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I. INTRODUCTORY OVERVIEW

A. Strategic Goals

President Aquino's economic promise to the nation centers on new
productive jobs, a better deal for the small agricultural cultivators, and the
prospect of new economic opportunity for the sixty percent of the Philippine
population who live below the official poverty line. She has promised an
agriculturally led economic development program in which jobs and the broadest
participation of the rural and urhan poor are paramount.

The 1986-1990 CDSS estahlished a central strategic goal for the USAID
program: increased rural oroductivity. Raising rural productivity remains
the central strategic goal of the program and it services the central goal af
President Aquino's econonic development program.

Our CDSS defines rural productivity broadly. Our goal is to inCcrease
the output per unit of input.in agriculture and in labor-intensive light
industries tied to the rural economv. Behind that dry formulation, the goal
of increasing rural productivity means undertaking those invesiments and
policy initiatives which bring more income to rural people, income deriving
from rural labor, from rural capital, from rural land, and through changes in
the technologv of rural production. ™ore jobs, higher incomes, and a mare
efficient use of resources in the rural economy - these are the objectives of
the Mission's 1985-1990 CDSS.

It is worth reviewing how we arrived at this central strategic goal in
the closing years of the Marcos era and why it remains valid today in the
first years of the Aquino administration. Sectoral analysis of the Philippine
economy indicated that agriculture alone accounted for almost a quarter of S0P
and fully one-half of all exports from %the Philippines. On the hyman side ¥

the equation, more than 60 percent of the population continues to live in
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rural areas, and virtually all of these rural households earn their family
livelihood through farming or through rural indystrial and service jons
closely linked to the agricultural economy. Fully B0 percent ¥ all Filipinas
1iving below the official poverty line reside in rural areas, and most of
these men and women and children have seen their incomes fall sharply over the
past several vears. Philippine Government data, developed with assistance
from the U.S, Bureau of Census, points to a 25 percent decline in real rural
incomes over the martial law period. At a time when mest rural families in
Southeast and East Asia were experiencing the fastast growth in family incomes
evar recorded, Filipino rural families experienced a wrenching decline in
their welfare aﬁd in their sense of economiz opportunitv for themselives and
for their children.

Our analysis for the 12386-1990 CDSS demonstrated persuasively that
“growth in rural oroductivity is constrained by government economic palicies
and institutional arrangements which distort the allscatinn and use of
resources at both the macro and micro level.” Our analysis has now hecome the
received wisdom of the economic planners in the new Philippine Government.
The principal strategy and resource planning docuyments of the National
Economic Development Authority recognize the pernicious impacts of past
nolicies and institutional arrangements on resource allocations, particularly
in the rural sector. What has changed is that whereas the economic agencies
of the GOP were impediments to correcting these problems, they kave become
allies.

The change in government in rebruary 1986 brought new persnectives
into the GOP economic technocracy, hut the ohjective situation in the rural

areas is still much as it was. Sone commendable market-oriented oolicy

initiatives from the Agriculture Depariment have begun t9 have imoaczis, and
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the first stages of broader macroeconomic liberalization are just beginning o
work their way into the rural economy. This means that the prosoects for
success in realizing our central strategic goal have improved since the CESS
was written in the late Marcos era. A candid insider assessment of what has
changed and what has not is offered by a document recently released by the
Philippine Institute for Development Studies. The paper, dated February
1987, and titled "Economic Recovery and Long Run Growth, A Review of the First
Eleven Months of the Aquino Government" was prepared by economists and oolicy
analysts who framed the initial economic Agenda of President Aguino's new
government.

The judgment of this independent assessment is that the Agquino
Government h;s established admirable g9o0als and a coherent reform package %o
achieve them but that performance has been mixed. It points out, for example,
that the agricultural sector has benefitted from the deccntral of commodity
prices but is still disadvantaged by (in the authors' view) an overvalued pess
and inadequate public investment in agricultural support services.

It is therefore the Mission's judgement that the strategic goal of
increasing rural broductivity remains valid. However, at this mid-point in
the 1ife of the CDSS we are reformulating the strategic goal as it appears te
agriculture, rural development and the private sector and formulating a
related strategic goal for population, health, nutrition and education. In
the case of the former, the reformulated strategic goal is to increase rural
productivity and profitability. The addition of profitability to the goal
statement is in recognition that inCreased output is without valuye unless i2
is marketable, i.e. income producing, and market linkages are an important

part of our programs in agriculture, rural construction and rural enterprise.

Hith respect to population, health, nutrition and education, we take well the
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thesis advanced by the "ANE Background Paper on Poverty in Asia™ that
investments in these sectors, i.e. in human capital, contribute to reducing
risks which threaten the survival of poor families and contribules t¢ raising
the returns to their labor. Our unifying strategic goal! for these sectars is
to improve the productivity of human resources over the long term.

B. Progress

As recalled above, the CDSS described rural growth as being
constrained by “economic policies and institutional arrangsments which distort
the aliocation and use of resources at both the macro and aigre level.”
Progress toward the Mission's intermediate objectives in accomniishing the
strategic goal was docidedly mixed. Substantial progross was —a<e ¢n elonomiz
onlicies that affected macro level concerns. This was sarticulzriyv trye in
the area of policy reform formulation. {Also see the FY 1288 C3S5 Supnlement,
Part IV). Actual implementation of the reforms was less notadble., There were
significant accomplishments in deregulating the asrizultural sezt2z- 294 in
privatization. At the same time, the evaluations of the Lscal Resaurces
M4anagement Project and the Small and Medium Enterprise Development Project
demonstrated that there has heen very little progress towards inproving
institutional arrangements, particularly those dealing with ressurce
utilization at the micro level,

In population, not only was there lack of progress but distinct signs
of retrogression appeared. Population policy has become unfocusses creating
discontinuities in commitment, management and tactics. The pisZture was
brighter in Health, Education and Nutrition. Several new activities, e.g.
oral rehydration therapy and expanded child feeding in Negras, wers iniliates

denonstrating the commitment of the Agquino Administratisa, partizulariy the
leadership of the Department of Health, to improving basic servizes in the

rural areas.
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C. FY 1938-89 New Starts

The Mission is currently planning two new starts in FY 1983, rinancial
Management Improvement (429-0403) and Integrated Maternal Child Health for
Child Survival (492-0405). There is a good pessibility, however, that the
former may actually be ready for ohligation in late FY 1987. financial
Management Improvement is a pilot effort to provide technical assistance and
comodities to the GOP to embark on a nation-wide program to design and
computerize new financial management and accounting systems for the GOP. The
government envisions that the design of the pilot financial system will lake
aoproximately two vears and that the installation, testing and implementation
of the system will take an additional three vears %40 complets. The oroject
will have a 1ife of project funding between $5 million and $7 million from the
Section 106 account with an initial obligation of $750 thoysand.

The Mission's Child Survival program is described in the FY 1288 TDSS
Supplement. The centerpiece of the program will be the Integrated Maternal
Child Health for Child Survival Project whizh will build on the initial
success of modest immunization and ORT initiatives funded under the Primary
Health Care Financing Project (492-0371). The new project will integrate
these technologies with those related to infant feeding, autrition, education,
child spacing and, vossibly, acute respiratery infection. The oroject will be
driven by a focused program of social marketing to buiid support for an MCH
approach to child survival. This recognizes the importance of the health and
potential of the pregnant mother to later child survival. A.IL.D. inouts to
implement the project will include technical assistance, training, mass
media/advertising, commodities and RAD costs. We are projecting a life 2¢

oroject cost of 320 million from the Health account funding an initial

obligation of $2 million in FY 1988,
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Should the GOP arrive at a policy consensus to proceed with a
government sponsored family planning program we expeCt to design a new
ponulation project in FY 1988,

Also, we anticipate that some portion of the FY 1988 ESF allocation
wi11.$e devoted to budget support but this is subject to further negoltiations
with Washington agencies and the GOP.

The only currently planned new start for FY 1989 is the PYQ
Co-financing TII Project. While basically a continuaticn from Jo-Financing !
ané II, PVO Co-Financing III includss new dimensions t2 reflect hast country
and Mission strategies in the light of evolving priorities and concerns. For
example, the inclusion of cooperatives akin to PV0s {initially anpraved in the
amendment to Co-Financing II) will be followed through in terms oF their
nossibilities for wider participation. The project will out inCreasing
emphasis on utilization of PV0s as intermediate institutions assisting a
variety of local groups to implement subproject activities and on
income-generating projects. Muslim PVOs, ethnic and cultural miasricies is a

new area of emphasis being added to the project.

IT. PERFORMANCE AND PLANS

A. General Economy

In accordance with the FY 1986-1990 CDSS strategy to encourage &30P
macroeconomnic policy reform while supporting important development activities,
Mission efforts in FY 1987 consisted of providing to the 50P further financial
flexibility and policy reform implementation assistance, ailbeit through a1 More

collaborative and flexible style,
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The Mission provided financial flexibility to the GOP through ESF
funded program assistance and amended the Rural Productivity Support Program
(RPSP)} to allow the remaining balance to be used as peso counterpart for
selected foreign-assisted projects in calendar year 1986. The Mission also
amended the Development Support Program (DSP) to supply the regular GOP
counterpart resources for the selected foreign-assisted projects from April 1},
1986 through March 31, 1987. The GOP has completed peso disbursements for
RPSP, DSP and the FY 1986 Budget Support Program (BSP)}. We undertook direct
and/or sector specific policy diaioju2 and policy reform efforts through the
P.L. 480 Title I Program and the Rural Financial Services Project for
agriculture, and through PD&S and PRE Bureau funding for privatization.

We are providing new budget support to the GOP in FY 1987, also in the
priority sectors of agriculture, education and health, through a $150 million
ESF funded Budget Support Program (BSP) Il and pesos from food commodity
assistance amounting to $70 million. The new budget support assistance is
also tied more directly to progress in policy reform implementation in three
areas: reducing government involvement and intervention, providing a
supportive macroaconomic framework and furthering progress in agricultural
policy reform implementation. The more formal conditionality of these budget
support assistance pertains to GOP identified policy reform implementation
actions in the three areas and complements our informal/sector specific
project funded efforts.

For FY 1988, we expect to continue to provide budget suppport to the
GOP, although at significantly lower levels and, where appropriate, with
¢conditionality on policy reform implementation in areas to which the 3290 ig

comitted but where obstacles, political or otherwise, remain. Wwhile the 327

is not likely to experience significant relief from its fiscal and deb:
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burdens in the near term, we expect progress in controlling the deficit and
continued policy implementation and economic managem2nt actions essential 3
private sector led growth and development. We also plan %o continue and
further emphasize the informal but collaborative approach to policy changa,
including supporting analyses and improving analytical capacity, in key palicy

areas, especially where unresalved issues remain,

8. Agriculture

Since submission of the FY1987 CDSS the major goal of agricultura2}

assistance has expanded from increasing productivity %o infressing farmer

productivity and profitability. This goal is a top priority of the new

leadership in the recently restructured GOP Jevarimen: of Agricultyre (24 and
the Philippine Medium Term Development Plan. To achieve this goal, the
Mission's agricultural strategy focussa2s on three key intermediate

objectives: {1) decreased regulation of and increased competitisn in
agricultural commodity rural finanzial markets; {2) the davelooment 5f naw
technologies and dissemination strategies; and (3) the strenjtnening of zublic

and nrivate information delivery and marketing systems.

1. Decreased reqgulation of and increased competition in agricyltural

commodity and rural financial markets: Significant progress has been made in

imnlementing general policy reforms related to this objective and in
formulating and refining others. There is now 2 strong commitment by the 52°P
Teadership to increasing the role of the private sector in national
development, Accomplishments include the abolition of jovernment mandated
monopolies in wheat, fertilizer, coconut, sugar and meat and renaval of
export taxes on agricultural products {except for logs}. Tne G2° ras 2lsa

committed itself to formulate a program t0 stabilize basic grain susclies anz

prices and it has taken steps to deregulate rural credit systems,
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There {s general agreement between USAID and the 50P policy
leadership on major policies and needed strategies for increasing growth in
the agricultural sector. The challenge during FY 1988 is to continye and
accelerate efforts to translate these broad policias into effective action
programs which impact on a significant number of rural people. The é;imary
focus will be on improving services to farmers and reducing government
operations, requlations, and entities which prevent the private sector from
operating effectively.

Work will continue on divesting the governmant of operatisng whicn
should properly be handled by the private sector. These efforts should be
facilitated by Executive Order 116 {signed by President Aguino in January
1987} which places some of the government entities targeted for divestment
under the authority of the Secretary of Agriculture. Recommendations for
divesting functions of the National Food Authority (NFA) were spalled out in
an AID-financed study hy Ar<hur Young 2nd accepted in Harch 1957 by the
Secretary of Agriculture. ¥e will continue to work with the DA on packaging
NFA assets which are proposed for sale. Implementation of an NFA divestiture
plan in FY 1987-88 will be an indicator of progress toward this major
objective.

Similarly, work is underway to divest or transfer the functions of
the Farming Systems Development Corporation (FSDC) with AlD-financed technical
assistance provided by Experience, Incorporated. The Missinn also expects o

support further progress in agricultural policy reform implementation in the

following areas:
~ Dialogque with GOP and the private sa2Ctor on such outstanding

issues as: grains industry structure, tariff structure, imoort liberalization,

comnodity programs and international competitiveness.
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- Continued dialogue and analysis on the role of the 50P and
donors in the development of the fertilizer sector.

- Dialogue on reducing government intervention in rural financial
markets and aon Tormulating policies which support enhanced rural savings
mobilization and informal financing.

The GOP's continuing efforts to implement self-help measures in
the PL-480 Title 1 Agreements of FY 1985 and FY 1986 include many of the
nolicy areas discussed above. We will continue to use PL-480, Title | and

ok

Title 11 monetization programs to support policy dialgogue and refarm aime?d

W
ot

deregulation and privatization in the agricultural sector.

Technology Develooment and Dissemination: The primary taraet

grouds under our programs are farmers in upland or rainfed areas. New
technologies and dissemination strategies are needed since it is consideradly
more difficult to assist these areas than lowland or irrigated areas in which
on2 crop is dominant and the agroeconomic environment is more stadle.

He will continue to expand and build on the progress made in

reaching rainfed farmers under the ongoing Rainfed Resources Jevelopment

Project (RRD) and the Farming Systems Development Project - fastera Visavas.

The initial focus has been on developing methodologies for identifying and
addressing the problems of farmers with limited resources. Prpgress has been
made in {1} developing profitable and sustainable agricultural systems,

(2) involving farmers in planning, implementing, and evaluating innovations
and (3) increasing the rigor of data collection and analysis.

The basic technologies/systems for rainfed agriculture daveloped

(4]
"

as of December 1986 include: (1) introduction of high yielding varieties

uptand rice with very limited chemical inputs and/or techniques for improves

fallow periods thereby reducing the needs for chemical inputs; {2} planting
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root crops under coconuts such as taro and sweet potato; (3) planting high
value crops under coconuts, such as black pepper, coffee, cacao; (4) for
rainfed bunded rice, adding a second or, in some cases, a third crop
(including legumes that enhance soil fertility); and (5) contour ditches with
napier grass and contour hedgerows with nitrogen-fixing tree species, together
with annual /perennial cash crops.

New efforts to assist low-income corn farmers will be supported

under the new Accelerated Agricultural Production Proiect (AAP). To initiate

this etfort, a design team, inclugding CIMIYT (International Center for
nprovement of Maize and Corn), is working with the Department of Agriculture
and a regional university in Mindanaoc to design a research and outreach
program which will address both production and marketing aspecis. Program
imslementation issues will probably include: marketing problems, limited
availability of planting materials, the need to match biological
characteristics ¢f planting materials to unique conditicns in the region.
Implementation of this program for corn farmers will be an indicator of
arogress in FY 71988,

We will continue *to work with the Department of Natural Rasources

(DNR) on enhancing and preserving natural resources where our focus will be

the expansion of successful approathes in agroforestation and Community
forestry developed in the initial phases of the RRD Project. The strategy is
to use contracts with PV0's or commercial groups to (1) reforest selected
areas and (2) develop farming systems which provide or protect ground cover,
improve soil fertility, and upgrade forest areas. In project areas, attentiosn
is also given to community and local government involvement, A related

activity is develoning and disseminating new tree species 1o reduce dapendency

on a Tew types of trees {such as ipil ipil).
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Geographically, the effort to disseminate new farming approaches
wiil be moving from a general concentration in the Eastern Visavas and 8izol
to include Panay (under RRD) and Mindanao {AAP). The agroforestation sites
will be located in several regions. Progress in expanding program coverage in
some areas will probably continue to be hampered by security conditions.

Information delivery and marketing systems: Strengthening

delivery systems (national and local) will continue to receive high priority
by the GOP and USAID. Most GOP agencies are moving tc decentralize
operations, at least down to the Regional level. We will alsd encourage more
involvenant of regional agricultural colleges in develooment programs.
Efforts to increase the managerial effectiveness of the DA at alil levals are
being undertaken with support from the AAP Project. In addition %o using
traditional government extension channels, the GOP is als> encouraging
expanded involvement of the private sector in disseminating technology and
marketing information. Regional and provincial level Agricultural and
Fisheries Councils have been established to improve linkages amang farmers,
government, and business. These councils are usually chaired by a private
sector representative with a DA staff member serving as vica-chair. 2V2's
will also play an expanded role in program implementation {e.g., in the
agroforestation activities under RRD).

USAID will continue to support policy and program research related
to removing barriers to increased private sector involvement. Under the AAP
Project, private sector groups will, for example, be studving ways of using
nrivate cooperatives to improve the production and marketing of cash croos.
The Mission is also using PD&S funds to assess the feasidility of estadlighing

a cooperative financing program using PL-480, Section 138 resources. ¥hile

there is considerable ongoing discussion by the GOP of a major land reform
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effort, USAID is not projecting a significant involvement at this time., If
such a program were added to the portfolio, additional staff expertise would
he required.

We will continue to concentrate in FY 1588 on the urgent nz2ed of
the Aquino Government to increase the effectiveness and impact of its efferis
to accelerate agricultural growth. This is primarily a short-term
orientation, but we will also continue to seize opportunities for addressing
some longer term factors affecting agricultural growth. We will thus zontinue
~ t0 he concerned with upgrading the quality of educaticn and training anZ

improving the relevance and professional quality of agricultural research, e

w3
1]
L%
(8 4

would hope tc preserve and expand the gains made in education through our
investments in regional agricultural colleges and universities. These
investments in human capital and improved technology generation are vital %o

tha longer term development of the agricultural sector.

£. Rural Development

1. Rural Infrastructure

The rural development strategic goal will focus on increased farm
and off-farm productivity and profitability with the view of encou-aging
higher rural incomes. The FY 1987 CDSS identifies inadequate rural
infrastructure and unresponsive, inefficient Local Government Units {LGY) as
major constraints to increasing rural productivity. Therefore, the Mission
has as intermediate objectives the construction and maintenance of rurai
infrastructure facilities and the building of local capacities within rural
LGUs to plan and manage growth and development.

a. Construction and Main*enanca ¢of Ruyral Infrastrycturs

For the past few vears, the USAID support for ryral

infrastructure has primarily been carried out through the Lzonomic Supsort
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Fund Program. The program constructed small scale infrastructure fazilities
on a nationwide basis. Approximately one-half of the resources were provided
to Region 3, the area most impacted by the U.S. military facilities. The
program provides some 3,878 new facilities that consist of 2,315 schools,
1,161 roads, 32 public markets, and 389 miscellaneous facilities comprising
such things as slaughterhouses, drainage and floocd contrcl works, and medical
facilities. The Mission intends to continue its small scale infrasiructure
nrogram by amending the Regional Development Fund Project. With this
amendmnznt scheduled for Aoril 1987, more than 1CD new projacts of the tvoe
mentioned above will he identified, develconed and implementation initiated by
local and other government units.

The Mission will also continue t0 work with the National

Irrigation Administration {NIA) %to improve irrigation services far farmers.

ohjective of the irrigation component of the AAD Project is t& increase

!
wm

the adequacy and reliability of water delivery at the Tarm Jevel 4y i-zroving
the cperation and maintenance (0&4) of irrigation svstems. The projest is
designed to break the cycle of poor 08M, degradation of irrigation facilities
and underpayment of irrigation fees. This will be done in selecisd arsas (in
threa Regions) by building a core of sustainable, stable irrigation sy¥stems
which will enable the NIA %o generate adequate income to support irrigator
Associations on a continuing basis. The NIA program will cover about §3,200
hectares in large national systems and about 77,000 hectaras in smaller
communal systems. Spezifically, the project will focus on strengthening the
capacity of irrigation associations to manage water gdelivery at the local
leval, improving the support service KRIA provides ¢o water users, 33lactively
repairing irrigation structures, and enabling NIA and user groups %o develdp

the mechanisms for financing those services through self-sustaining 25M

programs.
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However, studies financed by the Mission have shown that
larger scale infrastructure facilities are needed to promote rural ecConomic
growth particularly with respect tc linking rural producers %o urban and
foreign markets.

To this end, the emphasis in this rural infrastructure
expansion will directly fall within four of the five sectors identified as
priorities in the GOP's medium-term development plan. The four infrastructure
sub-sectors the Mission will embrace are:

1) Transnortaticn: more specifically rural transoortation

which will link major source production centers to the urban market place
while at the same time develap institutional mechanism within local government
units (LGUs) to operate and maintain their road systems. The maiopr imsact to
the rural beneficiary will be increased income, . renewed access to the ecsoazmic
mainstream and sustained inputs supporting subproiect induced by Inireasad
agricultural and rural enterprise activity.

2) Rural Electrification: will pravide acczess to depandasle

=

and affordable electric power which is a basic requisite for ryral

develcopment. The major thrust of the Rural Electirification efforts wiid
assist the rural electric cooperatives to improve their electric distrihution
networks in a manner planned to maximize economic growth while redyzing svsten
losses and strengthening management skills. Rural electrifiZation not unilike
the transportation 1ink embraces the same outputs of increased productivity
while supplying the rudiments of Basic Human needs, i.e. through extenzing
support services, such as medical clinics, educational seryices and providing
extended employment through cottage industries.

3) Telecommunications: will provide an outrsach svstem of

networking which will bring small scale independent teleshone Comcanies irte
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tne major grid-link of international communications. The interisland
connections are envisioned as a first step in providing small uniacorpsrates
towns and villages access to the news and market centers of lebuy, Manila and

other economic centers of the private sectors.

4) Municipal Harbors and Ports: play an imoortant rale in

the inter-modal link hetween small outlying island production centers tc the
intermediate market centers. Most of the islands rely on their =municioal
ports to provide the stagin) area for export of their praoduce as well ag
storage of the basic imported comindities to sustain their small isiand
comunities. While in great disrepair, recent studizs have shown that
reconstruction of many of the municipal ports would increase the fliw-thraugh
of goods increasing municipal tivelihcod, and at the sane time pravide
immediate johs and create revenue for the municipality sufficient o maiatain
a viable enterprise. These projects are seen as another steaping stone in
oroviding small businasses and rural production more direzt aczess 22 tne
major marketing systems.

Within the four previously defined sub-seltors, prigrity will be
given in the early years to expanding and upgrading the rural physical
facilities covering major and secondary roads, municipal parts and rural
electrification. In addition, further feasihility studies will bhe unieriaken
to better define possible USAID assistance in water ressyries with emghasis an
fiood control, drainage and river control.

This new emphasis will more ¢losely integrate USAID efforts with
the Philippine Medium-Term Development Plan, utilize existing feasibility
analysis and detailed dasigns, and emnloy 2 strzanlined aiminiserative 274
payment structure with the obhjective of significantly improving the
implamentation of rural infrastructure activities so that more imeliale

impact can be achieved.
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The Mission is now developing a Rural Infrastrusture Project whicn
will have as ccmponents subprojects in these four subsectors, Project

obligation is scheduled for August 1987.

2. LGU Development

One of the primary USAID objectives in rural development is to

increase the effectiveness of local governments in planning and implementing

econenic development programs. As part of the Aquino Government's efforts to
restore political democracy, increased attention is being given to the
strengthening of lozal governments. The 1585 Lonstitution daclares local
autonsomy to be a basic policy and calls for 1ozal governaments to he adle 2
jenerate their own sources of revenus and to receive a just share of natignal
taxes {and have it automatically distributed). The actual implementaticn of
these constitutional provisions will depend on legislation to he enacted by

the new Congress.

Through the Local Rasource Managenent Prpjece {LR®M), JSAI2's

assistance has been focused on improving local planning and on using locai
PYD's to increase the income and well-being of targeted poverty groups in
selected areas. The 1937 external evaluaticon of the LAY Project consluded
that over its four-year existence, the Project has made slow but significant
progress in re-grienting and strengthening local level desvelopment glanning.
Provincial and municipal govermments have been effective in
nlanning and implementing projects to address the needs of poor groups with
LR funding, but few have used the LRM approach for non-LRM funded
activities. Valuable lessons were learned from the PVC's about arjanizing and
javolving noor groups in planning and innlementing community 2ctign projects.
The evaluation cecnzluded that the LRM Prpoject is relevant o the

current priorities of the new Sovernment and USAID, but changes in ezonpmic
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conditioans require changes in the preject design. For exampie, L™ has heen
tarjeted on the poorest of the poor and has been reaching very limited numbers
of beneficiaries. However, since 503-70% of the rural paculation are now
considered poor, the LRM Project needs to shift from a laberatory srientation
of testing planning approaches to a concern for replicating workable local
development methodologies and effecting programs which directiy impact on
widespread rural poverty.

The evalyation also recomended that the complex prganizational
structure of the project be simplified and that much of the manazemeat 2e
dacentralized to the the fieid. Among locally controlled tax sources, ¢nly the
real property tax has the potential (o significantly incra2ase 1sz2l governmen
income., Therefore, the evaluaticn recommendad that the troject Concentrate On
increasing revenue from this source and give top priority {0 %ax macaing
activities. Little progréss has been made on tax improvements uynder LM
hecause the coordinating unit {Depariment of Finanze! has not oraviied needad
support and leadership. Decentralization of project activitiag shauld sneed

un progress in this area.

W

The Mission and the senmiar NIDA Teadershio have azrcentzd th
general recommendations of the evaluation for improving the future impact of
LRM and will be cooperating to imnlement the changes with the greatest

potential for expanding project impact.
After the August 1987 local elections, we anticizate that the LRM
Project will be under increased pressure from new Provincial sovernors and
City Mavors to provide technical assistance and training on 2lanning 21
implemanting devalopnent and financizl imgrovement nrosramg,

capacity of LRM to orovide such assistance will alss be a high srigrity in

1987-88,
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The Unland Access Comoonent {of the RRD Project) was designed o

“test the feasibility of addressing upland access constraints by strengthaning
provincial capabilities to assist rural barangays plan and undertake the
construction and maintenance of upland minor roads, trails and foot bridges
using labor-based technology." However, with three projects under
construction, some major problems have arisen and USAID is discussing a
redesign of the project with the Department of Local Government (DLG). These
problems include (1) a young, inexperienced project staff at DLG, (2)
activities are spread too thinly (trying to include nine provinces?!, and (3}
the Tabor-based technology is new *o local particisants. USAID proooses t2
refocus the proiect in fewsr provinces so the limited resourses 2an have 3
greater impact. We propose to focus on three labor-based arsas where DIL3 has
a comparative advantage: (1) provincial roads, (2) rehabilitatian and
maintenance, and (3) community involvement. This focus builds on DL5's
renewad comnitment to create 3 permanent labor-based unit.

0. Private Sector

The Mission's activities with respect to the private sector are
directed primarily toward achieving greater productivity and profitabilisy in
non-farm enterprises. We fundamentaily agree with the principle, articulated
in the ANE Background Paper on Poverty in Asia, that AID's development
strategy in Eighties should include "the active promotion of private sector
expansion and competitive markets with an emphasis on the rapid growth of
smail and medium sized private sector firms which can stimulate off-fam
employment, and the establishment of hasic market institutions.” The Yission
has three intermadiate objectives: increase private invesimen: in

labor-intensive light industrv and agribusiness, reduced Jovernmen?
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involvement in brivate sector activities and mobilization of lonj-term
financial resources for investment,

1. Increased investment in labor-intensive light industry and

agribusiness: The Small and Medium Enterprise Development (SMED) Project

(452-0359) has heretofore focused on the provision of non-financial services
to labor-intensive rural industries, using primarily trade and industry
associations as conduits for such services. Wood furniture manufactur2 and
handicrafts have been the target industries. Forty suborojacts have been
implemented since the beginning of the project, including est2biishnent of
small business institutes in each of the five targetted regions, trade
information centers, training activities, markeling activities such as traze
fairs, and technical assistance in product design. However, virtually ns new
initiatives have been undertaken over the last year because the focus during
this periad has been Sn planning and performing an evaluation of the crojaczt
and the ensuing dialogue with the G07 and the private sector, reprasantad
primarily by the Philippine Chamber of Commerce and Industry, on radesigning
the project. The evaluation was sirongly critical of srojact implementation,
finding that the large number of disparate, very small subprojects renresenteld
a diffusion of resources with little discernable impact. The evaluatioan
recormended {(a) concentrating on a more limited number of well-defined
activities with clear linkages %o project objectives, (b) eliminating the
micro-enterprise component, which reguires a separate approach and has
different objectives, (c) including regions of the Philippines that have a
greater probability of success based on their capacity to utilize the
rasaurces provided, [d) incressing the number of targatzed indusiries, and

(e) reducing the funding level of the project. Prograss in this area wiil b2

measured by successful redesign the SMED project in aticrdance with the
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evaluation recommendations in FY 1987 and full scale implementation underway
in FY 1988,

A component of the proposed Financial Resources Mobilization
Project will be the development of a private sector company, its primary
objective to provide financial and manajerial services to “turn-around”
existing troubled businesses in the Philippines. While its initial emphasis
will be on existing businesses to respond to current opportunities that
supoort the GOP's on-qoing privatization process, naw investment poporiynitias
in the targeted sub-sactors will alsc be pursued as they present thewmsalves.
This company will mobilize domestic and foraign term canital for equity
investment in selected small scale and in medium scale enterﬁrises, with
particular emphasis given to agribusiness invesiment opportunities, fron
farming through processing to export. The feasibility studv for the company
will be completed over the naxt two months., If feasible, the “igsicn will
srovide seed capital to the company 2n 2 subordinated deht or gquasi-equity
hasis. The preferred sources of initial capital infusions would b2 unier
PL-480, Section 108 provisions; however, Developmant Assistance resourcas may
he required., Launching of the corporaticn in FY 1958 will be a denchmark ‘or
progress.

2. Raduced qovernmnent involvement in private sector activities

The Mission has been warking closely with the GCP in helping the
GOP develop strategies for privatization and in launching their privatization
program. With PRE Bureau assistance, the Mission obtained the services of the
first 8cston Corporation to maks recommendations 91 an cverall approach 12
privatization for the GOP. Furthar, in resconse t0 a request from the
Desariment of Agriculture and with the PRI Assistance, the Missipn obtained
the services of Arthur Young through the Clenter for Privatization tp develop 2

strategy for the divestiture of peripheral non-grain operations of the
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National Food Authcrity. And agair with sugport from the P2L Ryrsagu throug?
the Center for Privatization, the Hission provided financial suspart far and
consulting participation in a privatization conference in which both President
Aquino and the AA/PRE were key speakers. This conference served as the
platform for the GOP to kick off its Privatization Program.
Accomplishments over the past year resulting from policy dialogue
involving the GOP, World Bank and USAID have included: (1) the issuance of a
presidentizl proclamation creating a cadbinat level Jomittea on Privatization
asprova the sale of government held assets and an Asset Frivitization Tryst

{APT) %o serve as the asset dispasal unit; ({2) the finanzial rastructuring of

ID

seiacted government financial institutions and the transfer of 2 major 2ortica

of their non-performing asset portfolio to tha 2PT; and (3) the racomenzatizn
3 the Cffice of the President by the Presidential Lommission for 3Savernnent

Reorjanization that 125 out of a total of 2% state-owned corporaticn be

Under the planned Financial Resources Mabilizaticn project

(492-0277), scheduled for an FY 1987 start, the Mission exnelts +o suonpart the

i

privatization of the acquired assets of Jovsramant financial institutions 20

3

tate-cwned corporations. Technical assistance would he provided in the o

of investment banking, legal, accounting, soecialized engineering and other

ntantd 3!

services, to perform valuation, finance packzging, identification ¢f potential
nurchasers, and marketing of the assets.
The private "turn-around” company would suppor: privatization

efforts by acquiring companies for sale by the government, restruciuring thexd,

g e pm
POV L avrzinz

and then reselling them to interested i{nvestsrs at a orofit, Tne

company would also provide investment servizes such as anpraisal and valyatian

T3 prospective nrivate purchasers of these commanies.
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3. Mobilization of long-term financial resources for investment.

The Mission has bheen engajing in extensive discussicns with key
private sector business and financial leaders and government policymakers on
ways of improving the environment necessary to mobilize private, term
finanzial resources fcr investment irto productive private enterprises.

a. A long term solution to the problem of mobilizing Teng term
financial resources for investment in productive enterprises lies in
increasing tha effectiveness of the capital markets., The Missisn's dialogue
with government and the private sectar has been aided by 2 study zonduszted for
the "ission by a contracted capnital market specialist that focused on the
Philigpine securities markets and the legal, regulatory antd adninistrative
envircnment in which they are functioning. OJur ensuing discussions with ke
business and government figures abou* the study recommendations have led the
gavalopment of the new Fipancial Resources YMohilization project. The projlecs

nrovicde technical assistance and anciilary inputs to foster a

x
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—
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J

lopmental role for the Securities and Exchange Commission {SZCZ), iacrease
the efficiency of the securities exchanges and govarnmant bcodies such as the
SEZ, and introduce changes in both the tax svstem and the ragulateory
environient to increase the supply of securities, i.e., encouraze firmms to
1ist on the exchanges.

b. As discussed above, the Mission has also beern working with key
GOP and private sector figures to davelop a private firm that would specialize
in taking over or investing in financially distressed enterprises, financiaily
and managerially restructuring them and then selling them at a orofit,  Homcs,
this 2ntity would sesk to interest local and foreign ifnvestsrs. Cle2atine 2F

-~
-

tmancial

such a "turn-around” company is a major element for the planned
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Resources Mobilization project (492-0377). The technical assistaace reguired
to establish the entity will be provided through DA finanzing. Seed casital
will be provided through PL-480, Section 108 financing.
£. Population

Over the long term gains in economic productivity are meaningful only
if the result is increasad per capita income. Increased fertility results in
an erosion of productivity gains as well as substantially increasing the
difficultias in improving the quality of human ressurces through edyzaticn and
health services.

The current population of 37.0 million s 2stimated to b2 increasin

"°a

2t the rate of abcout 2.75 nercent per vear, and this prasents sarinis
develepmental implications: the 1983 per capita GNP will probabiy not be
ragained until 1997; to stay even with population growth, focd srcoduction must
increase 42% by the ysar 2000; schools must ;bsorb 300,300 additional cnildren
e3ch year; the economy must crzate johs for arourd 730,200 workers 2ach vezr,
Tha mast serious short term implication is the need for igh creatiasn =z rsduze
unemployment (112} and underemplovment (34%) which total around 45% 3¢ the
1abor Torce. Regardless of any future success in reducing fertility, ihis
challenge will remain serious until at least the year 2020, because a larger,
next generation of mothers and workers has already been born. Half ¥ all
Filipinos are age 17 ar younger. If 211 births occyrred among mothers aged 20
to 34 and all mothers had four or fewer children, it is estimated that both
infant and maternal mortality would fall by about eleven percent,

The 307 has had a comprehensive population program for 17 vezars, byt
since 1973 program progress has platsaged. Instityticngliy tha prog-an has

been plajued by discontinuities in commitment, managemant, tarsets and

tactics. These discontinuities have bean attributed to the lask of consensus
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rejarding the magnitude of the population problem ang strategies for
addressing it. Grzater consensus among tha deveiopment planners, the
implenenting institutions, the politicians and tha Church is highly
desirable. Greater consensus ameng imolementing institutions (POPCOM, DOM and
NGOs) and development planners is essential.

The goal of cur population program is to reduce the population growth
rate by increasing the pravalence of voluntary use of safe, lejal methods of
contraception., The objective of our population project is to increase
contracentive availability, utilizaticn and effectivenass of use. An
evaluzticn of the project, conducted early last year, found that concrets
acrievements of the populaticn progrizm - roughly 50% of exsaztations as

* - -
viienie Q7

L1 4]

ayidenced by an estimated annual increase of roughly 1% in the pr
progran methods and slight hut steady declines in the total fertiiity rate -

kava been almast completely offset for.tne past 10 vears bv unfavoradle

saaw

changes in th2 ade structure, and declines in both ag2 3% marriage and

2 "~

braastfeeding. In aiddition, desired family size his remained high at 4.C
childrzn, so if demand were fully mat and each cousle had only thez nunder ¢

-

waun

W
(¢4

children desired, under the most optimistiz assumptisns, 4he sopuylaztion
rate would fall only to around 2.1%.

Since progress has been hampered by eroding comitment and faltering
implementation, the Mission's intermediate objectives are to: (1) oromate 3
nolicy dialogue Teading to national consensus on the need for 2 strong
population program; {2) imorove GJIP inter-agency cailaboration and prozran

orgznization and implamentation; and {3) explore altsrnative mechanisns #or

of

supporting private sector services. Azhiesvemznt o7 thegs “ateemadialea
objactives will be necessary to effestivaly pursu2 pregram activities whiczh

will increase the pace of progress. T move heyond the Zurrznt plateau,
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orogram activities should be more focused on: delaved marriage and firse
birth; stacing of subsequent births, eszpecially the second; and reducing
desired family size.

During its first year in office, the Aquino Administration has not
ctarified its position on population nolicies and programs. In sumary, ths
progran has been drifting while the 5CP comes to grips with decisions
regarding where the GOP's Commission on Ponulation (POPCIM) will be nlaced
and what its role will ba., President Agquino racently signed Ixecutive lrdar
Na. 123 which changed the Senartnent of Social Servizes 3ad 3avelopment o t-2
Deoartment of Social Welfare and Development (DSWD) with POPC3M atiached,
DSWD Secretary Pzrdo Do Tavera has advised A0 that she wishes %5 mova the
PIPC program fron a :ontracept{ve tc a welfare orientation with new
initiatives in Tivelihood programs, Temale education, child survival and
fertility awareness. These proposed changes have generated Considerasie
dahate within the GCP 314 among various NG3s. The Sazretaries o7 Health 3nz
WA reportedly oppose thess changas and are arguing ‘or a stronger population
prograt. Although a key development <ssue, populaticn policy formulatzion
arouses potitical and religious sensiti as whizh oftan com ate
rasotutien and introduce equivocality. While this debate crnntinues, the
Migsion is careful to avoid confrontation, but we are consistentiy exoressing
our interest in maintaining an assistance effort aimed at offering safe,
legal, voluntary contraceptive choices to interested da2neficiaries. Although
Sacretary Pardo de Tavera's proposed directions for POPLCM are Zl2ar, these
changes have not been endorsed by the POPCO't Board. The Jepartment of H23ltn

T
nafa3 o
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and N32s are interastsd in continuing traditicnal fanily 27
however, the GOP positicn concerning external suppart for these effortg i

unciear. In essence, over the last vear unceriainty concerning whether an? 2
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whnat extent the G632 wishes to continue to try and lower the popuiaticn growsn
rate through family planning, including motivational programs and
contraceptive services, has increasa2d and resslution has proven %o be
increment2l, slow and somewhat unpredictable.

During the balance of FY 1937 our strategy will have three basic
thrusts: First, our dialogue with the National fconomic and Development
Authority {NEDA) will be aimed at building a consensus that {a) reducing

pocualation growth is part of the solution to the countrv's econsmnic prohlems,
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and {b; the current pcpulation program is unlikelv to achd

objactives in the Medium Term Development Plan for 1937 ¢2 19
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and imoliementation. Specifically, 2s soon as operaticnal leval zpsointmen
within the Department of health are arnounced, we will investigate the
Jsotential for a more active rale hy tre Depariment of Health in promoting,
azvising and involving its fi2ld units in fanily zlanning efforis. A orima-y
thrust of this strategy will be emphaszis on proper birth spacing as 2 key
factor in child-and-maternal-survival. Third, we will aggressiveiy explore
altarnative mechanisms for supporting expansion of private sector family
planning activitiaes.

PP ITl will be our project vehicle for pursuing the abdbove strategies
through FY 1987 and perhaps beyond. During the balance of FY 1937, we will:
initiate a needs assessment to identify 1988-32 popuiation/family planning
assistance requirements of interestad GOP and nrivate/NG2 srjanizaticns and

pronose new rY 1989 assistance plans.

F. Health and Mutrition

A major intermediate objective of improving the human £apital Sase is

to imorove the delivery of health anz nutrition services which impact
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on improving the lives of the rural poor. Activities in health include
anccurajing needed health policy reforas, demonstrating viadbility of private
sectar financing schemes, improving cost-effectiveness of current servizZes
imolementing better epidemiological planning and surveillance and imoroving
rural water and sanitation.

To date, progress in the healtn sector has been slow, as evidenced by
the Primary Healih Care Finanzing, PHCF Project {492-0371) evaluation which
indizated that a recrgzanization was necessary to redirect 2nd accelerats
implementation. Because of the February 1986 rovpiution, these
recormendations could not be implemented until the naw GIP health authorities

ware in plac2 and reassessed the project. As a resuit, earlyv TY 1387 was

ct

ntensive reprograrming and recrganization o€ the preject

—ty

devotad to

incorporating the evaluaticn recommendations., This recrjanization places all
project management responsibilities under the Department of Health (2740 while
restructuring the finanging schemas component 5 provida D2H 2 direct role 0
the sélectian and design of schemes fcr testing. The revised profsct has
added a1 new immunization component and an enlarged comunicatisn/pudlic health

promotion activity, both aimed at moving the serviZe daiivery element

-
-

{"‘

[ ]

tae
project toward child survival objectives. This large scale social marketing

for awarensss building, along with the support for cold chain compditiss and
other immunization program inputs, will contribute to achisvement 3¢ 72% full
immunization caoverage of the undar one population by the end of 1952, and 20t
by 19990,

Outputs of the policy studies component of the 2rIF projact Zuring FY

1987 inzluded: & Barangay Health Worker/Midwif2 study showing the critizal

training and supervision a¥ these frontline health workers; a comoranensive

assessment of vaccine production facilities and nees {&labang Lad Studv); anZ
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a study of the nation's 28 medical schaols with controversial razommendations
for future changes in the quality and guantity of these schoois. Each of
these studies, as well as two completed prior to 1237, have important policy
implications for the cost-effective delivery of health services. Studies
plannad for 1988 and beyond will include operations of city health desariments
{previously outside DOH control); hospital and health services management and
operations; medical manpower development needs; and impact studies of hig
priority public health programs.

Whiie only two small financing schemes were iritiated prior to FY
1987, during 1937 and 1988 at leas* four major financing schemas will he
designed and piltot tested. On2 of these, 2 large '] feasibility study for
Tabor unions in Metro Manila, is now underway.

Qur emchasis in the area of rural water and sanitation has shifted
from construction to imp;oving the cazabilities at the local leval 10 nanaze,
operate, and maintain rural water suoaly systens. This entz2ils not only
assistance *o the lozal water assaciation, but alsa the strangthening »f uails
at the national level %o improve their capadbility to provide jquidange,
supcort, and training tc *he Tncal water associations.

During the implementation of the Barangay Witer Fraject efforts were
made to train the staffs of the local water associations. An evaluation of
the project has shown that in spite of this input, the staffs of the lacal
water associations were not effectivaly managing cr operating their
facilities. The Mission has designed and bagun tc implement a new Droject,
Rural Water Supply and Sanitation which focuses ¢on the training of trainers 2t
the national level, and in assisting these trainars in their develzcmant aaz

the strengthening of the local water essociations. we belisve thzai ths giaff

of trainers devaloned under the project will be able to continue trair
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assistance to local govermmental units and water associations, providing
assistance to new assaciations and to continue oversight and support of
functioning associations. With this continuing assistance from tha central
government to the local governmental units and water associaticns, w2 exdect
that the local water associations will be capable of effectively manazing
their operations.

Over 830 rural water supply systems have been constructed under the
AID funded Saranzay Water Projects. 3arangay water Project No. 2 has baesn
extended urtil December 31, 1987 to enabl2 ongoing construction to be
completed. AID will continue to support the construction of rural water
systems under the new Rural Water Supply and Sanitation Project, dut only
where Tocal water associations are first formed and participate actively in
initiating and planning their water systoms. Our target is to construct 132
new water systems during the next three vears in conjunctisn with efforts %2
i

strengthen and improve managemant and op2ration of local water assaciztions.

In order to assist the GOP in improving nutrition amang poor mathers
and children, the Mission has relied extensively on CARE znd Catholic Relief
Sarvices (CRS}, as PL-480, Title II sponsors, working closely with varioys 32°
agencies.

Our support to CARE and CRS programs was substantially expanded ang
enhanced during FY 1987. B8y FY 1388 these programs will b2 reaching pver 3.2
million persons from the country's most at-risk groups. The major new and
expanded components of this program will bring the distribution ang
administrative capabilities of cooperating sponsors %5 Tull capacity in FY
1988. These programs also involve major increasss in Tocal support costs
winich exceed budgetary allocations to the 30P's participating Jepartments.

In FY 1987 CRS began increasing its rezipient levels and converting

its targeted Maternal and Child Health Program to a full-scale Child Suyrvival
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Program which will eventually involve fourteesn separate intervaenticons. Tha
implementation of these intarventions will begin in FY 1388 with a recipient
leval of €53,000 persons including 80,000 in Negros Occidental. CIRS' DJay fare
program is also being expanded and is projected to reach a level ¢ 470,000
infants and preschoolers including 40,000 in Hegros. These pregrams will
provide about 300 calories per day to recipients.

CARE's expanded nationwide program will reach its 1.85 million target
Tevel of recipients in FY 1988 including 1.4 millien primary school children
2nd 433,000 infants and mothers participating in the day care srogram. Tn2
school feading program provides 250 caleries daily for primary schos! Zhiidren.

A special, geographically focussed two-year emerie-~cy suptlemental
feeding program also spansored by CARE was Taunched in mid-FY 1987 <o ¢ope
with serious malnutrition problems emanating from the seveve economic
deoression in Hegros. This program irCreases both the levels of recipients
and rations for targetted beneficiaries and utilizes lctelly procured producls
mixed with Title II Commodities to increase and sustiin nutrition lavels.
Recipient levels are heing increase from 56,541 under the former CARL progran
in Megros %o 230,000 recipients inzluding 90,000 recipiznts absorsed from the
UNICEF program in April, 1987. The program’'s nutritional target is %z srovide
350 calories for infants, 500 calories for pre-schopl children and 702
calories for primary school children which constitutes about one third of the
recommended allowance {RDA) for these groups. The strategy for achieving
these nutrition levels includes: 1) adding high calorie comodities such as
edible oil to rations, and 2) double-feeding by providing a sacond wet or drv
take-home ration for severely malnourished carticipants.

G. Education

Education is not a priority sector for the 1325-1230 LDSS. Thisg is
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arimarily due to the lcng absence of AID from the eduzation sector in the
Philippines, lack of staff resources and the large ang long-term presence of
the World Bank which is on its second education sactor 1o0an and planning for 2
third. Although there has been for some tim2 a recognition that the
Philippine educational system was not 3s good as it once was, recent studies
have shown that the system is in serious decline. Under the Training and
Development Issues (TDI) Project, the Mission, along with the Asia Foundatien

and thz Ford Foundaticon, financed a major evaluation study of the 3CP's

2ilinzuaY Sducation Program.  This program had been cited Dy critics as the

cause of declining achievement scores of Filipino students. The study
dozumented that the real causes of declining achievensnt sigras were
incompetent teachers, poorly managaed schools and lack of textbooks and sther
instructional materials. In the study, on tests adninisterad tc Grade 4,
Grade 6 and high school seniors, the average score was less the 50 psrrent for
all core subjacts. Proficiency tests were aZministered o 352 teacthars of the
same grades. The average scores in each subject area was less than 40
percert. Grade 6 teachers scored higher than Grade % but high scrool teachers
were no more proficient than Grade 6 teachers. Tha study showsd that even the
best schools were seriously deficient in many areas.

Recognizing that there are numercus constraints to how helcful it can
be, the Mission has undertaken several limited initiatives to deal with the
quality crisis affecting the Philippine education system. Thes Mission began a
new Participant Training Project dedicated to upgrading junior faculty serving
in pudblic and private universities, primarily those outside Metro-Maniia. The
Mission also extended a grant to *he Asian Institute of Managere~t (5 ensure

that it could continue to provide quality gr-aduate training. At %he reguss®

of the "ission, TOY personnel from tne 5&T Bureau recently terformed an
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overview study of the education sector. This study together with sther
special studies of the education sector sponsored by USAID and the World Basnk
will be used to explore future program options. Given present staff streng:h,
howaver, the Mission is Timited in its ability to assume effective management
of a significant increase in education sector activ%ties. we expect that any
new initiatives to be undertaken will be of a type not demanding significantly
greater Mission management time than the present portfolio.

4, Puhlic Administration

Under the Development Initiatives {3I} czmponent of the Trainingy anz
Davelopment Initiatives Project tha public sector is being assisted in
improving policy analysis through research and the provision of teéhnical 214
managaenent services., Individuals and institutions have been commigsigned <o
conduct specific rasearch quided by 2 Steering Comiittee composed of

enior-level multi-agency government cfficials so that ressarch outnuts feel

[T

directly into levels of government rasnonsibie for policy fermulation,
development plans and policy reviews., Two major long-term studies hava baen
completed and have already elicited active policy correctiva actions. In ans,
the 3ilingual Education Study, resszarchars soujht to detarmine whalther or a3t
the bilingual education policy (BEP) of the Phiiippines is the main element to
explain the variation in the academic achijevemant of students. The study
revealed factors quite apart from BEP as causes for the decline in achisvement
angd deterioration in the quality of education. Relevant findings have already
heen incorporated into a GOP Revised Policy on Bilingual Education. A second
study on the National Internil Revenue ({ode during the period 1583-25, covere?
four modulas: Extent of income tix evasion in the Philicpines; bekravicral
patterns cf taxnavers in complving with tha2ir tax cbligations,; structural

analysis of the income tax law %0 de*ermine loopholes and tax shelters; and
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efficiency of the administrative machinery in tax enforcement. & number of
proposed reforms grew out of the study including structural reforms, ths use
of standard deduction ratios, ceilings on some forms of deduction, the
estzblishment of presumptive income tiax levels for self-emploved taxnayers,
and a higher withholding tax rate on sa2condary employment income. Much of T2I
training is in the field of policy analvses designed to upgrade the cadre of
analysts who work in the GOP's development oriented agencies

Othar assistance 2irected at nudblic administraticn irzlufas a senarszts

activity to upgrade the country's statistical dase. dnder a JSAII-fynded
Family Income and Expenditures Survey {FIES), teczhnicz) asgistanze from the

U.S. Bureau of the Census /BuCen) to th2 National Cenzus and Statistizs 2ffice
(RC32) for the 1985 houszhsld income and expenditures survey is generating
provinzial level income and expenditures data and new CPI waights., In reford

processing time, HCSO has just published the final national iadles. Ue expazs

LJ

tha rezional tasles to bz puhblished shortiy. Bulen has alss set u;
prograns and document bases for future use. The Mission is spcasoring 2 3ulsn
assessment of NCSG's capacity to handie the 15930 Population Clensus and other
related surveys.

A new addition to public administration susnport will be directed at
the Department of 8Budget and Management. Public sector scending continues to
accelerate and the government's financial resources are continually strainsd.
The public is increasingly concerned not only abaut how th2ir mcney is
allocated but also on the accountability of government officials. The problen
revalves around deficiencias in the existing budgating, accounting, auditing
and manazement informatisn systems which must be rectified., The oresent

antiquated systems cannot cope with the Targe volume of data that must de

e

proczssed, nor efficiently gsnerate reliable and relevant infsratisn needed
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by the 30P to make timely management and operating descisions. Thus, the 3T
has sought the USAID's assistance in improving its presant financial
managenent and reporting systems including professional technical resources

and other related support.

ITI. SPECIAL CONCERNS

A. Accounting for ESF Nea-Project Assistance

Titla Il of the Foreign Assistance Ralated Progranms foorsoriaticres
Act, 1837 requires accounting for hotn the dollars and the pasys of cur IS5

non-zroject cash transfers. The Mission has enterad into negotiations wit

tha 507 to accomplish this., The G3P has agreed in principle to dancsit the
daollar cash transfers from us in a G%? owned spesizl zccount from whizh dallar

pavments will be made against its debt servicing requirements to ULS. banks.
Hoxever, with the recent agresment reached con rescheluling the cormerzial dam
dent cf the Philinpinas the payments would be very slcw and tha 33° wogls
orefer to close out *the account within a brief pericd of time. The 50P nas
nzw asked that we include payments on the debt sarvice to both the World 3ank
and AD3.

As the dollar transfers are effected the GCP will also be reguired %o
simultaneously denosit an equivalent amount of local currency in another

snecial account from which budget support transfers will be made. This

account will also he owned by the GOP hut withlrawals from this azcount wil
each need the specific pre-approval of the Missicn based on a statenment of
projected expenditures from the general fund for agreed budget categories by
quarter.

The hasic manitoring documents for both special actcounts will bhe

quarterly reports submitted by the GIOP to the Mission showing the aztyial Jses
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of the funds. The Mission will then perform samnle testing cf paymant
traznsactizns for the dollar special account and reconcile the local currency
speciz) account withdrawals 2gainst the Mission's withdrawal pre-acorovals.

B. Special Efforts

A key element of the GIP?'s counter-insurgency effort is rural
construction in NPA (New Peopie's Army)} affected area. In most of these areas
the security risks are too great for civilian contractors t¢ operate.
Therefore, the burden of censtructing and maintaining rur2l roads, bridzag 2n
sther infrastructure falls upcn the Enginesring 3attalions ¢f the Arai “oroes
of the Philinpines (AFP). Mismanagement of the defense estadlish—ent undar
the Marces administration left these battalions wozfully short of the earth
moving equipment necessary o carry oyt these tasks. 79 assist the 307 fk
this aspect of its counter-insurgency program, the Hission proposes %o
transfer §15 million in ESF %o thz D0D under the authority of Saction

rits

wdy

amert und

L]

5§14{2}{1) of the FAA. DID will procure the needed 23u
procedures. The ecuipment will be consigned to the GOP Jevarinent 5F Pud
works and Highways (DPW4) which will have permanent titlz $5 the sguinment.
DFWY will, nowzaver, lease the =quipment %o the AFP for nurscoses of carrving
out rural infrastructure construction and maintenance. The leass z2greement
will prohibit any military use of the equipment. At the same time, the
Mission and the Joint U.S. Military Assistance Group [JUSMAS) will reach
agreemant wherein JUSMAG will assume the burden of monitoring the use of the
equipment.
At the request of the GOP, the Mission is undertakinc a special

nraoject to assist the Cormission ~n Eiections [IMEL

the electoral svstem. Th2 prcject aims to strengthen ZMILIT's capadility

$T§e A
-

o promate an efficient elactoral system which will ensure the crezinilicy

the electoral process and will help create a siadle polizical snvironment
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conducive to economic develonment. Specifically, it will enable IMILECD

create a computerized voters' database for the entire coun‘ry which shzll ba
used primarily for electoral processes. In addition, the prsject will develas
an improved system for updating, revising and purging thz voters' file, and %o
establish a system for access to the database for analysis, inquiry,

- dissemination to political parties, gevernment entities and other interested

parties.
COELET 1o

u-l—t-\'

Creation of this voters' data file shzll enadle

1. depict the actual current voting pazulation of the country,

2. update for additions (new registranis), revisions {cha~ge of
status, domicile, etc.) and deletions (d=aths, migrationi;

3. oroduce lists for analysis, dissemination %5 poiitical parties
and for use by tha Comission during elections;

4. tabulate electoral results; and

5. daliver services to the [OMELEIC's various 2lisnt2l2,
® \ oy

The project will be financed with G3P owned local zurrency prozeeds
from other Mission programs.

C. Housing Guaranty Lending

®. Housing is a major problem in the Philippines and a priority consera
of the Aquino Administration. The Wo-ld 3ank is now developing a sizeasle
structural adjustment locan for the housing sector, tied to policy reforms
rationalizing the GOP's institutional structure and promsting greater privats
sector participation in the provision of low-income shelter. With the
December 1985 signing of Executive Order No. 90, key GOP pglicy reforn has
hegun crowing. The Mission has heen anpraved for particisation in the

- HWorldwide Private Sector Housing Guaranty Project and authorized 42 seax

pronosals from interested private institutions for up to $5 milliec~, Sased ¢n



- 33 -
initisl expressions of interest from banks and private developers, the Mission
arranged for the RHUDO representative %2 brief interested parties sn the
detsils of the project in early April 1987, An information factsheet and
guidelinas for proposals have been distributed to potential participants. «We
expect %o receive’several proposals that will qualify for guaranty financing
in the coming months. The Mission has no plans for a trad<tignal HG program
at present.

D. Pipeline and Martaage Analysis

At tha close of FY 1583 tha DA pipaline was $145,138 =i licn ans the
mortgage was $58.80%2 million. At that time there were totzl active
oblizations of $231.756 millicn of which nearly $33.2 millicn was oblizates in
the last month of the fiscal vear.

Expenditure rates have ¢onerally been increasi=g. Ouring the firss

gquarter of FY 1988 expenditures incr2ased by 22% comparad ¢o the Yast guarser

of rY 1935, The secsnd quarter of 7Y 1936 showed a continuing unezwd trend o0
£0% over the previous quarter. During the third quarter of FY 1383

expenditures decreased by 38%. This dacrease is attributed to %he siowing
down of loan disbursemsnts by the GOP in anticinatisn of th2 1san %o grant
(L/G) conversion which took place on Aujgust 30, 19856. In addition to the
temporary decrease in expenditure rates, two other factors contridbuted %3 the
size of the pipeline: (1) in the case of incrementally funded projects, new
FY 1935 funds were added at the same time that the Project Agreement
Anendments for the conversion were signed and, (2} large new prajacts were
signed-up in September thereby further building the piczline. The sharp 73%

increase in expenditures during th2 last gquarter of FY 1885 was mos2ly Zue =3

(1}

"

i

processing and making disbursements which had baen held pending ¢

cenversion., During the first quarter of FY 1987 expendituras inz-2z5¢< ag2in
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by V3% compared to the last guarter 57 13236 but were reduced %o a negative
figure during the second quarisr due t5 over-accruals at the end of the
preceding guarter,

There are, in addition, several general constraints 2n imple=entation
which have been hindering project implementation causing erratic pipeiine and
expenditures trends.

1. When Przsident Aquino took office, she ordersd a complete review
57 all governnmest departments and agencies with the objective 2f recrjanizing
then and streanlining oparations. The review was carried ou% by the
Presidantial Commission an Sovernment Reorganization (2C533) which recomendad
som2 degree of reorganization for sach department. Most of these
raorganizaticn plans have been with the President's office for six nonths Sus
vary fow have been acted upon., Nevertheless, details of the regrzznizations
Wave hacome known in the varinus dapartments. That is, thare are many
officials who know they will bSe fried, reduced in rank, transferred 10 2t
duties or promoted once the reorganizaticn takes place. This creates ssve-e
morale prob1ems~and a reluctance *o act on difficult or controversial issues,
In some cas2s, officials have Teft in anticipation of the recrganizatica. Is
aother cases, agencies have attempted to cope through intarim arranjements.

Both sjtuations have led to constant reshuffling of project managzement

personnel.,
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2. Baczausz government revenue cnllectisns have not matched
projections, the GOP has delayed releases cf Advice of Allotment [AA} and lasn
Dishursement Ceilings (CDC) resulting in little countersar: funds or peso
releases being made available to the implementing agencies.
3. Finally, *the schedulirng of elections in May and August is

affecting disbursements for the second and third quarters of FY 1937 and will

also slow down disbursement rates for the fourth quarter. GIP regulations

"

withia &

L ]
th
w

forsid certain types of contrzzting, procurement, and fund reiea

davs of an election. Consequently, projectad expenditu-ss will 3zafn 211
shert of targets.
In FY 1987, the DA JYS was reduced again from an aiready vastiy

reduced FY 1935 level. Conseguently, Two proposed new starts, ¢f a plaane
four, w2re cut from the portfclio. Aisc, the fyrding level programmed for

ingrenentally funged crojects was reduced. In FY 1935 ue wers ab’s t2 g2

in

with these reducticns by supolamanting the CY3 with reoblizatisns or

¥ ongeing

[ %)

decbligated funds. Ne plan 2o continu2 t2 monitor imslsmentation
orojects very closely so that we can dz20bligate funds from siow-moving

asrajects and reobligate these funds to faster-miving ¢n3sing or asw projacis.
Other resources, such as PL 480 Titles I, Section 41¢&, or Title il

Section 206 are limited in th2ir us2 %o cover reduced DA levels. 7o date

these resources have been used for support to the GI° and tied ¢c the 52P

meeting policy conditions thereby 1imiting the opportunities to direstiy

support the DA portfolio.
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» L
MONTHLY CBLIGATION SCHIDULE - FY 1857

i ATl
Honth Project Amount Toral o 2vB
»
. April 0367 PYQ Co-Financing Il 144
April 0395 Enterprise in Lommunity Dev. 1,250
April 0397 Participant Training 1,0C0
. SUBTOTAL 2,3%4 2,388 2,837 2.8t
4 May 0343 Project Design 3,000
May 0355 Farming Systems Dev, - E.V. 1,000
May G357 PY0 Co-Finarcing I 2,856
May Q325 Accelerated Ag Producticn 1,875
May 0301 Rural water Suzoly 3,778
May 0387 3udget Support Program 150,008
- . . sn mmoiza =
SUBTOTAL 162,606 185,000 &z .CIfiil:
suns €374 Regional Development Fund &7,000 232,200 17,8381
July 0377 Financial Rescurces Mpbilization 250
- July 0403 Financial Manacement Improv, 780
SUBTOTAL - 1,060 213,003 £.35787,
~ALTUST 3220 Bural Infrastructure 34,180 24T,09% 0 TE IS
T3 3D 2LTIRMINEZD - NASP Zivic Acticn Progranm 15,003 252, =L £.72 Il
-

Lak

(1]



MONTHLY Q3LISETION SCHIDYLE - FY 1938
{002
CuT. SIT Il PO
Maonth Project Amount Total Tz oY%

February 0381 Tech Transfer for Dnergy Manag. 100
February 0371 Primary Health Zare Financing 547
February 0367 PVD Co-Financing I 500

SUBTCTAL 1,147 1,147 £.827 §.82
March 0385 Enterprise in Community Dev. 1,000
March G387 PV0 Co-Financing Ii 750

SUBTCTAL 1,752 2,837 13.if Tonss
April 0367 FV0 Co-Financing 11 750 3,847 $.7718.08
May 0356 Farming Systems Dev. - E.V, 1,93G
Hay 0357 PYQ Co-Financing 11 1,002

SUBTOTAL 2,002 S,887 TR 331344
June 0335 Accelerated Ag Production 1,125
June 0377 Financial Resources Mzhiltization 1,478
June 0403 Financial Managerant Improvement 732

SUBTOTAL 3,323 §,220 Iz TR ofmoIil
July 0386 Population Sectcr Support 2,000
July 0406 Child Survival 2,000

SUBTOTAL 2,000 Y3000 :LUTTOTITLCC
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MONTHELY O3LIGATICN STHIDULT - Fy 1388

133y
Tum, BLT I 3T
Month Project Amount Tatal PR
jarch 0295 Entergrise in Community Dev. 1,002
Harch 0479 PV0 Co-rinancing III 250
SUBTOTAL 1,230 1,258 .52 2 82
May (385 Accelerated Ag Production 2,000
May 0419 PYQ Ce-Financing IIl 1,000
May 0377 Firmancial Resources Mobiliz. 1,000
SUSTCTAL 4,050 B,Z3 0 3I.TToillEs
Juna G203 Financial Management Improv, 1,030
Junse 0395 Population Sector Sypport 2,002
June 0406 Child Survival 3,002
Juna 0413 PY] Co-Financing III 7,000
SUBTOTAL 7,00 12,230 T3 8z slilzd

July 0319 PYD Co-Financing III 730 13,302 §LITI2LA



]
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ray Amendmant

USAID continues to make a concertsd effort to supsors the Gray
Amendment. The Early Alert system has been fully implemented ani is includse:
in every PID and PID-Tike document/zable. In addition, effective with receint
of ALD/W gquidancze c;ble. all PPs, including thase approved in the field,
contain the Mission Director's Gray Amendment fertification.

In FY 1986 USAID established a policy that to the extent possidle
whenever a Procurement Services Agent (PSA) is used all U.S5. comodity
procurement actions will be asardsd 0 Gray Arnsniment gqualifying PS4, In 7Y
1985 $3%,168 in cormodity procurenent value was channelied to those firms. St
far in FY 1987, $11,200 has been channellied to Gray Amendnent qualifyving firg
and we will continue to follow this trend,

dith regard %to contracting for servizes, USAID raviaws each project
evaluation, design and redesign reguirement for possinilities ¢f involving

In FY 162

(93]

Sray fmendment qualifying firms., , 33,224,052 was channeled 42 suzn

firms using project and PD&S ressurces. This includes tway la~ge myiti-y
contracts. In FY 1987 we plan to channel an additional $500,330 for oroject
suppart, evaluations and redesigns. With rassec? £o thase numbars, we 12%:2

that although our 0YB is high in dollar amount, the much larzsr ZSF component
has been devoted exclusively to local costs either for rurzl infrastructure or
subject support. Only a $15 million 0Y3 in DA was provided in FY 1336 and 2
$13 million OYB was provided in FY 1987. Only two of the new orojfazss fynded
from the $15 millicn in FY 1986 contained U.S. technizal assistanze compone=
and we intend to use an 8.a firm for one of these {(Rural ~ater anzs Sanitatiaon

Project).
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IV. Mission Evaluaticn Plan {FY 1388-89)

o
~-

The strategy used in the FY EB/8% Evaluation Plan is a reiteration 2f th

<

evaluation strategies used in previous years, wherein evaluatiosn is viowe:
primarily as a tool for improved project management. In addition, the
approach used responds to specific monitoring needs of projects scheduled for
avajuation and the activities' implementation stage. Thus, decause several of
the projects are of the rolling-design type and fow are currantly ready for
ccmplation, the hasic evaluative methodology used is orofess-orianted, cearaz
towards assessing effeztivensss of the implemantation strustures and f-oeoying
thesa whare found ineffective.

&, Impact of Evaluatien 2s Managsment Tool

The five most recently completed avaluations reftlect tne Mission
Fvaiuation Strategy. Between tne 3rd gquarter cf FY 85 angd the Znd Dyzartar 2f
FY 87, the following projects were evaluated:

1. Training and Jdavelopment Issues -~ ({492-334C)

2, Small and "edium Interprise development -~ {832-02355]

3, Non Conventional Znergy - ({292-0294)

4. PV0 Co-Fi II -~ (4392-03587)

5. Local Resources anagement {432-0358)

In the case of the Training and Jevelopment Issues Project [T21), the
evaluation identified structural problems affecting imdiementation ang
recommended wiys to improve management efficiency. 4s 2 result, thers was 2
significant increase in number of subprojects and activities Fundad tnroygh

T8I project aftar the evaluation, In addition, both the imslemanting agenty

“

he Mission are stressing efforis to crient the Davaizs-ant Issuss

r

and

componant to he maore resnonsive to Yong term oaliry-Takinr m2afs aF tee 31T,
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The 3mall and Medium Snterprise Develosmant {SMID)

- ]
sraiact evaiuatian,

highly critical of the design and implementaticon process, Jed ¢35 sevaral
racomendations which are expected tc imarove progress. it found that the
large nunber of disparate, very small suhprojects represented a 4iffysign of
resources with 1ittle discernible impact. Consequently, the evajuation
recommended further streamlining of project activities and funding., Redasian
efforts will be initiated as a direct result of the evaluation. Also, there
will 52 major deobligation of funds,

-

The Nanzonvantional Energy (Nonacon) oroject svaluaztion Took 2

-

differant tack, Although the oroject was due for completisn in Sezemder 31,

-

75938, the evaluation dig not focus primarily on the Nonzan's impact. Ratra-,
the avaluation was forward-looking, seeking wavs o further enqance the
contributions of the projest beyond PACD., 7o do so, the evaluatizn fooused an
identifying necessary data 9 help private-sector investment ina
noaconvanticnal snargy technolojies. In adgition,
of the praoject, during which stens can be taken o0 2ssist the 53IP and tne
Philipoine nrivate sector to better prepare for the projsct phase-out.

Tha PY0 CZg-Fimanzing I project avaluaticn was intendad, i1 nart, as
background for the Mission's request to supplement the project’s funds ~ith an
additional $5 miliion for the remaining two years of the praojact., Wmile still
early in implamentation, the evaluation determined that its zrogress is
excellent, showing that growth in PVO capabilities is partly a resuylt of USall
funding suppert and, in part, of USAID's efforts to train and assist 2v3s ia
nlanning and managing projects. Other recommendations were fastgorsd
cdesign of the praposed PVD Co-Financing Iil projert,

Finally, Local Reszurces Mamazement projest [L3Y7 ey2® i atian zorivad

| !-
{)
wd
1Y)
-3
(%9
>
[%
"
e

1]
"

g |
ral

¥
th

at conzlusions and recommandations to improve implemantats
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T

preciest to meet significant changes in nationzY conditions., It Z2t2rwings the
nesd to emphasize decentralization of proiezt manzzement, while at the same
time simplifying organizational and manajenent responsibilities and
procedures. More specific impact of the external evaluation ¢n sroject

implementation are discussed elsewhare in the action plan.

B, FY 1987 Proiects Evaluated ¥S, Flan

Four projects were scheduied For evaluation in 7Y 87. These are

Tisted in Table A, as wall as the status of sach evalyaticn. Zf the foyur

only Local Resources Management was evaluated, and thera ig 1itids T9¢s haod
that the res® will he within the remainder of FY E7. The reasons for
astoonemant are explainad in Table A,
FY 1637 Prajects Tyaluated vs. Plan
Project Titie & Number Svalyation Status
1. Local Resources Yanacement Zomzletad 2nd J FY 37
492-0358
2. Rainfad Resources Deavelopment S¥h°du1=d for 3rd § FY 87
452-03685 Postoonad. Redesizn effar-l ising
avai?ab!_ infsrmatian was comtuoted
instaad,

3. Primary Health {are - 0RT Component Scheduled for 15t Q FY 87
492-0371 Postponad., Implementaticn arazress
delayad, owing 1o woicsh Ihere fg
little 2 nva‘ua*ﬂ
&, Primary Heal*h Care-Financing Schedyled far 34 3 7Y 27
492-0371 Will 5o posTponed. Final imnazt
evaluation will de condusted
instead towards the end of pwzject
implemantation,
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C. FY 1882-89 fvalua<ion Schedule

Table 3 lists evaluzticns scheduled in FY B3
projects are scheduled for evaluation in FY 88 and four in FY 89, wit»
of arojects nearing complietion or which have recently been

compieted, the buik are process-type evaluatisns geared towarss assessing

implementation effectiveness or t0 help the Mission redesign the priferts.
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