate with DOF, BTr, GB, the Department 

,,, 

of Budget and Management (DBM),,and other entities, as necessary, inobtaining 
and providing inputs 'to discussions leading to mutual determination by the GOP 4.

and A.I.D. of satisfactory progress on actions described or similar to those
 
-. in Table 4.

3. The Central Bank of the Philippines
 

The Central Bank (CB), through its Treasury, the Management of 
External Debt Department and the Department of Economic Research, will:- -

- -Witha. the-agreement of A.I.D. and in coordination with the 
~4~ , Tr, establish,'a4 separate account or accounts with -the -designated bank or 

banks into which dolliars disbursed by A.I.D. will be deposited (i.e. the 
BSP II Dollar Special Account). 



toteb. Incoordination with BTr, prepare and- submit to A.I.D., prior

Federal two dollar disbursements, statements of names,,branches and U.S.-


FdrlReserve Bank branch numbers of the- bank or banks with,,which the-


dollars disbursed will be deposited, together with statements of amounts of
 
dollars to be deposited inseparate' accounts with those banks.4
 

->'~c. Upon the advice of BTr, establish a separate 4account or 
accounts to be called the BSP II Peso Special Account, into which the pe'so' 
equivalentof the dollars disbursed by A.I.D. will be~deposited.
 

4 4d. Deposit the peso proceeds of the.A.I.D. dollar disbursement
 
equivalent to the BSP IIGrant inthe Peso Speclial Account>,~: 44 



>paid ______l 

d e 
to 

Disburse, dollars fromthe BSP 
the specified creditors.~~-

II Dollar Special Account to be 

f. Prepare and submit to A.I.D. ,evidence that the agreed, upon.
S,payments~hv been made from the Dollar Special Account, prior to disbursement 

by A.I.D. ofthe second tranche of dollars. 
~ 

~ 

a'~disbursement 

g. Prepare and submit to A.I.D. the required quarterly unaudited 
dollar disbursement reports and the final COA-audited cumulative dollar 

report fd'r the entire amo~unt of the Grant, together with the 
required certifications related to those reports.< -

inpus ~ h. Coordinate with DOF and NEDA, in obtaining and providingi 
discussionsleading to mutual determination by the GOP and A.I.D. of 

satisfactory progress on actions described or similar to those in Table 4. 

-

K) 24. Thle Department of Budget and Management 

-The Department of Budget and Management (DBMI), through its Budget 
Planning Bureau and National GovernmentAccounting and Finance Bureauwill: 

an~A . With the agreement of A.I.D. and in'conjunction with BTr, DOF 
.. determine thebudgetcategories eligible for the budget support 

component of BSP HI and the total amount, to be disbursed. 

b. Prepare and submitto A.I.D., in conjunction with BTr, DOF, 
CB and COA, an implementation plan specifying the responsibilities and 
interrelationships of the' entities involved inthe implementation of the 
budget support component of BSP II. 

-K 

.estimated costs incurred and-estimated costs tobe' incurred for 
the GOP's 1987 Budget Year forthe priority budget categories for which 

ementsc Ien r a in t
disburse will be reporte it 

d.'Prepare and 'submit to A.I.D. unaudited quarterly reports and 
the final COA-audited report on peso disbursements against the priority budge~t 
categories, together with the required certifications related to those " ' 

reports. 

5. The Bureau of Treasury 

~"~'<,~''"" ThemBureau of' Trasr (BTr) will:- '' 

a aa Provide to DOF and CB the required information on the 
national government official debt obligations to be paid. 
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1). Transfer BSP II pesos from the Special Account to the General 
Fund in accordance with tile BSP II Agreement Conditions Precedent. 

c. Provide information, as necessary, to DBM and CB for the
 

required reports. 

6. lhe Comiission on Audit 

The Commission on Audit (COA) will audit regularly all the books and 
records relating to 1SP II. 

X. 	 CONDITIONS AND COVENANTS 

The following are the conditions and covenants proposed for BSP II: 

A. Conditions Precedent to Dollar Disbursement 

1. First Dollar Disbursement 

Prior to first disbursement of dollars by A.I.D. under the Grant 
Agreement, or to the issuance of documentation pursuant to which disbursement 
will be miade, the GOP shall, except as A.I.D. and the GOP may otherwise agree 
in writing, furnish to A.I.D., in form and substance satisfactory to A.I.D.: 

a. An opinion of counsel acceptahle to A.I.D. that the BSP II
 
Grant A*lteement has heCn duly authorize4d and/or ratified by and executed on 
behalf of the GOP and that it constitutes a valid and legally binding 
obligation of the GOP in accordance with all of its terms; 

b. A statement of the nalne of the person holding or acting in 
the ncFice of the GOP specified in the relevant section of the Grant 
Agreemient, t:uqether with a specimen signiture of the person specified in such 
statement; and 

c. A statement of the name, branch and U.S. Federal Reserve Bank 
branch ntmber of each hank with which the dollars to be disbursed shall be 
deposited, together with a statemont of the amount of dollars to be deposited 
in separI te accounts with each such bank. 

2. Second )ol 1at I)Dishul sement 

Except as A. I.D. may otherwise agree in writing, prior to 
disbursement of dollars by A.I.D. under the Grant Agreement, or to the
 
issuance of documentation pursuant to which such disbursement will be made: 

a. A.I.D. and the GOP shall have reacheu mutual agreement that
 
the status of implemientation as of September 30, 1987 of the actions described 
or similar to those in rable 4 is satisfactory; 
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b. The GOP shall furnish to A.I.D., in form and substance
 
satisfactory to A.I.D., evidence that the agreed upon debt service payments
 
have been made;
 

c. The GOP shall he in substantial compliance with all the terms
 
and conditions of the Grant Agreement as of the date of such disbursement or
 
issuance of documentation;
 

d. The GOP shall furnish to A.I.D. in form and substance 
satisfactory to A.I.D., a statement of thn name, branch and U.S. Federal 
Reserve Bank branch number of each bank with which t:he dollars Lo be disbursed 
shall be deposited, t ether with a statrnient of the amount of dollars to be 
deposited in separate accounts with each such hank; and 

e, The GOP shall Fnrnish to A.I.., in form and substance 
satisfactory to A.I.X., an ilmplementation pln specifying a schedule of 
payments, which shall identify pl\'es, amounts and due dates, proposed to be 
made by the GOP using dollars held in the RSP [ I)ollr Special Account, 
including dollars to he deposit'rd t.herein fr m' the second tranche. 

B. Disbursement of D)ollars from the P P IS ecial Dollar Account
 

1. Res tr ic Lion on Di hn ctuemont of )oll at s 

Except as A.I.D. may otherwise agree in writing, dollars held in the 
BSP II Dollar Special A c ntir may' not be disbursed from said account except as 
provided in this Sqcr i n. 

2. Conditions Precedert tW Dishursermnt 

Prior to any ,ishurqomir.nt if dollars from the BSP II Dollar Special 
Account, the GOP hall, except as A. .1). may otherwise agree in writing, 
furnish to A.I.D. , in form and substince satisfactory to A.I.D., an 
impl ementati on pl an speci fyi nj: 

a. the iesponsibili ti.s and interrelationships of the entities 
involved in the dishursement of Funds from the BSP II Dollar Special Account; 

b. a schaip of p:ymenlts, .hich shall identify payees, amounts 
and due dates, deposited or to bh deposited in the SP II Dollar Special 
Account from the first. Lranch. and interest, if any, in respect of funds held 
in said Account; and 

c. th, type of documentation to hp obtai ned and maintained by 
the GOP evidencing use of dollars disbursed from the BSP II Dollar Special 
Account. 

http:ishurqomir.nt
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3. Disbursement of Dollars 

Upon receipt by the GOP of written notification from A.I.D. that the 
conditions precedent to disbursement of dollars From the BSP II Dollar Special 
Account in Section 2 above have been satisfied, dollars in the BSP II Dollar 
Special Account shall be disbursed by the GOP in accordance with the submitted 
implementation plans to pay directly to the payees specified in said 
implementation plans, or specified iKlany amendments of said implementation 
plans, the amounts therein specified on the due dates therein specified. 
Funds held in the KSP II Dollar Special Account shall be used solely for the 
purposes specified in the relevant section of the Grant Agreement or for such
 
other purposes as may be agreed upon until all funds held in said Account have 
been disbursed for such purposes. 

C. Transfer o[ esos from the BSP II Peso Special Account 

1. Resti ictio non Itansf er of Pesos 

Except as A.I.D. may otlerwise agree in writing, pesos held in the 
BSP II Peso Snecial Accouint may "nt he transferred except as provided in this 
Section C. 

2. Conditio': Pi ecedent to Initial Transfer 

Prior Ln te initial t arms fer of pesos from the BSP II Peso Special 
Account to the GOPF General Fund Account, the GOP shall, except as A.I.D. may 
otherwise a-r ce in ,w.riting, furnish to A.I.D., in form and substance 
satisfactory to A. I.1).: 

a. A copy of an implementation plan specifying the 
respnnsihilit i n,d int rrplatinqhip, of the entities involved in the 
imp1 erientation ) t I h!udyt suppo L c)lporment a f BSP II described in Section 
2.b. below: 

b. A statement of the hudtlet c tefuries and eligible programs 
within those W t e,}or ies, haisnd oi the budget for the GOP 1987 Budget 
Yea?, against which disbursemnents in 1987 for costs incurred or to be incurred 
in 1987 will he reourted for purposes of BSP 11 and a statement of the minimum 
total amournt of peso; agreed to oe dishu.rsed in 1981 in those budget 
catenories for such cnsts; and 

. stA temnt of estimat,:,d disbursements through the end of the 
second q a pteof the COP 198 Budget Year for costs incurred and to be 
incurred in Li, Vir st Lwo quir te rs of Lie GOP 1987 Budget Year that the GOP 
and A.I.D. agiee is rea ormab le or reasonrably anticipated for the budget 
categories specified in the statement sibmitted in satisfaction of Section 
C.2.b. above. 
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3. ~Initial Transfer of Pesos 

Upon receipt by the GOP of written notification from A.I.D. that the 
ctesos 	 fr-om te I eso Special..
 
Accou.t specified in Sectio C.2. above have been sdtisfied, pesos inthe
 
SP II Peso Special Account shall, to the extent available, be transferred by
 

the GOP to thle GOP Genera Fund Account in the amount specified in the
 
statement provided in satisfaction of Section C.2.c. above.
 

-4.~ 9 	 Subsequent Transfers 

a. The statement furnished to A.I.D. by the GOP pursuant to
 
Section C.2.c. above may be amended by the GOP from time to time at any time 
prior to the date by which the first report under Section'D.2.a. below is

required to be delivered to A.I.D. -Upon receipt by the GOP of notification
 
fromi A.I.D. that any such amended statement provided to A.1.0. by the GOP is
 
in)form-and substance satisfactory to A.I.D., the amount of pesos by which
 

theamount shown in such amended'statement of estimated disbursements 
exceeds (ii)the aggregate amount of pesos previously-vtransferred from the ~ 
tSPi Peso Special Account to the GOP GSneral Fund Account, shall, to the 
extent available, be transferred by the GOP to the GOP General Fund Account.
 

1).Upo-n receipt by the GOP of notification from A.I.D. that a 
report or amended report provided inaccordance with Section O.2.a. below for 
any quarter isinform arid- substance satisfactory to A.I.D., an amount of 
pesos shall, to the extent available, be transferred by the GOP from the 
BSP IIPeso Special Account to the GOP General Fund Account, which when added 
to Mi the amount by which the cumulative amount of pesos previously
transferred from the, BSP IIPeso Special Account to the GOP General Fund 
Account exceeds the amount that; said report shows to have -been disbursed as of 
thle end of such quarter, equals"H(i) the amount of pesos that the GOP 'and 
A.I.D. agree is reasonably anticipated to be disbursed for costs incurred and
 

* 	 to be incurred for the specified budget categories through the end of the 
second fiscal quarter following thle Fiscal quarter through the end of which 
thle report covered. Transfer of pesos from the BSP II Peso Special Account to
the GOP General Fund Account shall continue in the foregoing manner until all 
pesos in tile DSP 11 Peso Special Account have been transferred. 

0. Special Covenants of the GOP
 

1. Disbursement of Pesos inSelected Budget Categories
 

Except as A.I.D. imay otherwise agree inwriting, the GOP agrees to 
disburse in the GOP 1987 Budget Year at least the amount of pesos agreed upon
inaccordance with Section C.2.b. above in the agreed upon budget categories 

~:; for costs incurred inthle GOP 1987 Budget year on or after January 1,1987. 
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2. Reports
 

a. Unaudited Quarterly Reports
 

The GOP agrees to furnish A.I.D. unaudited quarterly reports, 
which may be amended, for the period commencing January 1, 1987, by the end of 
the following quarter (i) reporting each disbursement of dollars from the 
BSP II Dollar Special Account pursuant to Section B.? above, with a 
specification for each disbursement of the payee and the amount and date of 
payment, together with a certification, in form and substance satisfactory to 
A.I.D., that the GOP has obtained and is maintaining documentation for each 
such dishursmevit of the type specified in the submitted implementation plan 
and (ii) reporting by specific budget category the cumulative actual 
disbursements by the GOP through the end of the period reported upon for costs 
incurred in the GOP 1987 Budget Year on or after January 1, 1987 in the agreed 
upon budget categories, together with certification, in form and substance 
satisfactory to A.I.D., that an amount of pesos at least equal to the amount 
of pesos transferred from the BSP II Peso Special Account to the GOP's General 
Fund Account as of the date of certification has not been reported against 
other external assistance available to the GOP for disbursements for such 
costs. 

b. Audi ted Final Report 

The GOP agrees to furnish A.I.D. a Final report by September 30, 
1988 audited by the Co:mimission on Audit reporting on (i) the use of dollars 
disbursed from the BSP 11 Dollar Special Account pursuant to Section B.3. and 
(ii) dishurseinemnts through the end of the GOP 1987 Budget Year for costs 
incurred in the GOP 1987 Budget Year on or after January 1, 1987, in the 

budget categories agreed upon in accordance with Section C.2.b. The GOP 
shall also furnish with this final report a certification, in form and 
substance satisfactory to A.I.D., (i)that all funds held in the BSP II Dollar 
Special Account and in the BSP II Peso Spacial Account have been used in 
accordance with the terms of the Agreement and (ii) that an amount at least 
equal to the amount of pesos transferred from the BSP II Peso Special Account 
to the GOP General Fund Account has not been reported against other external 
assistance available to the GOP for disbursements for such costs. 



ANNEX A
 

May 27, 1987
 

Mr. Frederick Schieck 
Head of M1_ission 
United States Agency for 

International Development 
Ramon Nags avsay Center 
Roxas Boule:vard, M:inila 

Dear ,1r. Sc i.ick: 

Th)is refers to the 1987 Economic Support Fund (ESF) pro

qranmed for the Philippines by the United States. We note with 
regret the constraints which prevent your Government from 
accoqmuiouaLirn( our initial request to allocate $220 million in 
suopcrt of our current budgetary requirements, and we under
stand the dCifficulties .involved in increasing the $150 million 
presentl, authori-, (I. We concur wjith the concerns you have 
ex-ressed over fu i-,er delays that would not be in the interest 
of either Government. Consequently, 1 have been authorized to 
reauest for the $150 million currently available for budgetary 
support.
 

in accordance- with your legislative requirement for moni
torinq the utilizaction of dollars from grants in excess of $5 
million, I would like to propose th.at repayments of external 
debts due the Mlulti]ateral inancial Institutions (i.e., Inter
national Monetary Fund, the Asian Development Bank, and the 
World Bank) be considered for this purpose. 

In closing, I would like to reiterate our request for your 
Government to increase the allocation for budget support 
through a supplemental allotment. I am confident that you will 
understand the urgency of having sufficient budgetary resources 
for the attainment of our economic recovery objectives. 

We look f-orward to ''our favorable consideration of our 
request -n11d r re tlt "p)recia ti on for the invaluablera our, 
assistance your Government has extended to the Aquino admi
nistration. 

Very truly yours,
 

Secretary of Finance
 
JVO:edr
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ANNEX D-1
 

5C(l) - COUNTRY CHECKLIST 

Listed below are statutory criteria applicable
 
to: (A) FAA funds generally; (B)(1) Development 
Assistance funds only; or (D)(2) the Economic
 
Support Fund only.
 

A. GENERAL CRITERIA FOR COUNTRY 
ELIGIBILITY
 

1. FY 1987 Continuina Resolution Sec 526. No. The President has not 
Has the President certified to the made such a certification. 
Congress that tile government of tie 
recipient couItsy is failing to take 
adequate measure:; to prevent narcotic 
drugs or other controlled substances 
which are cultivated, produced or 
processed illicitly, in whole or in part, 
in such country or transported through 
such country. from being sold illegally 
within the urisdiction of such country 
to United States Governm n t personnel or 
their deperndents or from entering the 
United States unlawfully? 

2. FAA Sec. ,±1_ j. . (This provision applies The GOP has established 

to assistance of any kind provided by adequate measures to control 
grant, sc:le, loan, lease, credit, narcotics manufacture and 
guaranty, or iniurance, except assistance distribution. 
from the Child Survival 1 Fund or relating 
to international narcotics control, 
disaster and refugee relief, or the 
provision of food or medicine.) If the 
recipient is a "major ii icit drug 
produci n g country" (defl -,d as a country 
producing during a fisca]. year at least 
five metric tons of opium or 500 metric 
tons of coca or marijuana) or a "major 
drug-transit country" (defined as a 
country that is a significant direct 
source of illicit drugs significantly 
affecting the United States, through 
which such drucaF are transported, or 
through which ! ignificali t sums o. 
drug-related profits are laundered with 
the knowledge u'- coo[ Ii city of tile 
covernient), ha.; the President in the 
March 1 International Narcotics Control 
Strategy Report ( TNSCR) determined and 
certified to the Congress (without 
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Congressional enactment, within 30 days 
of continuous session, of a resolution 
disapproving such a certification), or 
has the President determined and 
certified to the Congress on any other 
date (with enactment by Congress of a 
resolution approving such certification), 
that (a) during the previous year the 
country has coopefr-ated fully with the 
United States or taKen adequate steps on 
its own to prevent illicit drugs produced 
or processed in or transported through 
such country from being transported into 
the United States, and to prevent and 
punish drug profit laundering in the 
country, or that (b) the vital national 
interests of the United States require 
the provision of such assistance? 

3. Drug Act I3 ' Q- (T his section No. The President has not 
applies to tu: ,ime categories of included the Philippines 
assistance subiect to the restrictions in in such a report. 
FAA Sec. *D3l (h), above.) If recipient 
country is a "ia ,r illicit drug 
producing country" or "major drug-transit 
country" (as defined for the purpose of 
FAA Sec 4[I1(h)), has the President 
submitted a reort to Congress listing 
such country as one (a) wlich, as a 
matter of aovernment policy, encourages 
or facilitates the production or 
distribution of illicit drugs; (b) in 
which any senior official of the 
governmCnt enciages in, encourages, or 
facilitates the production or 
distribution of illegal drugs; (c) in 
which any member of a U.S. Government 
agency has suffered or been threatened 
with violence inflicted by or with thei 
complicity of any government. officer; 
or (d) which fails to provide reasonable 
cooperation to lawful activities of U.S. 
drug enforcement agents, unless the 
President las provided the required 
certification to Congress pertaining to 
U.S. national interests and the drug 
control and criminal prosecution efforts 
of that country? 

(.
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g o. e...... e n t-, ss ---t h e_ gov er nm e n t...... ............S.-, deb o -r -u c n: iti '-4 FAA Sec. 620(c). If assistance is to a The GOP is not liableas a 

debtor or unconditional guarantor on any guarantor on any debt to 
debt to a U.S. citizen for goods or a U.S. citizen. Appropriate 
services furnished or ordered where (a) legal remedies are avail
such citizen has exhausted available able in the Philippines for 
legal remedies and (b) the debt is not non-Filipinos. 
denied or contested by such government? 

5. 	FAA Sec. 620(e)(1). If assistance is to No. The GOP has not taken 
a government, has it (including any such actions against U.S. 
government agencies or subdivisions) citizens' property. 
taken any action which has the effect of 
nationalizing, expropriating, or 
otherwise seizing ownership or control of 
property of U.S. citizens or~entities 
beneficially owned by them'wdithout taking 
steps to discha~ge its'obligations' toward' 
such citizens or, entities? 

6. 	 FAA Secs. 620(a), 620(f), 620D; FY 1987 No. The GOP is a
 
-
contiuing Resolution Secs. 512, 560. Is Constitutional Demoracy 

T: . recipient country a Communist country? 
If so, has the President determined that 
assistance to the country is important to 
the national interests of the United 
States? Will assistance be provided to 
Angola, Cambodia, Cuba, Iraq, Syria,
 
Vietnam, Libya, or South Yemen? Will
 
assistance be provided to Afghanistan
 
without a certification?
 

7. 	 FAA Sec. 620(ij). Has the country No. The GOP has not 

permitted, or failed to take adequate permitted mob action to 
measures to prevent, damage or occur against U.S.. 
destruction by mob action of U.S. property. 

property? 

8. 	 FAA Sec. 620(l). Has the country failed No.
 
to enter into an investment guaranty
 
agreement with OPIC?
 

. 

9. 	 FAA Sec. 620(o); Fishermen's Protective 

Act of 1967 (as amended) Sec. 5. (a) Has (a) No. The GOP has taken 

the country seized, or imposed any no such action againt._ , 

penalty or sanction againEt, any U.S. U.S. fishirfg in inter

fishing vessel because of fishing , national waters. 

activities in international waters? 

(b) If so, has any deduction required by (b) N/A...
 
'the Fishermen's Protective Act been made?
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10. 	FAA Sec. 620(c); FY 1987 Continuing
 
Resolution Sec. 518. (a) Has the (a) No.
 
government of the recipient country been
 
in default for more than six months on
 
interest or principal of any loan to the
 
country under the FAA? (b) Has the (b) No.
 
country been in default for more than one
 
year on interest or princ Dal on any

U.S. loan under a program for which the
 
FY Q,"l7 ont inu ng Resolution
 
appropriates funds?
 

11. 	FAA Sec. 620(s). If contemplated Yes. The USG has taken
 
assistance is development loan or from into account GOP expendi-

Economic Support Fund, has the tures on military equip-

Administrator 
taken into account the ment. The AID Administrator
 
percent of the country's budget and approved the "Taking Into
 
amcunt of the countLJ's foreign exchange Consideration" memo on
 
or other resources spent on military November 15, 1986.
 
equipment? (Reference may be made to the
 
annual "Taking lnto Consideration" memo:
 
"Yes, taken into a'ccount by tue
 
Administrator at time of approval of 
Agency OYB. ' This aporoval by the
 
Administrator of the Operational Year
 
Budget can be the basis for an
 
affirmative answer during the fiscal year
 
unless significant changes in
 
circumstanctes occur. )
 

12. 	 FAA Sec. 620(t). Has the country severed No. The GOP has not 
diplomatic relations with the United severed diplomatic

States? If so, have relations been relations with U.S.
 
resumed and have new bilateral assistance
 
agreements been negotiated and entered
 
into since such resumption? 

13. 	 FAA Sec. 620(u). What is the payment Payments due for 1986 to
status of the country's U.N. talled $1,279,469.00 of 
obligations? If the country is in which $1,049,749 was paid by 
arrears, were such arrearages taken into end December 1986. The GOP
 
account by the A.T.D. Administrator in is in arrears to the UN for 
determining the cur:ent A.I.D. Operating $229,720.00. The A.I.D.
 
Year Budget? (Reference may be made to Administrator approved the 
the Taking into Consideraltion memo.) "Trpaking Into Consideration" 

memo on November 15, 1986. 
14. 	FAA Sec. 620A. Has the President 

determined that the recipient country No. The GOP has not aided
 
grants sanctuary from prosecution to any or abetted terrorist acti
individual or group which has committed vities. 
an act of international terrorism or 
otherwise supports international
 
terror ism?
 

http:229,720.00
http:1,279,469.00
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15. 	ISDCA of 1925 Sec. 552(b). Has the No. The Secretary of State
 
Secretary of State determined that the has not determined the
 
country is a high terrorist threat Philippines is a high
 
country after the Secretary of terrorist threat.
 
Transportation has determined, pursuant
 
to section 1115(e)(2) of the Federal
 
Aviation Act of 1958, that an airport in
 
the country does not maint.ain and
 
administer effective security measures?
 

16. 	FAA Sec. 666(bI. Does the country No such objection has ever
 
object, on the basis of race, rel 'ion, been raised by the GOP.
 
national origin or sex, to the prerence
 
of any officer or employee of the U.S.
 
wh is present in such country to carry
 
out economic development programs under
 
the FAA?
 

17. 	FAA Secs. 669, 670. Has the country, No. The GOP has not deli
after August 3, 1977, delivered to any vered or received nuclear
 
other country or received nuclear equipment, materials or
 
enrichment or reprocessing equipment, technology without specified

materials, or technology, without arrangements or safeguards.

specified arrangements or safeguards, and The GOP has not transferred
 
without special certification by the a nuclear explosive device
 
President? Has it transferred a nuclear to a non-nuclear weapon

explosive dtvice to a non-nuclear weapon state.
 
state, or if such a stdte, either
 
received or detonated a nuclear explosive
 
device? (FAA Sec. 620E permits a special
 
waiver of Sec. 669 for Pakistan.)
 

18. 	FAA Sec. 670. If the country is a No. The GOP has not
 
non-nuclear weapon state, has it, on or attempted to export nuclear
 
after August 8, 1985, exported (or material, equipment or tech
attempted to export) il]egally from the nology from the U.S.
 
United States any material, equipment, or
 
technology which would contribute
 
significantly to the ability of a country
 
to manufacture a nuclear explosive device?
 

19. 	ISDCA of 19B1 Soc. 720. Was the country No. The Philippines was
 
represented at thc, Meeting of Ministers not represented.

of Foreign Affa. _s arid fleads of
 
Delegations of the Non-Align6d Countries
 
to the 36th General Assembly of the U.N.
 
on Sept. 25 and 28, 1981, and failed to
 
disassociate itself from the communique
 
issued? If so, has the President taken
 
it into account? (Reference may be made
 
to the Taking into Consideration memo.)
 

tJl
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20. FY 1987 Continu.ng Resolution Sec. 528. 
Has the recipiei.t country been determined 
by the President to have engaged in a 
consistent pattern of opposition to the 
foreign policy of the United States? 

No such determination has 
been made by the President. 

21. FY 1987 Cortinuina Resolution Sec. 513. 
Has the duly elected Head of Government 
of the country been deposed by military 
coup or decree? 

No. The GOP President was 
elected in February 1986. 

B. FUNDING SOURCE CRITERIA FOR COUNTRY 

ELIGIBILITY 

1. Develoom?nt hsistance Country Criteria 

FAA Sec. 116. Has the Department of 
State determined that this government has 
engged in a consistent pattern of gross 
violations of internationally recognized 
human rights? If so, can it be 
deronstrated that contemplated ac;sistance 
will directly benefit the needy? 

No. The GOP is not in 
violation of internationally 
recognized human rights. 

2. Economic Suintnort Fund Country Cr:*. teria 

FAA Sec. 502B. Has it been determined 
that the country has engaged in 
consistent pattern of gross violations of 
internationally recognized human rights? 
If so, has the President found that the 
country made such significant improvement 
in its human rights record that 
furnishing such assistance is in the U.S. 
national interest? 

No. The Philippines is 
not engaged in a pattern 

internationally recog
inernan recog
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3(A)2 - NONPROJECT ASSISTANCE CHECKLIST
 

The criteria listed in Part A are applicable
 
genera-lly to FAA funds, and should be used
 
irrespective of the program's funding source.
 
In Part B a distinction is made between the
 
criteria applicable to Economic Support Fund
 
assistance and the criteria applicable to
 
Development Assistance. Selection of the
 
criteria will depend on the funding source for
 
the program.
 

CROSS REFERENCES: IS COUNTRY CHECKLIST 	UP TO Yes.
 
DATE? HAS STANDARD ITEM
 
CHECKLIST BEEN REVIEWED? Yes.
 

A. GENERAL CRITERIA FOR NONPROJECT ASSISTANCE
 

1. 	FY 1987 Continuing Resolution Sec. 523; ) Congressional Notification
 
FAA Sec. 634A. Describe how was submitted to Congress
 
authorization and appropriations on 3/16/87 which fully des
committees of Senate and House have cribed the nature and scope
 
been or will be notified concerning of BSP II. Neither has
 
the project. changed since that time.
 

2. 	FAA Sec. 611(a)(2). If further
 
legislative action is required within Further legislative action
 
recipient country, what is basis for is not required.
 
reasonable expectation that such action
 
will be completed in time to permit 
orderly accomplishment of purpose of the
 
assistance?
 

3. 	FAA Sec. 209. Is assistance more No. The primary purpose of
 
efficiently and effectively provided BSP II is to provide direct
 
through regional or multilateral bilateral general budget
 
organizations? If so, why is assistance support to priority budget
 
not so provided? Information and categories and to encourage
 
conclusions on whether assistance will implementation of selected
 
encourage developing countries to policy reforms consistent
 cooperate in regional development 	 with the Mission's Country
 

programs. 	 Development Strategy State
ment.
 

-i 
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5. 


6. 


7. 


8. 


9. 


10. 
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FAA Sec. 601(a). Information and BSP II will provide budget
 
conclusions on whether assistance will support to provide financial
 
encourage efforts of the country to: flexibility to and encourage
 
(a) increase the flow of international the GOP in continuing its
 
trade: (b) foster private initiativeand identified policy actions in
 
competition; (c) encourage development the areas of providing a macro
and use of cooperatives, credit unions, economic framework supportive
 
and savings and loan associations; of private sector led growth,
 
(d) discourage monopolistic practices; reduced government involve
(e) improve technical efficiency of ment and intervention, and
 
industry, agriculture, and commerce;and removing biases from the
 
(f) strengthen free labor unions. agricultural markets.
 

FAA Sec. 601(b). Information and The peso budget support and
 
conclusions on how assistance will encouragement of continued
 
encourage U.S. private trade and GOP policy actions will help
 
investment abroad and encourage private ensure financial and economic
 
U.S. participation in foreign assistancestability in the Philippines.
 
programs (including use of private tradeThe resuiting improved business
 
channels and "he services of U.S. environment will encourage
 

private ente rprise) . U.S. trade in goods and ser
vices, and U.S. investment
 

FAA Secs. 612bU,636(h)J; FY 1987 in the Philippines.
 
Continuin Resolution Secs. 507, 509.
 
Describe steps taken to assure that, to
 
the maximum ex;tent possible, foreign N/A.
 
currencies owned by the U.S. are utilized
 
in lieu of dollars to meet the cost of
 
contractual and other services.
 

FAA Sec. 612(d). Does the U.S. own No.
 
excess foreicgn currency of the country
 
and, if so, what arrangements have been
 
made for its release?
 

FAA Sec. 601(0). Will the assistance N/A.
 
utilize competitive selection procedures
 
for the awarding of contracts, except
 
where applicable procurement rules allow
 
otherwise?
 

FAA 12(dj. If assistance is being N/A.
 
furnished under the Sahel Development
 
Program, has a determination been made
 
that the host government has an adequate
 
system for accounting for and controlling
 
receipt and expenditure of A.I.D. funds?
 

FY 1987 Continuing Resolution Sec. 532. No.
 
Is disbursement of the assistance
 
conditioned solely on the basis of the
 
policies of any multilateral institution?
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B. 	 FUNDING CRITERIA FOR NONPROJECT ASSISTANCE
 

1. 	NonDroiect Criteria for Economic FaDoort
 
Fund
 

a. FAA Sec. 531(a). Will this 

assistance promote economic and political
 
stability? To the maximum extent
 
feasible, is tnis assistance consistent
 
with the policy directions, purposes, and
 
programs of Part I of the FAA?
 

b. FAA Sec. 531(e). Will assistance 

under this chapter be used for military
 
or paramilitary activities?
 

c. FAA Sec. 531(d> Will ESF funds made 


available for commodity import programs 
or other program assistance be used to 
generate local currencies? If so, will 
at least 50 percent of such local 
currencies be available to support 
activities consistent with the objectives 
of FAA sections 103 through 106? 

d. ISDCA of 1.985 Sec. 205. Will ESF 
funds made available for commodity 
import programs be used for the purchase 
of agricultural commodities of United 
States-origin? If so, what percentage of 
the funds will be so used? 

e. 	 ISDCA of 1985 Sec. 801. If ESF funds 

will be used to finance imports by an
 
African country (under a commodity import
 
program or sector program), will the 
agreement require that those imports be 
used to meet long-term development needs
 
in those countries in accordance with the
 
following criteria?
 

(i) spare parts and other imports
 
shall be allocated on the basis of 
evaluations, by A.I.D., of the 
ability of likely recipients to use 
such spare parts and imports in a 
maximally productive, employment 
generating, and cost-effective way; 

Yes.
 

No.
 

Yes.
 

Yes..
 

No.
 

N/A.
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(ii) imports shall be coordinated 
with investments in accordance with 
the recipie~t country's plans for 
promoting economic development.
 
A..D. shall assess such plans to
 
determine whether they will 
effectively promote economic
 
development;
 

(iii) emphasis shall be placed on 
imports for agricultural activities
 
which will expand agricultural
 
production, particularly activities
 
which expand production for export or
 
production to reduce reliance on
 
imported agricultural products;
 

(iv) emphasis shall also be placed
 
on a distribution of imports having a
 
broad development impact in terms of 
economic sectors and geographic
 
regions;
 

(v) in order to maximize the 

likelihood that the imports financed 
by the United States under the ESF
 
chapter are in addition to imports
 
which would otherwise occur, 
consideration shall be given to
 
historical patterns of foreign 
exchange uses;
 

(vi)(A) 75 percent of the foreign
 
currencies generated by the sale of 
such imports by the governmunt of the 
country shall be deposited in a
 

special account established by that
 
government and, except as provided in
 
subparagraph (B), shall be available
 
only for use in accordance with the 
agreement for economic development 
activities which are consistent with
 
the policy directions of section 102
 
of the FAA and which are the types of
 
activities for which assistance may
 
be provided under sections 103 
through 106 of the FAA: 
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(B) the agreement shall require that
 
the government of the country make
 
available to the United States
 
Government such portion of the amount
 
deposited in the special account as
 
may be determined by the President to
 
be necessary for requirements of the
 
United States Government.
 

f. ISDCA of 19e5 Sec. 207. Will ESF No.
 
funds be used to finance the construction
 
of, or the operation or maintenance of,
 
or the supplying of fuel for, a
 
nuclear facility? If so, has the
 
President certified that such country
 
(1) is a party to the Treaty on the
 
Non-Proliferation of Nuclear Weapons or
 
the Treaty for the Prohibition of Nuclear
 
Weapons in Latin American (the "Treaty of 
Tlatelolco"), (2) cooperates fully
 
with the IAEA, and (3) pursues 
nonproliferation policies consis;tent with 
those of the United States? 

g. FAA Sec. btc. If commodities are to N/A 
be granted so that sale proceeds will 
accrue to the recipient country, have 
Special Account (counterpart) 
a-' ingements been made? 

h. FY 1987 Continuinq Reso!,ition. If 
-assistance is in t he form of a cash 

transfer to any country which receives in 
excess of a total of $5 million as cash 
transfer assistance in the current fiscal
 
year: (a) are all such cash payments to (a) Yes.
 
be maintained by the country in a 
separate account and not to be commingled
 
with any other funds? (b) will all (b) Yes. It has been
 
local currences that may be generated determined that all 
with funds provided as a cash transfer local currency genera
to such a country also be deposited in a tions shall be used to 
special account to be used in accordance provide budget support
with FAA Section 609 (which requires such in mutually agreed upon
 
local currencies to be made available to budget categories.
 
the U.S. goverrinent as the U.S. 
determines necessary for the requirements
 
of the U.S. Government, and which 
requires the remainder to be used for 
programs agreed to by the U.S. Government 
to carry out the purposes for which new 
funds authorized by the FAA would 
themselves be aviailable)? 

2J
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5C(3) - STANDARD ITEM CHECKLIST 

Listed below are the statutory items which
 
normally will be covered routinely in those
 
provisions of an assistance agreement dealing 
with its implementation, or covered in the
 
agreement by imposing 2imits on certain uses of
 
funds.
 

These items are arranged under the general
 
headings of (A) Procurement, (B) Construction,
 
and (C) Other Restrictions.
 

A. 	 PROCUREMENT 

1. FAA Sec. 602(a). Are there arrangements 
to permit U.S. small business to
 
particiDate equitably in the furnishing
 
of commodities and services financed?
 

2. 	FAA Sec. 604( a) . Will all procurement be 
from the U.S. except as otherwise 
determined by the President or under 
delegation from him? 

3. FAA Sec. 6,14(d). If the cooperating 
country discriminates against marine
 
insurance companies authorized to do 
business in the U.S., will commodities be 
insured in the United States against 
marine risk with such a company? 

4. 	FAA Sec. 604(e), ISDCA of 1980 Sec. 
705(a). If non-U.S. procurement of 
agricultural commodity or product thereof 
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 reasonably be procured
 
in U.S.) 

5. FAA Sec. 604(jq. Will construction or 

engineering services be procured from
 
firms of advanced developing countries
 
which are otherwise eligible under Code
 
941 	 and which have attained a competitive 
capability in international markets in
 
one of these areas? (Exception for those
 

N/A.
 

N/A. 

N/A.
 

N/A.
 

N/A.
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countries which receive direct economic
 
assistance under the FAA and permit
 
United States firms to compete for
 
construction or engineering services
 
financed from assistance programs of
 
these countries.)
 

6. 	FAA Sec. 603. Is the shipping excluded N/A.
 
from compliance with the requirement in
 
section 901(b) of the Merchant Marine Act
 
of 1936, as am '!nded, that at least
 
50 percent of the gross tonnage of
 
commodities (computed separately for dry
 
bulk carriers, dry cargo liners, and
 
tankers) financed shall be transported on
 
privately owned U.S. flag commercial
 
vessels to the extent such vessels are
 
available at fair and reasonable rates?
 

7. 	FAA Sec. 621(a). If technical assistance N/A
 
is financed, will such assistance be
 
furnished by private enterprise on a
 
contract basis to the fullest extent
 
practicable? will the farilities and
 
resources of other Federal agencies be
 
utilized, when they are particularly
 
suitable, not competitive with private
 
enterprise, and made available without
 
undue interference with domestic programs?
 

8. 	International Air Transportation Fair N/A. 
Competitive Practices Act 1974. It air 
transportation of persons or property is 
financed on grant basis, will U.S. 
carriers be used to the extent such 
service is available? 

9. 	FY 1987 Continuing Re.;olution Sec. 504. N/A.
If the U.S. Government is a party to a 
contract for procurement, does the 
contract contain a provision authorizing 
termination of such contract for the 
convenience of the United States? 

10. 	 FY 1987 Continuina Resolution Sec. 524. N/A. 
If assistance is for consulting service
 
through procurement contract pursuant to 
5 U.S.C. 3109, are contract expenditures
 
a matter of public record and available 
for 	public inspection (unless otherwise
 
provided by law or Executive order)?
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B. 	 CONSTRUCTION
 

1. 	FAA Sec. 601(d). If capital (e.g., N/A.
 
construction) project, will U.S.
 
engineering and professional services be
 
used?
 

2. 	 FAA Sec. 611(c). If contracts for N/A.
 
construction are to be financed, will
 
they be let on a competitive basis to
 
maximum extent practicable? 

3. 	 FAA Sec. 620(L). If for construction of N/A. 
productive enterprise, will aggregate
 
value of assistance to be furnished by
 

the 	U.S. not exceed $100 million (except
 
for 	productive enuerpci.es in Egypt that 
were described in the CP), or does
 
assistance have the express approval of
 
Congress? 

C. 	 OTHER RESTRICTIONS
 

1. 	 FAA Sec. 1t22(b). If development loan N/A. 
repayable in dollars, is interest rate at 
least 2 percent per annum during a grace 
period which is not to exceed ten years, 
and at least 3 percent per annum 
thereafter? 

2. 	 FAA Sec. 301.(d). if fund is established N/A. 

solely by U.S. contributions and 
administered by an international
 
organization, does Comptroller General
 
have audit rights?
 

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

http:enuerpci.es
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. Will arrangements preclude 
financing: 

use of 

a. FAA Sec. 104(f); FY 1987 Continuing 
Resolution Secs. 525, 540. (1) To 
pay for performance of abortions as 
a method of family planning or to 
motivate or coerce persons to 
practice abortions; (2) to pay for 
performance of involuntary 
sterilization as method of family 
planning, or to coerce or provide 
financial incentive to any person to 
undergo sterilization; (3) to pay for 
any biomedical research which 
relates, in whole or part, to methods 
or the performance of abortions or 
involuntary sterilizations as a means 
of family planning; or (4) to lobby 
for abortion? 

Yes. 

b. FAA Sec. 483. To make reimburse- Yes. 
bursements, in the form of 
payments, to persons whose 
drug crops are eradicated? 

cash 
illicit 

c. FAA Sec. 620(g). To compensate 
owners for expropriated or 
nationalized property, except to 
compensate foreign nationals in 
accordance with a land reform program 
certified by the President? 

Yes. 

d. FAA Sec. 660. To provide training, 
advice, or any financial support for 
police, prisons, or other law 
enforcement forces, except for 
narcotics programs? 

Yes. 

e. FAA Sec. 662. Fr ClA activities? Yes. 

f. FAA Sec. 636(i). For purchase, sale, 
long-term lease, exchange or guaranty 
of the sale of motor vehicles 

Yes. 

manufactured outside U.S., 
waiver is obtained? 

unless a 

g. FY 1.987 Continuing Resolution Sec. 
503. To pay pensions, annuities, 
retirement pay, or adjusted service 
compensation for military personnel? 

Yes. 
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h. FY 1987 Continuino Resolution Sec. 505. 
To pay U.N. assessments, arrearages or 
dues? 

Yes. 

i. FY 1987 Continuing Resolution Sec. 506. 
To carry out provisions of FAA section 
209(d) (transfer of FAA funds to 
multilateral organizations for lending)? 

Yes. 

j. FY 1987 Continuino Resolution Sec. 
To finance the export of nuclear 
equipment, fuel, or technology? 

510. Yes. 

k. FY 1987 Continuing Resolution Sec. 511. 
For the purpose of aiding the efforts of 
the government of such country to repress 
the legitimate rights of the population 
of such country contrary to the Universal 
Declaration of Human Rights? 

Yes. 

1. FY 1986 Continulna Resolution Sec. 516. 
To be used for publicity or propaganda 
purposes within U.S. not authorized by 
Congress? 

Yes. 


