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THE INFORMAL SECTOR INITIATIVES PROGRAM 
IN THE PHILIPPINES 

I. PROGRAM SUMMARY . 

The informal sector plays a key role in the economic structure of 
the Philippines. According to some estimates, nearly 50% of the 
nation's domestic output is generated by the informal sector. 
Though this estimate may be high, it is certain that a 
considerable portion of the labor force derive their incomes from 
informal activities. Changes in laws, regulations, and policies 
that increase the efficiency of resource use within the informal 
sector and eliminate the incentives for informality and by 
implication the costs of inappropriate regulation will have a 
beneficial impact on economic growth and on the welfare of those 
in this sector and the economy as a whole. 

The goal of the Informal Sector Initiatives Program (ISIP - the 
acronym in Tagalog means "think") in the Philippines is to 
increase the efficiency and productivity of the informal sector, 
so that this sector can make a greater contribution to the 
economic development of the Philippines. 

The purpose of the program is to eliminate, or reduce the impact 
of, laws, policies, and regulations unnecessarily constraining 
the efficiency of the informal sector. 

The assistance vehicle proposed is a combined program/project 
mechanism. The project components, funded at $5 million, will 
consist of four principal activities including applied research, 
advocacy, technical assistance, and training. Included in this 
amount is $500,000 which will be set aside for project 
monitoring, evaluation, and audit. This will include a baseline 
survey of the informal sector in specific locations and sectors, 
and periodic surveys throughout the period of project 
implementation. 

The program component will be funded at a level of at least $20 
million and support specific policy and regulatory changes. Such 
changes will reduce the regulatory burden, improve the welfare of 
people in the informal sector, promote entrepreneurship, and 
facilitate improvements in the efficiency and productivity of 
informals. The Mission's ongoing research efforts in this 
subject have preliminarily identified five areas that should 
provide the basis for an initial policy agenda. They include 
urban transportation, ports and water transportation, informal 
banking and credit, and two government-sponsored legislative 
bills designed to assist informals. 
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The Mission currently envisions utilizing the services of a non­
governmental organization located in the Philippines for 
administration of project components. This organization will 
(1) facilitate research activities, (2) coordinate advocacy 
programs, (3) monitor legislative proceedings, (4) serve as a 
clearinghouse for information on the informal sector, (5) support 
monitoring and evaluation, and (6) assist in project management. 

Program success will be measured in terms of research and 
advocacy activities resulting in institutional and policy changes 
that (1) raise the efficiency of resource use within the sector, 
enhance productivity, and contribute to the growth of output and 
(2) reduce government imposed burdens, which limit opportunities 
for workers and enterprises. 

The Mission seeks redelegation from AID/W to authorize the 
program for the entire $25 million. However, the Mission will 
seek AID/W approval of a policy reform matrix before entering 
into a program agreement with the GOP. 

II. BACKGROUND AND RATIONALE 

A. The Macroeconomic Setting and Trends 

During the 1980s the Philippine economy experienced erratic 
growth. An underlying robustness was offset by domestic turmoil 
and severe shocks. High interest rates on the country's 
international obligations, weak markets for its principal export 
commodities, and a sizeable oil import bill created chronic 
balance of payments problems. Unrest and an economic slump in 
the early half of the decade were followed by rapid economic 
recovery in the 1986-1988 period. Subsequently, an attempted 
coup, a typhoon, a drought, and an earthquake weakened the 
economy and undermined confidence. In late 1990 and early 1991 
the effects of the Middle Eastern disturbance on worker 
remittances and oil prices further depressed the growth rate. 

Because of this recent mixed economic record, the expansion of 
employment opportunities has been uneven. With over 750,000 
labor force entrants each year, broad-based generation of jobs 
across agricultural, industrial, and service occupations is 
required to reduce unemployment. In addition to the continuing 
flo~ of young men into the labor force, the female labor-force 
participation rate has risen sharply since 1970, adding further 
to the incremental supply of labor. 

Not surprisingly, the combination of unsteady economic 
performance and accelerating labor force growth has led to an 
imbalance between demand and supply in the national labor market. 
Between 1975 and 1985, labor force growth averaged just over 4.0 
percent a year, while employment grew at only about 3.5 
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percent. Visible unemployment reached 11 percent in 1986 and 
underemployment was estimated to be 30 percent. These rates have 
dropped slightly in the early 1990s but remain high. Despite 
GOP commitment to improve employment opportunities during the 
Medium-Term Development Plan for 1987-1992, job creation has 
fallen behind official targets. 

The reasons for the failure of the economy to generate enough 
jobs are complex, however, and trace much further back. 
Agricultural employment opportunities have been growing only 
slowly and the modern industrial sector has not created an export 
capability across broad sectors to absorb surplus labor from 
agriculture. As a result of this sluggish rate of aggregate job 
creation, the structure of the Philippine labor force is changing 
very slowly. Compounding this is the country's inability to 
create jobs for the more than one million new entrants to the 
labor force each year. 

B. Origin of the Informal Sector 

The failure of the three major productive sectors of the formal 
economy (i.e., agricultural, industrial and service) to absorb 
all new entrants to the labor force has led to the expansion of 
the Philippines' _informal sector. Some estimates attribute about 
one-half of the nation's current domestic output to the informal 
sector, up from about 40 percent in 1980. In addition, it is 
plausible that as many as one-third of all workers derive all or 
much of their income from informal activities. Since informal 
activities are largely unregistered, untaxed, and uncounted, no 
one knows the exact size of the sector. 

The informal sector arises when economies begin the transition 
from agriculture to industry and employment growth is inadequate 
in the formal sector. Employment is self-generated in the 
informal sector by individuals, families, and microenterprises, 
drawing largely on their own labor, skills, and funds. Social 
connections such as kinship or a common place of origin help 
bring labor and other resources into production; management, 
where required, is often predicated on personal relationships 
rather than professional hierarchy. Sidewalks and streets 
provide space to sell or work. In these ways informals make 
something out of nothinq and subtract little from resources 
available to the formal sectors. 

Typically, informal enterprises are small: a survey of Metro 
Manila found two-thirds of them had only one or two employees. 
(Alonzo 1990) Those with more than two workers still depend 
heavily on family members although a large number do hire 
workers. The range of products and service is wide: tailoring, 
metal working, sewing, hardware, car parts, soft drinks, video 
rental, vehicle repair, jeepney driving, carpentry, and many 
others. 
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c. Policy Formulation and the Political Setting 

A feature of informal enterprises is that they have little 
interaction with government. Alonzo's study (1990) of Metro 
Manila reported that 87 percent had no dealing with any level of 
government. Of those few that had dealt with government, two­
thirds had interacted· only with their local city halls. Only 
fourteen percent of all respondents said they were in any way 
affected by governmental regulations and only two percent 
reported any governmental assistance. 

From a policy point of view the informal sector presents a 
dilemma. From one perspective, many millions of people are more­
or-less successfully coping with a difficult economic environment 
in the absence of governmental regulation or assistance. There 
is a case for not intervening rather than risking the imposition 
of unneeded regulations or controls that would worsen their lot. 
There is no point in trying to impose formality merely for the 
sake of formality. Even a well-intentioned law that seeks to 
register or "assist" informals may simply expose them to more 
harassment, graft, or inconvenience. 

From an alternative viewpoint, many informals are seen to work in 
low-wage occupations, are very poor, and do not have socially 
adequate levels of food or housing. Children may not have access -
to education and there are health problems in crowded slums 
lacking sewers and fresh water. In a democratic society, a 
growing cleavage between legitimated "haves" in the formal 
sectors and ostracized "have-nots" in the informal sector is not 
tolerable. Furthermore, it is legitimately troublesome to 
authorities that the larger, profitable enterprises in the sector 
do not pay taxes and evade minimum-wage and work place 
regulations. Informals may tap illegally into power or water 
lines. The congestion caused by street hawking, the encroachment 
on private and public lands, and undesirable criminal behavior 
associated with informal activities create problems in Metro 
Manila and other cities. 

Overall, then, a policy approach to the informal sector calls 
first for "doing no harm"; second, undertaking measures that will 
actively encourage increased contributions from the informal 
sector to production and employment; third, improving informal's 
equal access to housing and social amenities, and finally, 
gradually integrating_ informal activities into formal networks of 
input supply, credit, transport, and marketing. As the 
Philippine economy moves to higher levels of per capita income, 
development experience indicates that the share of the informal 
sector in output and employment will fall. More workers will be 
employed in fewer enterprises as firm size grows. Meanwhile, 
informals can make important contributions to employment and 
production, and these contributions should be allowed to increase 
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whenever possible. The chief task, then, is to reduce 
impediments to these developmental processes and to facilitate 
them with effective policy interventions. 

The political environment in the Philippines is currently 
favorable for an initiative to debate and adopt policies that 
would improve working and living conditions for informals and 
strengthen linkages oetween the informal and formal sectors. 
With elections pending in 1992, political leaders and politicians 
have recently realized the importance of adding informal 
constituencies to their support bases. Two important measures 
that directly affect informal enterprises have been championed. 
Kalakalan 20 was designed to allow rural microenterprises having 
fewer than 20 workers to register with government and secure 
limited legitimacy. The second, the Magna Carta for Small and 
Medium Enterprises (Annex 5) amounts to a White Paper on the 
government's view of desirable formal relations between itself 
and informal and small firms. Its scope and potential impact are 
much greater than those of ~alakalan 20. (More information 
regarding these two bills is provided in Annex 1, Preliminary 
Research Agenda.) 

Informals are typically not organized into occupational interest 
groups or trade associations. Except for some NGOs and PVOs 
there are few pathways through which they can convey their 
concerns to officials or politicians. A few occupational 
categories have given rise to representative organizations. 
still, informals have no access to committee hearings on 
legislation that may affect them, nor if they did would they have 
the knowledge or skills to prepare oral and written testimony. 
It follows from analysis of these conditions that closer linkages 
between informal constituents, the political process, and 
political leadership must be forged as a prerequisite to 
formulating policies that will lead to meaningful reforms. 

o. The Informal Sector in the Development Process 

At the microeconomic level, informal activities are an 
appropriate and effective response by individuals and families to 
the severe and unpredictable economic conditions they face. At 
worst, the deployment of family labor across a range of 
occupations reduces rigks and secures a minimally adequate 
subsistence standard of living. Some families do considerably 
better than this and raise themselves into the middle-income 
range. A very few enterprises grow large enough to graduate into 
the ranks of formalized small businesses. Persons, families, and 
firms of different sizes in the sector appear to use resources 
efficiently within the constraints they face. 

On the supply side, informal units provide competitive prices and 
desired products and services. The interlocking demand of 
informal enterprises for each others' goods helps them remain in 
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business. At the macroeconomic level, the informal sector 
creates much-needed residual employment and generates a large 
volume of goods and services. The sector thus cushions families 
and firms from shocks to the national economy, offsets weak 
macroeconomic performance, and compensates for employment policy 
failures that might otherwise create widespread hardship and 
catalyze political unrest. 

Despite these desirable functional attributes, the long-term 
con~ribution of informal employment and enterprise to the economy 
has limits. Small firms do not enjoy economies of scale. 
Significant technological innovation is unlikely since small 
firms cannot absorb state-of-the art methods. Wages and most 
family incomes are low in the sector. The scope for human 
capital creation is constrained. Time and energy are wasted in 
avoiding detection or escaping harassment. Labor and health 
conditions in the sector are often substandard. The ability of 
the government to delineate and suppress illegal economic 
behaviors, including smuggling or the drug trade, is weakened by 
informality. 

E. Rationale for the Informal Sector Initiatives Program 

As the world development community enters the 1990s a set of new 
ideas has begun to receive serious attention and adds to the 
options and potentials available to policy-makers. These 
concepts may be drawn together under the rubric, "The New 
Institutional Economics." (Important contributors are Mancur 
Olson, Douglass North, and Oliver Williamson.) A pathbreaking 
practitioner in the field has been Hernando de Soto, whose 
Institute for Liberty and Democracy (ILD) in Peru has 
successfully mobilized informals to change burdensome rules and 
regulations and secure homestead property rights. 

The chief premise of this way of looking at economic development 
is that the institutional context of customs, laws, and 
regulations sets a framework within which individual economic 
actors--farmers, firms, consumers, public enterprise officials, 
informals--make decisions. Such decisions allocate labor and 
resources and ultimately affect the efficiency and growth of the 
economy. A substantial part of the institutional environment is 
set by government throu9h executive and administrative decisions, 
legislation, and judicial processes or may be reshaped or 
influenced by such processes. For instance, steep license fees 
on informal street ve~dors may lead them to opt out of 
registration and expose them to police extortion. 

The lack of property rights is an important area that has been 
little examined: squatters in settlements in urban areas 
essentially create weak private property rights via occupancy of 
public or private lands. Since such rights are not formally 
recognized, however, homes cannot be mortgaged to gain capital 
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for small businesses. Informal neighborhood governments-­
criminal syndicates in another view--may exact rents and act as 
if they had property rights. Settlement of secure property 
rights on the squatters not only relieves them of this burden but 
may induce them to invest more heavily in their housing. 

Since the institutional environment is the web within which 
economic agents act,· it is at once a source of constraints and 
opportunities. Institutions may block behavior: shops must be 
closed on Sundays. They may channel decisions: private firms may 
invest in any of 20 industries, but not in 10 reserved for the 
public sector. They may open opportunities: microenterprises 
willing to locate in rural areas are exempt from taxes for 10 
years. It follows that institutional reform is one means of 
influencing the allocation of resources, raising efficiency, and 
stimulating capital accumulation and technological change. For 
those in the informal sector the rules of the game are crucial. 
An effect of excessive regulation is that attempting to play by 
the rules and become formal is often expensive and burdensome. 
Long queues for building permits or to license jeepneys waste 
time and impose unnecessary burdens. In order to register a 
small business, many offices may have to be visited, some more 
than once. De Soto's famous account of the many steps and 289 
days needed to legitimize a small business in Peru is 
illustrative. · 

Changes in key rules of the game will elevate the efficiency of 
resource use within the informal sector and enhance productivity 
and growth. Also, the reduction of the number of unnecessary 
regulations and the simplification and expedition of bureaucratic 
procedures will in and of itself contribute to the welfare of 
informals. One may say that the welfare of informals depends 
directly upon their output (and income) and inversely upon the 
weight of the regulatory burden imposed by needless procedures 
and regulations. They are better off with more output (and 
income} and less regulation; they are worse off with less output 
(and income) and more regulation. Such analysis aimed initially 
at the private sector may extend benefits to the economy as a 
whole. 

III. PROGRAM STRATEGY AND DESCRIPTION 

A. Statement of Goal and Purpose 

The goal of the Informal Sector Initiatives Program in the 
Philippines is to increase the efficiency and productivity of the 
informal sector, so that this sector can make a greater 
contribution to the economic development of the Philippines. 

The purpose of the program is to eliminate, or reduce the impact 
of, laws, policies, and regulations unnecessarily constraining 
the efficiency of the informal sector. This will be achieved 
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through support to Filipino research and academic institutions to 
conduct applied research on, and advocacy on behalf of, the 
informal sector, and through support to the Government of the 
Philippines for improvements in the legal, policy, and regulatory 
envirorunent. 

This program will provide for: policy dialogue with the GOP and 
performance-based disbursements; support for applied research and 
advocacy by Filipino organizations; and technical assistance and 
training. The program will build upon and complement existing 
Mission programs in the areas of private sector promotion, 
decentralization, deregulation, and promotion of open markets and 
open societies. Details of these linkages will be demonstrated 
in the PAAD. 

B. Program Approach 

1. Type of Assistance Vehicles Proposed: Program with Project 
Elements 

A program intervention with project elements will be the most 
effective means for bringing about the objectives of this 
activity. An informal sector program focusing only on policy 
dialogue with GOP officials would be inadequate insofar as it 
would approach the reform process from the "top down." The 
policy dialogue process must be complemented by project 
activities that will link informals to the decision-making 
processes that affect them. Ultimately the informal sector 
should be strengthened to influence policy directly through the 
democratic process. 

Research and advocacy activities will serve to identify specific 
policies, laws, and regulations that adversely affect informals. 
Other project elements, such as technical assistance and 
training, will enable the implementing body to work with 
different constituencies that advocate changes beneficial to the 
informal sector, and expand their capacity to continue such 
efforts on their own. 

Implementation of the program, however, will also require close 
consultation with high-level policy makers in the GOP, as well as 
the identification of "champions" in the GOP and the private 
sector. Collaboration and constituency building between the GOP 
and the private sector will be required to effect meaningful 
changes. Combining the project elements with a significant 
program element for policy change will support this effort. 

The program element will provide funds to the GOP to support 
meaningful reform in laws, regulations and policies, and 
corresponding changes in the institutions that carry these out. 
It will also support efforts of the GOP to shift its attention to 
the problems of the informals, and to set in place a process for 

8 



effective interaction between government and private sector 
action groups. 

2. Limits of Direct Assistance Programs and Need for Policy 
and Institutional Reform Approach 

Direct assistance programs by donor agencies can bring benefits 
to informals; for instance, credit assistance programs can 
provide needed inputs for the production of commodities, assist 
in establishing an enterprise, enable small producers to purchase 
homes, and so forth. However, there are limitations to the 
effectiveness of such donor programs. One immediate limitation 
is the magnitude and diversity of the informal sector itself. 
Resources available under direct assistance programs are finite 
and can in no way meet the capital requirements of the large 
Philippine informal sector. Furthermore, there are often 
restrictions governing the basis on which direct assistance is 
made available, such as the size, collateral, location, or 
activity of an enterprise. +n such cases the opportunities for 
informals to avail themselves of these programs are limited. 

Efficiency can be improved, and capital, productivity and output 
increased, by appropriate changes in the legal, regulatory, and 
policy environment. The resulting increase in efficiency can 
make available to the informal sector many more resources than 
otherwise would be available through direct assistance programs. 

c. Principal Components 

1. Policy and Institutional Reform Component 

Under the Informal Sector Initiatives Program, USAID will support 
policy and institutional reforms that contribute to reductions in 
the regulatory burden, improve the welfare of people in the 
informal sector, promote entrepreneurship, and facilitate 
improvements in the efficiency and productivity of this sector. 

During the course of PAIP preparation, the design team identified 
five specific subject areas for further research and analysis, on 
the basis of the potential of each to form part of a program 
assistance policy agenda. Filipino research institutions have 
subsequently been contracted to conduct preliminary research in 
these areas, and to provide analytical and survey data for 
eventual incorporation into the PAAD. These subject areas 
currently being studi~d are: 

Informal banking and credit practices. The informals 
are creating "near-monies" through pawnshops or informal lenders 
to finance working capital requirements. These financial 
intermediaries impose high transaction costs, yet the informal 
system provides a less-costly mechanism to channel the 
remittances of overseas workers. More formal means of converting 
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monetary instruments into cash are being studied. Moreover, 
appropriate policy changes will be proposed for the financing of 
working capital and the formalization of remittances; thereby 
reducing transactional costs to the borrowing informals. 

Port and water transport. Draft legislation intended to 
reorganize the Philippine Port Authority is being examined with a 
view to clarifying ies implications for the informal shipping 
sector. 

Registration of informal enterprises. Research is 
focused on the size and structure of enterprises and how size 
differentials impact enterprise compliance with regulations and 
taxation. Ongoing research is also examining factors determining 
enterprise responses to initiatives such as the Kalakalan 20 and 
the Magna Carta for Medium and Small Scale Businesses. The roles 
of these pieces of legislation in encouraging business 
registration is uncertain and the response of enterprises will be 
analyzed from the view of the informals themselves. 

Identifying informal sector concerns. Open-ended 
surveys that permit the articulation of key issues constraining 
informal sector activities are being conducted and will be 
updated on a regular basis. The results of these periodic 
surveys will be used to formulate an action and reform program. 
They will also be used to field test and revalidate research 
results and to provide time series data to help evaluate the 
impact of the policy changes leveraged by the program. 

Interest and advocacy groups. With a few exceptions, 
NGOs have not yet begun to address the range of concerns specific 
to informal sector enterprises. Little is known about the 
process of interest group development in this context. Research 
will serve to identify the most effective means to facilitate 
communications between informal enterprises and public sector 
policy making bodies. 

The Mission has also identified other issues that will be 
analyzed during program development and implementation, including 
the following: 

Jeepneys and urban transportation. The current system 
of jeepney registration requiring a minimum fleet of five or more 
has created problems for informal sector enterprises that cannot 
raise the capital required to operate at that scale. Informal 
sub-leasing arrangements have led to disputes and ambiguity in 
areas such as insurance responsibilities and liability claims. 
Further adjustments in the regulatory environment appear 
necessary to balance competing interests. 
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Housing. Informal housing practices raise issues 
related to property rights enforcement, urban rent control, 
financing, and incentives for private sector developers. 

Decentralization and devolution. The spatial 
distribution of the informal sector across provinces is not well 
understood. The net effects of the shift of government services 
to provincial and municipal governments are not clear and suggest 
a fertile field for analysis of the implications for informal 
sector enterprises. 

Formal labor, management, and the informal sector. The 
complex relationships between tpe formal and the informal sectors 
will be investigated in areas such as subcontracting, informal 
labor arrangements, and growth of unions. 

Contracts~~nd adjudication. Research will focus on the 
mechanisms for enforcement of contracts and dispute resolution 
for informals who lack access to the judicial system. 

Disbursements under the program will be based on demonstrated 
acceptable performance on agreed policy adjustments or 
performance benchmarks. The mechanics of this policy support 
component will be completely fleshed out during PAAD design. The 
Mission envisions working closely with the GOP and advocacy 
groups to develop the policy or regulatory agenda for change. 
The resulting matrix, which will be updated at least annually, 
will be forwarded to AID/W for review and approval. 

2. Support Services Component 

The project components described below encompass a process of 
research and advocacy that seeks to expand the capabilities of 
Filipino think tanks, research and academic groups, non­
governmental organizations, and action/pressure groups to 
influence the decision-making process. 

Applied Research 

The Informal Sector Initiatives Program will support research 
efforts by Filipino research and action organizations on the 
informal sector and institutional reform. Initially, research 
effqrts will focus on identifying key gaps in information, as 
well as bolstering the understanding of topics on the policy 
reform agenda that are timely and have political momentum. 

Support will be given primarily to research activities that serve 
to back policy changes reducing the regulatory burden and 
facilitating greater efficiency and productivity in the informal 
sector. A collaborative approach among Filipino organizations, 
and perhaps between them and specialized U.S. academic 
institutions, will be stressed. Filipinos, however, should take 
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the lead role in setting and carrying out the research agenda in 
the Philippines. The main role of research and technical 
assistance centers will be to provide research guidance and 
technical support in response to the perceived needs of these 
Filipino groups. 

Pre-PAAD research (as discussed in C.2 above) will focus on 
identifying both proBlems and potential constituencies for reform 
in the informal sector which will, in turn, point toward 
potential policy reforms. The results of these preliminary 
research efforts will feed into the PAAD and the initial policy 
matrix. Additional research areas will be conducted during 
program implementation. 

Advocacy 

The purposes of the advocacy component are: (1) to devise and 
pursue action programs identified in research; (2) to coordinate 
the activities of identified action groups; (3) to facilitate the 
empowerment of informal sector groupings; and (4) to enhance 
working relations between government and advocates of the 
informals. Advocacy will be driven, in part, by research 
results, and it will seek to influence the way officials and 
political leaders think about the informal sector. The action 
program will help identify constraints, propose solutions, and 
develop strategies for mobilizing constituencies in support of 
policy changes. This "bottom-up" approach is central to this 
initiative. The applied research component (component 2.a above) 
will sharpen the analytical basis and provide the ammunition for 
the action program. This will enable action/pressure groups to 
participate in the policy dialogue and advocate for reform more 
effectively. Discussions held between the GOP and action groups 
should lead to agreement on areas of policy change. The policy 
support component will facilitate GOP efforts in establishing a 
process for policy review and effecting identified reforms. 

Central to this advocacy component is the development of 
communications programs that will reach out and bind together 
different constituencies, disseminate information to various 
audiences, and facilitate dialogue among private actors in the 
formal and informal sectors and between decision-makers at the 
highest levels of the political process and these actors. These 
programs should include organization of seminars and conferences, 
production and dissemination of a newsletter·and other 
appropriate publications, and conduct of mass media campaigns 
(e.g., television, radio). 

Technical Assistance 

As local individuals and organizations undertake research and 
action programs, they will require assistance from specialists. 
Technical assistance will be required to assist local research 
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institutions and individuals with specific questions on research 
methodology, organizational design, constituency building, and 
other research and advocacy issues. 

Training 

Because many of the concepts and approaches of institutional 
economics are relatively new and specialized, few organizations 
and individuals in the Philippines have the experience or depth 
of knowledge required to undertake effective research and action 
programs focusing on the informal sector and institutional 
reform. Indeed, expertise in this area is relatively scarce 
worldwide. In this context, training is a crucial component of 
interventions within the informal sector that seeks to expand the 
capacity of Filipinos and local organizations to undertake their 
own research and action programs. 

One important aim of this component is to facilitate dialogue on 
the informal sector and contribute to a cross-fertilization of 
ideas among Filipinos, and between Filipinos and their 
counterparts in other parts of the world. It is therefore 
important to provide funding for Filipinos to participate in 
domestic as well as international conferences and workshops. 
Moreover, because a central objective of the Informal Sector 
Initiatives Program is to enhance the capabilities of local 
individuals to undertake their own research and action programs, 
funding will be provided for internships at specialized centers 
in the United States or at other sites. 

3. Monitoring, Evaluation, and Audit Component 

Agreement on monitoring and evaluation procedures to determine 
compliance with program conditionalities will be reached between 
the Mission and the GOP at the time of PAAD development. Due to 
the nature of the program, however, wherein project components 
will drive specific reform agendas, discrete, performance-based 
disbursements cannot be determined until project-related research 
and action are underway. Performance benchmarks established at 
the beginning and during the course of the program, and mutually 
agreed upon by the GOP, relevant advocacy groups, and AID, will 
be used to monitor progress towards attainment of program 
objectives and will determine the pace of disbursements. 

Policy Change Monitoring 

At first glance it might appear difficult to assess the effects 
of policy and institutional reforms on informal sector interest 
groups. This is not so, however, as there are straightforward 
means to identify and measure two types of impact. Employment 
gains, higher wage and income levels, movement of families over 
the poverty line threshold, and micro-level productivity growth 
can all be empirically verified. The second benefit of policy 
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and institutional reform is the reduction of 
burden on informal workers and enterprises. 
quantifiable: fewer bureaucratic steps, less 
and a reduction in fines or "squeeze." 

the regulatory 
These results are 
time spent in lines, 

Annual progress reviews are envisioned to examine program 
performance, establish future indicators and critique technical 
assistance and training services provided. A formal evaluation, 
with an external evaluation team, will be conducted at program 
completion to assess progress toward the Informal Sector 
Initiatives Program's goal achievement, the role of the program 
as an instrument of policy change, adequacy and appropriateness 
of monitoring plans, and other issues. 

Financial Monitoring 

The GOP will set up a separate special dollar account to be used 
for purposes agreed upon by USAID and the GOP. Monitoring of the 
special dollar account and peso account, if any, will follow 
usual USAID procedures. Determination of the need for peso 
generations and special accounts will be made during PAAD design. 

IV. FACTORS AFFECTING PROGRAM SELECTION 

A. GOP Support ·of Program 

Kalakalan 20 and the Magna Carta are two of the most salient 
examples of GOP support for small and medium enterprises in the 
informal sector. Despite the weaknesses inherent in both pieces 
of legislation, they are clear indications of the growing concern 
among senior policy-makers about the need to address the 
conditions that foster widespread informal sector participation 
in the economy. Both Kalakalan 20 and the Magna Carta seek to 
invite small and medium sized firms in the informal sector to 
register. Whereas Kalakalan offers the promise of a tax holiday, 
the Magna Carta goes further in providing incentives such as 
training and access to credit. More important, the Magna Carta 
recognizes the need to foster institutional changes that will 
reduce the regulatory burden on such enterprises and promote 
greater efficiency and productivity. 

The Aquino government, ·since the beginning of its administration, 
has indicated its commitment to liberalizing the economy and has 
worked closely with USAID in a number of areas of relevance to 
this program, such as deregulation and decentralization. Senior 
policy-makers in the GOP have indicated their commitments to the 
informal sector and to institutional reforms that will improve 
the welfare of this vast segment of the Filipino population. In 
its Medium-term Development Plan, for instance, the GOP 
recognized the crucial role of the informal sector in employment 
generation and the actual and potential contributions of this 
sector to economic development. 
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B. Relationship to Philippine Assistance Strategy 

The Informal Sector Initiatives Program, as proposed, fits in 
well with the Mission's Philippine Assistance Strategy Statement 
(PASS). As one of the most dynamic elements of the private 
sector, the informal sector plays a key role in the economic 
development of the Philippines. This program will give the 
Mission an opportunify to explore in depth some of the key 
conditions that foster informality and that, in turn, inhibit 
economic growth. It will also pinpoint fundamental reforms for 
creating a policy and institutional framework that stimulates 
private sector-led growth and open and competitive markets. 
Moreover, the applied research that will be conducted under the 
project component in a number of policy areas will feed important 
and relevant information to other programs in the Mission's 
portfolio including, but not limited to, the proposed Democratic 
Pluralism Initiative Project. In addition, because of the key 
role that family and family relationships play in the informal 
sector, this program also addresses the family initiative 
recently introduced by the A.I.D. Administrator. 

The program component will provide an opportunity for policy 
dialogue in a number of areas of interest to the Mission, 
including de-regulation and decentralization. In addition, the 
project's research and advocacy components will complement and 
strengthen this dialogue not only by providing information to 
back-up USAID's position on these and other policy issues, but 
also by demonstrating to policy-makers which areas are of most 
interest to constituencies. 

C. Relevant USAID Experience 

Policy and institutional reform initiatives have been an integral 
part of USAID portfolio. For this reason, lessons learned from 
this experience will be very relevant to the development and 
implementation of the Informal Sector Initiatives Program. 
Particularly relevant will be the lessons learned from the 
Mission's assistance to microenterprises and its knowledge of and 
experience with NGOs and PVOs that represent different interest 
groups. Also relevant, however, are the Mission's activities in 
such areas as decentralization, trade liberalization, 
deregulation, and privatization. Ongoing research on shipping 
deregulation, for example, may provide important input into the 
area of informal water transport, which is one of the topics 
proposed for research under this program. 

Typically, the Mission's support of the informal sector has taken 
the form of direct assistance programs through NGOs to 
microenterprises by provision of credit, training, and technical 
assistance. These types of activities provide a good complement 
to the Informal Sector Initiatives Program. This program, 
however, recognizes that there are limits to how many people can 
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be reached through direct assistance programs and that, 
therefore, the Mission must apply the same concern for the policy 
and regulatory framework that it applies to agriculture and other 
sectoral programs. This approach will tackle directly the causes 
of informality, not just the symptoms. 

D. Other International Donors 

The International Labor Organization was one of the first 
international donor agencies to focus attention on the informal 
sector. Its assistance programs typically have focused on 
provision of direct credit, training, and technical assistance. 
Currently, the ILO is pilot testing a new approach in several 
regions of the Philippines that will promote self-employment 
through audio-visual communication training. 

The Asian Development Bank's work on the informal credit consists 
of an $8 million credit assistance program for microenterprises. 
It is currently developing a· follow-on activity of $20 million. 

Information gathered thus far on the activities of other donors 
provides no evidence that other agencies are undertaking an 
informal sector program that utilizes the same approach proposed 
by the Mission. 

V. PRELIMINARY IMPLEMENTATION PLAN 

A. Possible Organizational Mechanisms 

The program elements of the informal sector initiative will be 
handled according to customary USAID and GOP procedures whereby 
USAID funds will be disbursed to the GOP upon satisfaction of 
specific performance benchmarks listed in the policy matrix. 
Initial discussions with NEDA and the Office of the President 
indicate that the Presidential Management Off ice may be the 
appropriate GOP entity for program coordination between advocacy 
groups and GOP line agencies. 

The mechanism selected by the Mission for implementation of the 
project components is vital to the success of the overall 
program. The management approach must bring together in a 
workable alliance three key sets of actors: Filipino advocacy 
and research specialists, technical support centers, and USAID. 

During the PAAD stage of design the Mission will examine a number 
of options for implementation and select the one that best suits 
the needs of this program. Preliminary design efforts have 
identified a few options. Among them include: 
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a three-tier structure in which research and advocacy 
groups coordinate their efforts through and seek approval and 
funding from a secretariat. The secretariat would be an 
organization created by USAID for the purpose of project 
management. The coordinating "secretariat" would determine which 
proposals merit funding. Above the secretariat board would be a 
steering committee or governing board (comprised of members from 
USAID, GOP, and possibly a u.s.-based research institution) 
providing overall guidance on research and advocacy. 

a variation of the proposal above, but instead of 
creating a secretariat, this function would be absorbed by an 
existing NGO with proven manag~ment capability. 

an alternative where funds flow through a U.S. university 
or institution rather than a Filipino NGO. 

The precise workings of any management arrangement, including the 
role of USAID, and in particular, the Private Enterprise Support 
Office (PESO), will be defined more fully in the PAAD. Moreover, 
the PAAD will contain an assessment of any organization, be it 
local or U.S., selected to manage this portion of the program. 

B. Funding Requirements 

1. LOP Costs 

The table below summarizes the estimated allocation of program 
funds of $25 million over the four-year LOP. 

Illustrative Budget 
(U.S. $ Millions) 

Components 
Program Support 
Project Assistance 
Monitoring/Evaluation 

& Audit•. 

Amount 
20.0 
4.5 

.5 

*includes $50,000 for non-federal audit services 

2. Financial Plan 

Dollar disbursements for policy reform will be released directly 
to the GOP in tranches yet to be determined over the four-year 
life of the program. USAID will directly administer and disburse 
funds for support services and monitoring/evaluation/audit. 
Funds will be set aside for non-federal audit of program 
disbursements and/or financial review to be conducted in the 
course of program implementation and/or close out. 
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Disbursement of program funds will be conditional on satisfactory 
GOP compliance with agreed upon policy changes. The PAAD will 
explore in greater detail the required close linkages between 
projectized and program components. 

VI. PAAD PREPARATION AND DESIGN 

A. Specific Design Issues 

1. Organizational Issues 

Organizational questions that need to be addressed further during 
PAAD design are the following: 

If a secretariat body proves to be most advantageous, 
where will it be housed in light of such important considerations 
as neutrality of institution, ability to comply with USAID 
requirements and difficulties in moving around Manila? What 
about sustainability of such an organization after AID's 
involvement? 

Who will be the Executive Officer and to whom will that 
person be directly responsible? 

What organizations and/or individuals will make up a 
potential Board of Advisors? 

Will funding be channeled directly to an NGO housing a 
"secretariat" function or through a technical assistance center 
in the U.S.? 

3. Scope of Activity 

The PAAD design team must consider further the regionalization of 
the program. Questions include: 

Should pilot programs in different regions be implemented 
and, if so, what criteria should be used to select the regions? 

How much of the project activities should focus on the 
Metro Manila area? 

4. Coordination 

The PAAD design team should consider means for coordinating 
activities with other international donor agencies, as well as 
with other Mission programs. 
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5. Timeliness 

Given the upcoming elections and current economic and political 
conditions, the PAAD design team should consider further whether 
this is an appropriate time to initiate the program and how this 
may affect the feasibility of program objectives. 

6. Conditionality 

The PAAD design team must consider how the distribution of 
program funds will be linked to specific items on the project's 
policy reform agenda. 

B. Design Schedule 

Assuming USAID/W approval of the PAIP in May/June 1991, and 
redelegation of authority to approve the Program in the field, 
the Mission plans to finalize the PAAD by August 1991. During 
PAAD preparation, ongoing discussions with a GOP lead-agency (yet 
to be determined), the private sector, and other public entities 
including the Department of Finance will either be initiated or 
continued; policy agenda items and benchmarks for the first 
year's tranche (and an illustrative list of potential reforms for 
the subsequent years) will be finalized; and final tranching 
arrangements will be made. 

DESIGN SCHEDULE 

ACTION 

5 PIO/T's for supporting interim research 
Interim research conducted 
PAIP forwarded to AID/W for review approval 
PIO/T for PAAD Design Services finalized 
AID/W review/approval of PAIP 
Design Services contracted 
Congressional Notification submitted 
Design Team mobilized 
Congressional Notification cleared 
Preparation of PAAD 
Mission review/approval· of PAAD 
Program Authorization 
Grant Agreement (to NGO or other organization) 
Program Grant Agreement executed 

VII. ADDITIONAL CONSIDERATIONS 

A. Social Considerations 

DATE 

March 1991 
April-June 1991 
May 1991 
May 1991 
May/June 1991 
May 1991 
June 1991 
June 1991 
July 1991 
July/August 
August 1991 
August 1991 
September 1991 
September 1991 

The Informal Sector Initiatives Program is designed to encourage 
the GOP to support policy, institutional, and other reforms that 
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will enable the informal sector to participate more efficiently 
and productively in the economic and political life of the 
country. In addition, it will have a direct impact on the 
informal sector in the form of increased welfare resulting from 
reductions in the regulatory burden. 

The informal sector, through the Informal Sector Initiatives 
Program, will become·an agent of change. As the vast proportion 
of informals are poor, the beneficiaries and promoters of change 
will be poor people. And, specifically, since women constitute 
more than 50 percent of the informal sector, the project will 
benefit them by: (1) focusing more attention on the productive 
potential of women in the informal sector; (2) supporting reforms 
that will enable women, and the informal sector in general, to 
participate more fully in economic and political processes; and 
(3) reducing the regulatory burden and thus enhancing the welfare 
of people in this sector. Social issues arising from design 
research will be discussed in the PAAD. 

B. Economic Considerations 

The Informal Sector Initiatives Program will yield important and 
measurable economic benefits. These may be separated into three 
clusters: economic gains, structural changes, and improvements in 
welfare. 

The program attempts to improve the economic performance of the 
informal sector by changes in the policy and regulatory 
environment. In addition, some of these reforms may be 
accompanied by minor additions to the sector's resources and 
skills; such additions could take the form of training, 
management advice and marketing assistance. On the input side, 
then, the monitoring of the program would quantify success by 
looking at the number and significance of the reforms and by the 
provision and absorption of quantities of new inputs: how many 
people trained, increased volumes of goods moved through 
marketing cooperatives, and so on. 

An input-oriented approach to measuring the program's 
effectiveness is useful but quite partial. Fortunately, there 
are a number of micro-level, output-oriented measures than can be 
applied. The workers and enterprises in the sector will have 
higher incomes or revenues. These will be based on gains in 
labor and enterprise productivity and earnings. Where relevant, 
improved skills and adoption of new, more productive technologies 
will be visible. Measures of poverty--e.g. the proportion of 
families in the sector below the poverty line--should show 
declines. Health and nutrition will improve. Lastly, rising 
incomes and regulatory changes such as recognition of housing 
property rights should contribute to a rise in measures of wealth 
and capital formation in the sector. 
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The sector will, over time, exhibit structural or developmental 
changes. The share of employment and output in the sector will 
decline as informality is reduced following regulatory changes 
and the growth of linkages to and participation in the formal 
sectors of the economy. The average size of productive economic 
units in the economy should rise. 

Policy and regulatory- reform will directly affect the welfare or 
quality of life of informals. It is possible to monitor the 
amount of time wasted in conforming to regulations or in 
obtaining licenses or permits. This regulatory burden should 
fall. Measures of "criminal" informality such as citations, 
fines, or imprisonments should decline. Opinion surveys can 
demonstrate increased satisfaction on the part of informals with 
local and national government officials and service. 

By examining and quantifying inputs, measures of incomes and 
productivity, structural changes, and weight of the regulatory 
burden, the benefits of the.informal sector in the short-and 
long-run can be ascertained. The costs are limited to the amount 
the Mission commits to the program, plus any GOP real resource 
contribution. Thus, because of the unusual nature of this 
reform-driven program its benefit/cost ratio will prove to be 
exceptionally favorable. 

c. Gender Considerations 

Gender-specific issues may arise in PAAD design, as well as in 
the course of conducting the research and action project 
components of the program. These issues will be treated when 
they are identified. 

D. Gray Amendment Alert 

USAID will fully consider the potential involvement in this 
program of small and/or economically disadvantaged U.S. firms and 
report on this at the PAAD stage. 

E. Environmental Threshold Decision 

Since the program is one of research and policy change, the 
Mission requests a categorical exclusion. During implementation, 
however, the Mission may identify policy/administrative reforms 
that when implemented will impact adversely on the environment. 
Because of this potential, the Mission will review each 
prospective administrative or policy reform from an environmental 
standpoint and conduct when necessary a full Environmental 
Assessment. · 
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GLOSSARY OF TERMS 

Informal Sector: The informal sector is made up of very small 
enterprises (VSEs) or microenterprises. These typically have the 
following characteri~tics: 

* they employ fewer than 10-15 employees; most are in fact 
single-worker units; 

* they do not register with authorities and do not comply with 
minimum-wage or other labor-protective laws; 

* most rely upon self-finance or family finance, as well as 
family labor; they are in this sense "domestic" or 
"household" firms; indeed, many sales and manufacturing 
units operate out of private houses; 

* they enter and leave their industry easily. 

Informality: Informality is a pervasive feature in third-world 
countries, common in second-world (Eastern Bloc) countries, and 
not unknown in rich industrial nations. Informality occurs when 
small business or individuals evade governmental and other legal 
types of control. Tax evasion, avoidance of regulations, and not 
fully reporting income or profits are examples. 

Informal Sector Characteristics: The informal sector is diverse. 
It is increasingly common to differentiate between service firms 
and manufacturing firms. Services include hawking, driving a 
pedicab, or pushing a pushcart for hire. Manufacturing could 
include garment manufacturing, toy-making, or metalworking. 
Generally, service incomes are low--at the poverty line, while 
manufacturing incomes are relatively higher. 

Unemployment and underemployment (partial employment) are thought 
to contribute to informal employment. Informal firms and workers 
are found in both urban and rural locations; in some cases 
incomes are comparable to those in the formal sectors of the 
economy, but many informals are poor. 

At all levels, informal businesses and workers are affected by 
governmental regulations. Large firms tend to abide by 
regulations whereas the smaller informal enterprises do not. 
This implies that the small and medium firms are affected by 
regulatory burdens such as licensing fees, time lost in 
registration lines, police harassment, and so forth. 
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Linkages between informal firms and formal firms are usually 
weak. This means that informal firms do not buy much from formal 
firms and vice versa. Nor do they share common technologies or 
skills. Where linkages are relatively strong, as between formal 
firms and subcontractors and ancillaries, informality is reduced. 

Informal housing: Informal housing is housing constructed by 
people who cannot afford or gain access to homes or apartments. 
such housing is put on lands for which informals hold no title or 
formal property rights. They are usually victimized by local 
gangs, or syndicates that collect rents and provide some 
protective services. These groups, along with associations which 
promote special interests, can be called informal governments. 

Institutions: Institutions are patterns of behavior: that is, 
they are structureq, oft-repeated behaviors to which people 
generally conform. Institutions include formal rules of conduct 
such as laws or governmental regulations and established 
organizations that enforce such laws and regulations. 
Individuals make economic calculations and decisions within the 
matrix of institutions and thus their incomes, efficiency, and 
willingness to invest and innovate are sensitive to institutions. 
Changing the pattern of laws and regulations may therefore yield 
large individual and social economic benefits. 
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ANNEX 2 

INITIAL ENVIRONMENTAL EXAMINATION 

(A) PROGRAM COUNTRY: Philippines 

(B) PROGRAM TITLE:: Informal Sector Initiatives Program, 492-0453 

(C) A.I.D. FUNDING: $25 million 

(D) PERIOD OF FUNDING: FY 1991 - FY 1993 

{E) STATEMENT PREPARED BY: 

/" 

(F) ENVIRONMENTAL 

AID environmental procedures (22 CFR 216) will be carried out to 
ensure environmental soundness of each prospective 
policy/administrative reform. This will require an Initial 
Environmental Examination (IEE) for each reform and an 
Environmental Assessment {EA) when 

(G) ENVIRONMENTAL OFFICER CLEARANCE: 

( H) DECISION OF NES DIRECTOR: 

APPROVED: ,,{,,.__ 

JUN 4 1991 

(I) DECISION OF ASIA BUREAU ENVIRONMENTAL COORDINATOR: 

APPROVED: 

DISAPPROVED: 

DATE: 



ANNEX 3 

COPY OF MAGNA CARTA 
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~rpub~ of l~r ~~Uippi~rs 
· G!ongml of ~~t ~~lippintt 

•Jtttf~~nUa 

·· ~ourt~ ~aulnr ~11ian 

· Begun and held In Metro Manna, on Monday, the twenty.third day 
· of July, nineteen hundred and ninety. 

.·I 

(RBPUDUCActN0.6977) 

AN ACT TO PROMOTE, DEVELOP AND ASSIST SMALL 
AND MEDIUM·SCALB ENTERPRISES THROUGH 
THE CREATION OP A ·SMALL AND MEDIUM 
ENTERPRISE DEVELOPMENT (SMED) COUNCIL, 
A.ND THB RATIONALIZATION OF GOVERNMENT 
ASSIS:rANCB PROGRAMS AND AGENCIES 
CONCBRNBD WITH nm DEVELOPMENT OF 
SMAIL AND ME::>IUM E.NTERPRISES, AND FOR 
·OTHER PURPOSES " . 

. Bt It enacted by tht Senate and Howe of Rtprtse11tativu of tire 
Plrlllpplnu bt Collgrus asembltd: 

":.: 
,. CHAPTER I 

SECTION· 1 •. Title.· This Act shall be known as l~c .. Magna 
· . Carti Cor Small Enterprises." 

. .. . • • .. · .• ·• ·;~·· .~ ··.1· ·: :"',·-.- .... ·~ ----- .. 
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.. . · ... ": .. : •~ ;.' :_ : . ·.· . ;~ ;~:. ;."z.:_.:' ?;; .:: . ·~\{i;t~l~t.}{.~t.g~~;t:~p '.t/:, .':' i;'.,'. :. ·.. . _·, ( . . . •'. . . : 3 

·: sBc..i;·Declamt/~·o/Poi1cy.:·1··Reco~.~·:1Di~~cii·;::
~\ . .,.:~.; .::.,..:,:) .. :1;::;~.·.~;\.:. '.".-:.'D ...... b1. promotlag ~gcs betwicn large .and &mall 

. medium &calo entcrpr,lscs. ha~ th~ potential ,for·, moro· employment:,·}~:.: . ". · ·' ::;: ~·~ .' '.;\: .. :/ '. .. ·. cntctj>risea, and by encouraging lho c:.stablistuncnt or common 

· . generation and economic gr~ In~ therefor~·~. )eJp.: p~do' ~ ;jLi;., ·.: i ~\ 1 ·;·: ~; ·;.:. :.<· ... 1~r:"co JafilJUcs; : ~ 

aelf-sufficlcnt lndustrlalfoundatl.on for tho· countiy,,..Jt la hereby ~c~:,.::;.<: ::.: . : :·" ,:; .,;:.;,~.~~. ·:i~ :· :- , .. ·: ":' ·:" . . . . •. • . 

clar~ tho policy or th~ StAto.lo promote, support,". strc~~CD·~~.'.~::~·,~: ..• :' ;~ " . i .' .' :~.> .. :•. ~ ...... ·. :· .k) . bym~ tho prlvat~ 1cctora partner in the !ask of build~~ 

·encourage tho growth ~d dc'9lop!J!CDt ohma1l . and. mcdilllll .enter-:':~\;. : .. ·., . ; .... '·"' · :n, :-- ,·up sr.iall and medium enterprises through the promotion and partia· 

· prises in all prod~ctlvo acctora · ~r th~. economy. partJcuJarJy. ~alt.:<~~.:,:. .. " . '.: ·: .:::: : .. ·;: .:: ;1.::·; patlon ... of. private .voluntary organlutioo.s, viable industry assocla­

agri .. based cntcrpr~cs. To lhia end, tho State &Ji.all. undcrtakc.lqapur.::~· .... : '. ":: ~:.:> :;._:·;·;.:.,.· : .. tloos,~d,coopcrauvcs; and 

, tho growth and d~~lopmc~t of.small and·.: mcdlum .. cntcrpris~:: ;··.··,. :~ ,.;~·.: . ···'.: :.\'. · . : .· ... : . ·' . . • 

throughout thocountiy. and thereby ·at~ co~trysido·lndustrlall·::·.:'.. ":··,: 1. : ... ·~;... . ,.I)· by· assuring a balanced and sustamable development. 

zalion: . . · ... ::~·· ·: · .· · "· ... :·,. .. ~· · .. ::··, :· .. ·.· .... ·.:~ .:·' .. ·I~ .· ... :: · through~~eata~lishmcntoCafccdbackand.cv~uatlon mechanism 

" · · . · · · · • · · : · : · : · : . : · · · . · . . that will • momtor tho economic c.ontribulioD$ as well as 

. · •) .by usurlnJJ, through tho cstab~cnt or ~dcquat~ support · ;:.. < . · ·1· . : · ·. botUencdcs and environmental effects of the development ofsmall aad 

structure, and tho cr"'~on and promoµon · of u cn'VU'Omncnt ... : · • cdium scale cote rises. 

. coqduci~ to tho viability of thcso CDlcrp~iacs; Cltablishment . o(, '.';. · · · \ID rp · 

mechanisms. tho acc:cu. and traiasrer of appropriatc.,,tcdmol.ogy .:··. . ,. SBC. 3. Small and Medium Entttprisu as Bentficiariu • • 

needed by small and medium c~tcrprisc&i ·· ' , · .· "Small and medium enterprise" shall be def med as any business 

· • ... · . . ·.· · .. . . activity or enterprise cngo.ged in industry, agribusiness and/or 1crv· 

, b) by ~tcnsifying ~d expanding programs ~or tralnlng ill en· : . ices, ~hcther single proprietorship, cooperative, partnership or corW>- . 

trcprcneurslUp and for akilla dc~opme,nt for labor. '. . ration wh<>Sc total wets, inclusive of thoso arl!ing from Joans bul 

~ ' " • , . · · . · · · : · · . ·. exclusive of tho land oa which the particular business entirf's office, 

.. · · , c) by f acilitatlag th.c~·IC(CSS ~o ~our~ off undaj · · · • • · plant and equipment aro situated, must have value falling under the 

. . . . . d) by issurlng to'~~~ a~ ·to a.. fair 1haro·: of govcr~ent .. I · · · following· categories: 

· colitracts and relat~·int.cntivcs and prclcrencc&j . · · · . i 
. 

c) by complementing and iupplementlng .financing programs 

. . for 'small and medium cntcrprlsea and doing away with stringent and. 

burdensome collateral requirements that sm~ entrepreneurs . lnvari· · 

ably find.extreme difficulty COmJ>lying withj . ·. 
. . . . . . " .. 

C) by liistitutlng aatcguardi for tho protcctlon and stability of 

the credit delivery system; . · · · ... 
I , 

g) by raising government clficlcnc:y and ca~ncsS in provid· 

log . a.ssl.stanco to small and mcdilim enterprises throughout .tho 

country, at the least C<?St; .. 
; ' 

.• , 

,. 

l 
I ' •io 

micro • 

. ~ttagc • 

. small 

less than 

p 50,001 .. 

p 500,001 

• PS0,000 

p 500,QOO 

P S,000,000 

· . medium : · P S,000,001 • P 20,000,000 

·"' Jn a · generic sense, all enterprises with total assets or Five 

million pcgoa (P 5,000,000) and below shall be called 1m1ll enter; 

. ~~ . 

· : Tho abovo · defaniUoos shall be subject lo review and 

d ·,adjustment by tho said Council as .f{ecmed, necessary, ta\:ing into 

· •·account lnllatlon and other economic factors. 

SBC.4'. Ellgibllity/or.GowmmentA.rslstanct. • ro qualify for 

,, 

• ... , ... \~·:·· •': "~t',i"'"":";"f.' •••• •.• .••. "·· • ·;~ , • .: ..... 
. . 

···~'"""";~-~ ........ ·.·· 
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• •• t. ,, . • ,· 

. assistance, cowisellog, lnccnUv~ ·and promoU~~ · u11~er: th1s ·Ac4 .. 

businesses falling und~r ~e abovo definition m~t be: .. : · : . · · ;' ;·· . .. . .. . 
: .. . " 

. a)· duly registc;red .with the appropriate' 'agencles as prcs~nUy 
provided by law: Provided, That, ln the· cue of micro. enterprises as 

def med heteln, regiStratlon with the office of the municipal or city · 

treasurer shall be deemed aufiicient compliance with this require- · 
mcut; · · ·. 

'\ ,· 

b) ono hundred Percent (100%) owned and capitallzcd" by:• . 
F'&llpino 'citizens iI 1lnglo proprietorship or partnership.· If th~ · . 

cnterp~it~ is a juridical entity at least (JO% of ill capital or outsta.nding ·. 

stodcJ must !>o owned by F'illpino dthcns; · · · :·· :~ . 
. . 

c) pr~arily engaged iii manufacturing, processl:ng, and;!or p~o­
duction. exCluding farm level a¢.cult0tal/crop pre><:uction; ind. · 

d) it must not~ I huch, aubsidi~ryor division or. I large ·Scale 

enterprise nor may ill policies be determined ,by a largo ·scale en~~r­

prisc or by Persons who aro not owner( or employees of lbe 
enterprise. 

. . . . ~ 
Howcve~, this requlreinent shall not.preclude a small and 

me~ium enterprise front accepting subcontrac:ll Crom . large enter· · 

prises or firms joining Jn cooperative activities with other small and .. 
medium enterprises.: · · · 

.. 

Programs or the fiiia.ncing' corporatlo~ u provid~d ·41subsc:. ~ .• 

qucnt Sections of tbls Act shall be excl~ively targeted io · small, · 

.• cottage and mlc:ro-si7.cd enterprises. F'Ulanclng from the Philippine · 

National Bank, Development Bank of the Philippines, Land Banlc of 

the Philippines and other financial lnstitutlpna shall be made avail· · 

able to medium ent.erprisCa. 
. . 

.· . ' .. . . 

Medium enterprises, however, s~ bo entitled to .avail of the 

other inccntlvci, programs and ae'ivlccs ~ provided for in this Act. . 
• I 

SEC. ,s, Guiding Prlnclplu. . • To set tho paeo for 1mall and 

medium enterprise development, tho State aliall be guided by the fol·" 
lowing principles: . 

.. 
I. 

. .I • 

.. 

I" 

.. 

.. 

t 
I l .. 

........ ::··-:· "\·--.~: ..... r--:-.:1. ... .. .. · .. •:: .. :•"} .·.,, .. , .. . . ..• ··.·~:-::-i:~~?.7-:=···-·-:--.. ·:"· 

·• 
5 

a) ·M(lilmal let of rnlu Dlld slmplijicat{on of proctduru and 

rtqul~mtnU. All government agencies having to do with small 
enterprises shall pursue the principles of minimum regulation to 

.:· ensure s~abllity or rules an4 to encourage cnt,reprencurial spirit 
· ' · amoi;tg the cltlzcnry. The agencl,...i ·sbalJ sec to it that procedural rules 

·· and requirements, withln their respective offices and in coordination 

. · · with other r.gencies, arc minimized in the act of registration. avail· 
. ' ment of finan~ · and accessing other government services and 

assistance. 

b) Role of tlit private sector. Jn order to.hasten growth and 

expansion of mall and medium enterprises, the· private sector 

.. throughout the country shall be encouraged to assist in tbeefTec:tlve 

• implcme:statlon of t:his Act by constantly policing their ranks; and by 

. participating in government programs for small and medium enter· 

·;.prises strictly In accordance. with law, and consistent with the 

attainmentof tho purposes hereat The government shall encourage 

the organir.atlon and establishment of small and medium enterprise 
industry associations· at the· local and regional levels preCerably 

·unified under a national f cderatioa/assoclation. 

c) Cqordlttatlon of government efforts. Government efforts shall 
• be coordinated to achieve cohercnco in objectives. All appropriate 

offic:cs, particularly those under the Departments of Trade and 

Industry, F.'mancc, Bµdget and Management, Agriculture, Agrarian 

.Reform, Bnvlronmcnt a11d Natural Resources, Labor and Employ· 

. . meat, Transportation and Communication, Public Works and High· . 

•ways, Sdenco and Technology, and Local Government as well asthe 

. National Economic and Development Authority and. the Central 

· Bank of the Phllippincs, through their national. regional and 

· · provindal offices, shall to the best of their effort· and in coordination 

· . with local government units, provide the necessary support and assis· 

~anco to small and medium enterprises. 

d) Dtetntrollzat{on. The State shall accclCrate the decentrali· 

zation proccaa by establishing regional and provincial offices in order 

. to enhance and attain greater efficiency in the provision of services to 

tho coWitryddc and tho Implementation of this Act, in coordination 

with loul government units. To this end, the ~overnment Agencies . 

·-~ ... ... · 



· .. ' ."· < : , : . . · . : : <·. :0:: ·: "> f :\ · ::. ; ·' ::,;::,,;~ )L:-'.f: :: '/t~::(. ":\::· :,\: ; \:·, ... <<· ·, . · '" . . . . . · 1 
· . 

• 
1 ; :. ::.>·'..~:shall effect a aubst.antlaFdelcgatloii ohuthorlty'lh*'regiona(and \;,; ·;· :-:~ \ : .• :.' .1 ·:,. :.> .. : · ·Q. qialrmi.n or Small Business F"manco and Guarantee 

.~f.: ._.;.· .~provinclaloQicea t~mako.~~~ons,?artlculul7ln,~orcgbtra~on~r,~~t·; .. ~. · ::. : .;·;~ •. ·.~.: >.""" .. ;~~ration; . . . . . . . 

· • .. " :: ·: . . bcacficlaricaor·lhis law,qualificaUonfor:·avallmcnt oC:bcnefita,,..;,:•-., .. : ... 1 • : •. • .. :,":,·::: · •. ; • ~. • .. ·• : • • 

. ! · .... . . . accreditall~n .or pri~t~. 1volun.t~ orga'.qaaUon.S, )ndtisbj i.uocl.a~.·~.~_:.:.: .. :'.'.~. ; ~· :~, .·:: ~//1. ~ .. ; .. " g} Chalmiia or tho smaq· and incdi~ enterprises promotion 

. ... . .' tioos· and cooperatives, in4:t~. resolvo"co~p~ts ... f~~~io~atloi:t. at:.:.; .. :: · · ·; .. ·::-:-;·.: ; :·. :> -.,.'.;';body which the Pr~i~ent shall unde~ake to establish under 

l · ' ·· - • applicable la\VL. " · "" · . · ·:- , ~" .. "~: ... ,. 7'.; .:. : : ·~':. ,'<~., ';: · .. : :.:.-."' . " .; : .. "., .. : ·: :. · · .' ·. ·., thls"°"ct; and": · " 

• 0 ... ,• ~ ~' ' •• ' • ' '..':. • • .;~ •: ·~ 0 o / •• • f .: , .. .'·: .. :: ... f: ·~, .: ~· ., ... · .• ~ ·:'•: o '•~ ... '.·.... o ! o :··•:I,'>•,· :··, .... :: : ' 0 ' f f - o • • 

, · . . . , · · · : ·'. .. :. . . CHArI'ER ~ : . :: · .'": . ." · .. : ·: : . · ; . . . . ··. : ·. ·: · . · · : " . · , . h) Thtcc.(3) representatives from the private sector, 11;1 Filipino 

· .. . · . · . · "".· -: .', ~ ~, ·. :: :. ::-. · ·. · · ·: .. : ,:'. .':·: ... ·... '· .. ·~·: .. , .. . '. ">· ·: . ':· :,.citlzcns,.to rc.,rcsent Luion, Vua~ and Mindanao to be 

·:... .. .. ... · SEC. ·· 6. Citation of a·. Small' and :Mtdlum ·. :&terpriS~ .. ~" . · · : . · · r- . · " .. ·" " · ~appointed by the Prcatdent, one of whQm shall come from 

· ~· · .. ''.; . D~elopment . (:ounclL <:. • '. ro cffcctlvcly .apur tho: growth ~and. ; · .' .. ~· ... :. ". . . . · " .: · ;, . tho banking Industry. ,. 

: .. '!" .' ·.. development. or small· ari~. medium eatcrprises: .. throughout" the ....... ·: . . ~ . ·,, '... .. • ; . . 

: :- •· ... · ·country, and. toca.rryoutthopollcydcdarcdln ~Act, ·a small an(.' .. ': : :,'·: .. . . .... ' .......... Cabldct-ruiJc· ex officio members. or. the· Council shill 

: · . :· · · McdiumEntcrprisoDevclopincot(SMED) ~uncilbhercbycreatcd. "< .. :· : '. ·.· · .: :' deslgasato an undersecretary orasslstant secretary as lheir ·perma-

. . . '. . . .Tho Council shall bo att~chcd to lhc Dcp~tment of Trade and Indus·(.: .. :: ; · . . ;. : ,."' ..... nent'rcpr~ntatlvo In case they Cail to attend meetin(t.1 of the Counci.f., . 

· ·: · · tn'. and. 1hall bo duly'.constitutcd withln sixty .. : (60) >days after tho : .. ~ · · · · · ·~ · : · . · · . · · . · · : . . · 

· .· . approval of this Act. ·· · : 1 .• ' . •. • : · · · · • • • · • • •• • · . · ••• r." ·. ·:. ·. . I : ... ·:, · . · . ···Tho private 'ector members or the Council shalt Initially · 

'. . · " • · .. .; : : · : · . · \ .. -' :,. · : .. · : . ".. · : . : ",: ·: · · · :" .... j · · . .• · . ·receive pu diem of On!' thous:aild pesos (Pl,000.00) per meeting. 

./. · .. · . · Tho Cou~cil shall ~ .. ~e ·primary.agency rc5poosible for the ·:. ·~: · . '.: .. ; .. '. · •. : . ·. " . .'~ . · • . . 

· =·· · .. ,·. pr_omotlon,growthanddc~lopmentorsmall~dmediumentcrpriscs.: ... , .. ·.· .: ·" " .1 ·: • •. Th~ Deputmcnt ofTra~e and Industry shall allocate five. 

· . ... .. · · .; Jn ~e country byway ofCacilltatl:flg and . closely .~rclina~~ national ,,: · ~< ,.> .. r ·, / .." '. ·.' mUlion·pcsos (PS,000,000.00) out oClts savi.og.1 for the Initial opcrat· 

· . '·,'. . ' . 'efforts (O promote tho viability and growth .o( 'small aild . medium : ' .. '.·: . • . I· . . ., ' : 1"', mg ClpCDSCI or the Council, after Which the .Coundl'S budget Shalt 

· ·,. :. /.: ::: .· eoteri>~~~ln~~ding uslatlag relevant' agc.ncl~ In ~c~ jarplng :'Or;·::=·:.·· ... :. 1.: · _<. { .' 'be lndudc:dlnthc.annual appropriation o~ the Dcpartment.ofTrade 

,!'"·' .. · l.oc:al and. ~oreagn ·f~ds ·for ··a~all. and·•: .mcdium.::cntcrprase:. ... : .. · •· . · .andlnduatry.:~ .· .. ., . 

devclopmc~~·u well~ prom~ tho uiopC,~~s·: auuanteo:.,:· ... : . · -.~· :· .. ·.' ··. . .. : : .·. . . · ~.. .'. · • · 

.. . ... . ·:.programs.. . ..: . • · · " · . · :· . '. . , .. · · "" · ; . .: · ... . :. . • · . ; · · "· .. :: . · ·" · . ·Tho P,uncll may, from time ~o time, call upon lhe partl-:apatlon · 
· · · · · · ·· · · · · · · r · · t r ---' · 

.. ·.. · ·•· · . · .. . . ·'.: · · . · .. ._ ·".· · · : •.. · .. · ... : ~". ·;.:.''." : ..... :: · ·. ,. .. o ·any government ·agency or.usoaat on o 1~ · government 

, · " · . '. · . . . : . . . . · ; ·. ' ... · .... · · . · · . >" : ,. . ., .:" . : ( : :. offidals In Ill dollboratlo~ cspcdallywben such agency ls dlrectlyor 

. SEC..7. Co1!fpoiltl"!'• •.The °!uncll.ahall be headed by.tho. · .": .. :. ·:• ... :·. '.. lndlrcctlyconccrned with·and/orafl'ectf.ng th~ growth. and devclt1p-

··· .· . Sccretazr ?£Trade and Ind~~ u ~~an. 'l'.h~ i:iicn>;bcn.:~all bo. ~. .. . .. ,· . . . " .;. · : ·. ·,. . meat of ·amall and medium .entcrprlsca in any pr.rticula.r area or 

.: ... : ..... · th.~r~u~VUlg: .... · .. ··.· .::·.:.,;·.::: · . .':>>:::· ·.:·: .. "·";".::::·-. :".: .......... ·=·" .. " ·"·:.· ·: .. :m~er:·" . : '.. · ·· · · 

! · ·. .. :a)'_Dircctor· General .o! ~o 'Natlo,,nal~no~lc.f"and ... :.' :::.:. . . ,'. · :.'. ;~·, ·.: .''.;·. -..: . .... :SEC.. s. Powmand'Functlo,.;. ~The Small and Medium 

. ".: .. · · '·. · '. ·. '.D~vcl~pmen.~~thonty; · ":. 7" : · :. : .... :. · · .. : .... '~ . .. : ·:.··; . ... · .'. · .. ". . ... :'.Entcrprlso Devciopmcnt" (SMED) Council. shall have lhc follow-

.·:.. · • " • .;.·· • "· .' • • ••. ,;'..";··.-: 1 "~ .. • • •• ::··· "· ·•.. .. .. 1z ......... wen duUcsandfunctions: · · · 
·.. . .. · "b) S t CA. lcultur . . . .. . . . . . . . ' ' . '· .~l"' • · 
. . . " . : .. ccre ary o gr c· . · .,.. . ·. . · · · · : ·. ·" .... · "· . ,. ' . : ' · · .. · . · · . 

•' . . . . . . . '. .. . ' . . ' . 
. -..::··, '..,\!-~ . c)S~e~~ofLabo~ud&ploymcat;.,·: .~ ... ··.; ... :~ . i:,_; .. ·"·>·: ..... : ~r.: .. :> ............ a)to lielp.cstablishtbo'nccdcd environment·andopp0rtuni~ 

· · · · · · · · · · · · · · u d d · t1i owth d d 1 t r lh -all d 
. : !.·~ :· · ' · · ·" ·. ·· · ·. · · ·: . · ... · ·. · ·: .. ·." ·.", : .. · =· ·; •.. · .. I· ... · .: ..... ca· con u vo· to. o gr . an eve opmcn · .o o.•UI an. 

· ·:: .. .', ·, . . d)' Se~~t~or~~~nt1?dNatur~:it~o~cca, : . .. ".·.!1: . .' ·: .: ... ~'" .. '.: ... mcdlum.e~tcrpriao1ector; . • · . 
. . . . ·. . . . ... . .. ~ . . . I ·. . . . ·. . 

.· .j .. · .· "e) Sccreta.ryorsdcncc·adTcchnology;·. '. .:·:' ........... · "· "'. ·.,:: .. (·· 1· "~; .... · · : · .· · ... 

w .·· .. ;.·· ... : ·c ... , · __ ': :;_..,.::~:· · .. ;·~:,:·_,;:·~:··-.<·'~;::-:',::·<>:_·:: .. ·.... .. . 
'J t ' 

• • "• . 1 ••• 

r " ·,·•~·· ·•:-•.••• '• .... ~·.;,. ~:-. • • •,•, o .. 'r ".:_ ,. :_.I•,: f ·., • I,'.. I 'f;~r;~···\·-·:-··..-~.!·:· t • o I • 

. · 
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. :. :' . ·. :.::' .·· ( .. . " ':. > ': :;:: ··" ·"~:\t ~ ,·> : :· : . \':') ... :: :? :· . ; . . " 
. b) .. to recommend to .tho.Prcatdcot'and the Congress alf policy.':- ·" · .. : . .' :: : . .. ~'f ;". · ... · · ·; ·" ':. · .'.'. ' ' 

· matters ilfc~tlng small ~d medium scale· cnterprls~i '. .:"." .. ; · ;. " . ·. :' ~ · . : · .. :.. · ·; · · . · ·. · . . 

. . . .. . . . · : . · .. : .. ,,.· : ... ~:. ,: · .... · ... ::· .. ; : < ·;.~;.:: . .;: ... : · .· :: ',~: ·:.-< ·<".· ·· ... !· : · · .. \.·' .: "" ~ • ·:· · . 1) '.provlslono(buslne!s tralnlngcourscs. tcchnlcal training 

., · c). ·to· formulate "i.: C<1mprdicnsivc.'·:smaU":·i'·.nci.,:7.· ~~~~"::'~<::':-; :::l<:;·::·.~:::·:.~"::\~. :. ·;:·: .. ;:(Q~·' ~~~and ,skilled .la~rers and continuing 

enterpmc development plan to be· integrated'. into . tho National ::- <··· <· · · :.' ·.". ,·.· ... ; . " .. ~ upgra~g programs, • 

. . = Economlc~d.Developmen~AuthorityDeveloP.aient'~liw;·=~ . "· ·· . : ,<'.:;,· :: <; L ... ··~.· · '.: ·" . · · · 1

• "· ~· • • •· • . . ' · 

. • . . . · . .' · .. · .. . . . ... . ·.. . ·'1. : ,· ··· ~ · . . '..'. ·;: ·:,: ". \ .:·· . · ... · ... ;.;. : : · ·• 2). proVJSlob. oflabor-management guidance, assistance and· 

· d) to coordinatcand~tegrato varlous'govc'niment.andpri~tc/ ·." ".·~· .. · :., · .:,:~:' : -:.bnprovcment of tho working conditions of employees in 

sect~ractivitiesrela~gto~lllandmCdiwncnterp~lsc development; ·..... . . ·.... . : ; .· .•. : ~·.small and.mcdium-siudftnnSj .. 

. ,,.. : ,• • '• • • • '• • .. • '• '.•' ".,, .. :' :'::: ,;·,.. I • ·: •. • ..... ·, • • .-,· "• ·~ ~ •• •' .: ,:·.' ·.•. 
' 

. . .' . \ .· 
9 

. .. . . .. e) to'reviewexistingpollc:Jesofgovcmmcntag~~dcithatw0~1d". :·· ,:· . ' ... " . . . .. • .· 3) pr~on ofguldanccand wlstanr.c reg.arding prod~ct 

: .·,. : . affect the ~handdcvclopment.oCamall·ud medium enterprlscs>" . . . · .. · '. .. · . ,. · ,.'.·, .. quality/productdevelopmcntandproductc!:;.-crsificatlon; 

.. . . and recommend change& to the P1ealdent and/ or. to'. the Congress .. , 
1 

: . ·· : • • .' • .. .'·" " · . • • . ·• ~ · . • 

: : whenever deem~ necessary •. "Tbls shall inchidc efforts to simplify .. ·. .:~ . · .''.: · · : · 4). pr0V1Slon or guldll!cc and assistance for the adoption of 

rulesand.rcgulaUonsasl'icUas·proce<furalanddocumentaryrequlrc- .. · ·· "· • · ' .. ··improved. producti~n techniques and commercialiu· 

.. 

.· 

: 

,_., .. 
... .. 

. . .. 

.. ·. 

. 

:. men•~ in the ·registration. ranandng, and. other .activiti?. relevant to" • ".' .. . . . tI~n of appropriate techno~ogies for the product devcl· 

small and mcdiwn enterprises; . , · .: · . . · . :': : ·: · · , · · · · . . · · opmenl an~ for incica5ed util.izatloo of indigenous raw 

· .. · · · · · · · · " . · · · · ., · materials• · 

. . . . . . :' ·. .. . . (. . . : .. . . . ". .. . ... . . . . . . 

·• · l) to .monitor and determtnc the progr~ of Vl!J'ious age~cie.i: .. · !. . ·: ·. • 

. geared l'>wards the development or the sector. This shall' ".include ·· . . . 5') proV1Slon of l;Mlstancc In muketing and distribution 

overseeing. in. coordination with local government units and the . .'. .: · . of products of small and medium scaJe enterprises 

· . ·Depart~cnt oC ~ Oo~emmcnt as well as private 'sector groups/. . · : ... ·:. · . throus!1 local supply·demana information, ind~try and 

. · · associations, '.the develop'ments among small and medium· tnter·· ·. , . · ·.·. provlnaal prorates, ·overseas marlcctlng promotion, do- . 

. prises, partlcclarly the cattagc'and micro-sited firmsi . - . .· : ·. ·· · · · · . · :mcstlc-mulcet llnbging and the establishment or com· 

. · -: •. . ·· . . . ." '. . ·: · '. ·. '. . . .• _'. '. . ' · · . . · . .. . _ ·: .· · . .·. · . mon 1erviC9 Cacllitica 1~ch as common and/or coopera· 

. . .. s) "to promulgate Implementing guidelines, : programs;.· and . . . .: ·· · · : · . ·• tlvo. J:>onded warehouse. grajps 1foragc, agro-process-

_operating principles as may bo deemed proper and nec:esSary in tho · >. ; '· . · : Ing add~ drying Cacllitlcs. lee plants, refrigerated· 

.Jight'~C goycmment pol,icica ~d objective& of .t)da Acti " . ... : .· . : . • . .' . . . ... · storage. cooperative trucldng f acllitl.c.\ etc.; .• 

. ~ .: . . . . . . . '.. ·: . . . .. . . . ' . . .· ·.. . . .. . . . 
" .h) to providc'thoapproprlatc pollcfaild coordinative· frame-. .'· 

. work. in asslstlng ~elcvant 'government agc:icles, In c:Oordlnation : ; 

" with the National Ec:Onomic and De~lopment' Authority .and: tho ·: '. · · 

6xJrdinatlng Couni:il Cor ~c Philippine Aasistancc Program, ·as may .: : . · ·~ · · ·' 

be necessary; In tho tapping of local .lllld foreign f uil.da for small' and: ... : . · · . ' 

medium en~erprisedevclopment; · · · · ... ·. : • · · 

. ·i . . • •. •,.•. • • . .. • • 

~ i) to promote tho productivity and \liability.of mall. and medium ... • . 

c1:1terprlies by way of ~cctlng Ind/or wisting relevant ·goVcrnment . 

agencies and lnsUtutlona at tho . national, ·regional and. prov'hidaC- ::. 

).· ... 

levels .towards the: . : · . .. · ·· · · . . • . . .. . ·: ' · 
J 
.. 

. . . . 
~ ,,.. . . . 

. , ,'.I 

.. .. . ~ . . . 
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· . 

. .. 6) .'intenslficitlon or assistance and . guidance to enable 

. • • grca.tcr ac:cess to credit through a simplilicd multi-agency 

·, . , ··.: financing. program; to cncourasc development of other 

".,, . .. .. .. : modes of fmanclng auch as leasing and venture capitil 

. · :· ; .. act1vitlea; to provide effective ~editguara.otecsystems, 

._ ( · .. : .. and cncour~gc the formation or credit guuantcc asso­

~ · .. :. : . · . · datlons, ~duding ae~Ung up of cr~dit records and 

· . Jnrormat10111yatcms and to dcccntralizo loan approval 

,.' mWianlsnis; · 
•,· I • • 

I. . . . ., .· . . 
1' 'provWo~ of concessional interest rates, lower f anancl"g 

·.recs, ~hi):h may indudo·lnccntivcs for prompt credit 
• ,. 
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• ·.··· .. · .: .· ........ . . .. ·: ~.::':;.· .. '.,/:.:.: · .. f:/:.=~~-~·"':• .>.· ,.··.:t\;;.•','···:·: ·~:·-1~;;1.·'!~~~-:.;. ,•, f:·.;:~.·~:·}.l'~~··.·:~;l·.: .. ·::~:·:,~.=-~·:\~"'.:~L·;\ .. ""~:\:·. · .. , •. '\·'1··.-:.:···. ·. . I. . . . . 

·. . · . · · .... . paymen~:·arrangemcnt1: ~g · amortizations '.)o";bUSI·.":-':-~./;.:_1):· · 1,'. ~ :; ·.;.: "''·:: : ;. :!:' 'tiE:: '.~hereby ~Cslgnatcd to ad as. tho CouncilSettetuiaL The Scaetariat · 

· . . . . ·. . "ness" wh ·:· Oowi,.+ efi'Cdlvo 1u0st.itutlo11 of goVernmcntb\';:;(~·.:(::i'.·:.!:;_.,.,,:·;,'.:j"(:~~~·.:'..r:\;~~~}':· shall havo~.tho :following d\ ~es. and functions: · 

I.·•' I t: ',,~ .. ' ... : '··1 'I : ,..,:· th' boo o .:.J "·J 'clch f'!'~~: .. : .. \:~~;o/:3,;:,::·.~·: .... ::.-·i:..:r~~";;,:i1"\';,~~1,.,~ ;•;'-•,,•·.,·;,•o:::.·~(',' ,'••,'',,:'' o o o ' 

... guaran eo. cover .. on. oana wr o rrqwe'"'· ll o ,,,!'·r,··.~·.~::·'·, ,. ·~ ·· .. , .. ,r:.•J. · .. i.11:.· ·:: ... • ... ~ i 1· • •• ·'· 1 .... • . • • • 

\. . . . \ ... -..::••,· ·1,.1":.,\, .. ·,;,,.·'. ,, .... ~ ·u·:,~"i~'·•''J.t"'''·t~:.·'·,? .... ···.1, ... · ... :·~1L1'.,.:·,r.···f.:.· .. ~r. r··,.: .... ·.,.,.,)... ... ·1n d' I 'th . . . 

. .. ... : collateral;:::-.:: > .• ~.-l,..~\:''•v:~~:,.1.:.~··· .. ·~.;" :•·. '.'> f'.f'.i~~~1~:'=,·,~ ... ~ .·,·:1::t·~--~,~~·:·::,1 .... :! ... -~ "'":·' ::,"''it1=· .. :.';~!{'1 .. '•. •<.\ ·"' Jo prepuc; . coor mat on Wl local government urull and/ 

• • ••. ' .· .. 1 • • '..·.':.t•.•": i . .f·• ..... ;,,;·, •'••. • ,, •. ;•\·";·• ''".;ttr•'!,•,!/=_t•·l\~:'• .. /• 1:.1'•.,,t~··'·r,''; '\'1.41\•• ... /:!,''·l!i•'·' I 'oc1atl ''o r· • • t . 

. · .. ·,. :_.·. . . , '~ · ~!~: .. ·~,. · .. : :.';:.:; ... ~f: •1 i•~·~·;:·:;=1~·; .. ·: ;'· ·~~: .~\:o ..... ::;!··! .·~; .. :.. ::,:::i,'i ~ .. :; ~;t~i!~11.~~}ft ... ¥\.) ,>.~: ~.: ' :: ~' ... :;\:;l!~~::~l .. i t~ .. ·.oi: I.SJ . . om o local govcrnm~ilt officaals, and rccorr.mend annual ;, 

...... ,. ~.;, • ·' ·~·, .... ~ ·~· •• ·~ •••• ·'"' ......... '·· ... ,.,, ... • •.• • ... 1• •• :".'}·•·1~·~, ........ ". ~ . ., . • 

· · .. ·: ~ .... ~> · provisi~n or bWniptcy' i>rcvcnt1~ :. meuw;.~-~~qogh·.~~;~~(<B·1i~· ~:.,',!·'.'\.··r:,.·)\~:.~::·~~~:~:?.~. as ·:w~n ~· ~cdl~·te.rm 1mall ~d ~edium enterprise devctopment 

. · · · " " ·. ' th!) setting up .of a ·mutuahcllef: system Cori·: dlstrcssed· .. -:1?.~-~~.:~F. :;·;\ :1".:.: •, =' .!'.,; ·~::;;:•.<.i'i'.· ,;Jj pl~ ~or ~pprovnl .of tho Council: · . · ·· 
6 " • ' ' ' ''· 1 ' \I ·'· ' '(•,., ,. ' •"•I•,•.,. "ff' 1••\I '·l•,:·'--. )' t' i' ' .;·., ' .'" . '"' ' ' • • 

· · ·" enterpris .. •· ... d the···tabu.1..-cnt of m·eas .. -· auch as~\':'·•1 '"~ ...... ~i ,.,, ... •!-'.'-. .. :·:~,. "' ....... ·•.• ..... "· ·' • i;: .,: ·• : · .. · . · · 
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• . -.. ...... . ..... U3lllU .... ~.. . •. ·--.. ·':'.-.· .... ·: ··' ~ ... '\: ... ,: .. · ., i ~I."''·'\. . ....... ,'.If'•. I. • 
• • 

' . ·: :" · Insurance : against emaordlllary 'diwters;:}:\·:r~ ~~.~; .. :};.:.:·:/ ··":;:~F;;:,~r:, :~'.:.,!-.: .. : :~ .:>\ .. ;.:I.;·.,"'- . ·2) : J~ .coo~dinato the preparitlon or J>O$ition papers and back· 

., · • • · · ., ···:.· ••'".• · · • ·· ··:.•.,t,: ·i•·.t,~!·~·r", .•... :·.:' '•;' • . .. ·: 1·· '· '• • d .. 1falifi dis • • al d ·• ' 

: .' -: · "." .. .;: ... : .. ".' ::·~_.~·:;, .. ·.;~;:;: ·'.·:~".: ! :-"":""•·.~'.· .·:':.\i·'· ·: ... \-,:;:~·.:·;<~:~:;).';'::· .:: ·r: :; .. ··\''..,t._!P°ou~ ,.,~,~~ .... or. .CUSSlon or •.pprov ~mg· Council meet-

::. 9) lntcasl.flcation ·.of: Information .. ·.dlUcmlnatl~n~.~~·J·:;..:::~::;;.'.'"1::, .. :~\: .. ;· .. ·. · :·. ~·:~;<,~:;·;··~in~; .1· .(;:. : · • • .• : • • . 

" 

' t' ' • al d ' ' .'I.! ed ' • ' cti' ·u· .,l'")ot, 'I •,:'•i.• ','f ~·I,., .. , ':.• • ./.'' o ••'' • " t ' r :.f' J~t' .. ' o • • I. 
< o 

... - .. · .. p gns an entrcprcncur.wp ucauon a vi es,,:,.,;,. 'i · .... : ..... 1,, ....... ~ ...... ~ . , • · ; .. • .. ,;;•··· ·; ~.. '· · •· • . · •· .• . . 

• . ' · .. : . " . :. ". '. . . ..... " :· ,.'.· ·.: •'. .' :· .' ... '~ "J','.•. ·• ·'!-."::: .. : ··,"·,-·\~; :;:·,.;: .:.,; :·~.:·: .. • ' .... :/'\'.: .~.. :" .~· 3)'. t' . 1st th Co ell.!.:.. .I!- • d • • ll 

.· . 

· .·· _ : ..... · ............ ··~: ,. .... · ........ ""~·~·: .. ::• .. :.••-ri 1 ·~.i···"·" • · .... ,..:~ .. ;.--: . .:tr··• .,. ous o un .iuc:ooruwating an morutonng sma 

· 10) easier: aCccss to and. a~ent of tax C:rcdi~ ind .other" tax,;:::·;,:~{:~~ ;.:.~:: :.: :'.:". ..'.:· . :: . '.:··'.: ~~::· ~ ;.~:;and medium enterprise po.tides and prwanu and ·activities or all 

. and .·duty lncczitlvca. 1as·: pro~ded by-. thcs'.'Omnibus ~Y.~)·~::(:;.' ... :.•.: : :·'·. > >.\.<: .r·: government age~cies with respect to amllll and medium enterprises; 

• . tm t'Cod .. d th 't.! . ....... · .... ','.·.', .. :·,.·::··~-:-.::.····::"::·:,;.':· .. : .. _ .... , .... ·.: .. · :· ·.·• • .. 

..• mves_ en c.an. ~. cr.aaws, .: ....... :\-.. .;_. ... · .... :·.~. :.~::.·~ .... :~,: ... ,· .. ::• -. ··. ·:·· "· ·, .. ·. . . : "·. . . . · . . · 

' " . ' ' , • ' 
1 - " •, ' '. • t' ' ' . , ' • . '. I •' . '• . "~, "t u ' d In all In b Co 'lt 

. · · · . · . " . . ... · · : . '.'. · :· '."' .. : · ·: . . , · ; . ·.,: ;·< ... ~, ·.:: · .. ~·.· : .. ,·: .< 1::·:.' >>~ ... ! , .. : ·: :": ·i .. , .·,.:, · . .. · . o prepuc, co ate an tegrate puts to l e unci s 

. . )1).proyisi~nohupportroiprod~~ cxperlmen~ation ·and re.; '.'./·:: .: .. :.:·'.·: .. ,.,. r ..... '1 :. ;'· ... :.:'.yearly report.on. ~e atatµs or small and medium nterprises in the 

". seuch ~d devclopmcnt.a~liVlties.as well. as .ac~. ~o ... ··:./.· ·:· ·:·:, .: :::· 1·: .. ·~ ~-: · ... : '.:·"country, .... " .''. ·. 

'. · lnformali!Jn 011 coa,mcrdaliz.ed tcchnplogies;and··. ··:. ,,·:··)·,' "" <-:: .... , .... " " ,. · · "'.: . · . . 
·• · · ,: . · .. ! :·.:. ·. . > :. · .• .. :· ... ,., · '" ·. ,'.. · ·~::; ._ : .. : · "' · ·. 5) to aubmlt pcrlodicrcportsto the Coullcil on the.progress 

'' • ~ • '. • o • • • o • •• • o o. • .. • 0• 0 "• I .o, o o 1' • f 

12) provbion .or more· infrastructure "facilities . and: :mb~c · :; : : ........ " ." : . .. . :,..ai;id accomp~~ent oflts work prograJDs; and 

. . utilities to support, opc;ratlons. ·Of 1piall'. an4 m¢ium ' :: .. . :. ;I :: .'. '" ; ; · '· " : ·: . • .. ; ' .• , 

'· ente'rprises;' ·.' · · •. · . .: ··. · .:· ,._ :·.: .:·.... , .. ;·. · :·6). l9·pe~Co""':' adhoc:fun~ons as aulhotlzcd by lhcCouncil., 

. . '.. .•. . .. 
• I • • • • • •. , • 

j) l? aubmitto tho.President and tho Congr~ a ycarl~rcport' on ;· 

tho 1tatus of amall and inedlum ·-enterprises In the country, Including · ... 

. tho· progress. and . impact o( .. all· rele\faJ\l government p0lides; .: ·~:: · ! ·.::. · 

programs and lc~lalion as well ·a~ private sector aetlvities; ·~ .' · . ". · · ; . . · . . . . AA> • · ~ • " 

• •• • • • .. ; : • " • • ·.'. ·: : : • .. • • • • " ·.~ 1 
• ' : "· ' " • " " • SEC. · 10. ·Rationalization of. Exbting Small and. M tdi11m 

Jc) to ·assist iii tho establishment of modern ·lndus'triat" estates ". '. .• ·· . •'.. °': : ·. .. EnterpriJe Progrruns. and Agenclu, • The Sm&il and Medium 

· outside urban c,cnters;-and · . . . . . • · . · '. ~ ·:: . · ~ : · · . Ente~pri.so Development Council ahall within one hundred eighty 

• • •. ,. • • •• _ • • • ; ·: • ,: .... '. •• ·" :.-. • '.~ • :: 11 •• , '.: (180) dayi from ita establishment. recommend lo the President, meas· 

· . : 1) . gencr~y, to cxcrdse aU 'powcn .and functio~ necessary tor: .. " . '. . • ·. ·. . . ·: ·; ure/a to rationalize and integrate under a unified lnstitutlon~ framc--

the objcctlvea and purposes of t1!1SAct. . : ···. · :. .. ·· ..... · ··i'";.. · .· .: :·., : .. : .wo~~allgovc~cntprogramaCor thepromotio11anddevclopmcnto( 

· · ; . , ... · . · . . . · . '. " '.," . . . . . : : ·1~&11 and medium enterprises. 

. ,. . . . . 
.. ",,, . CHAPTER Ill 

. • . SEC. 9, 'Dulgrratlon of Ille Burtari of ·small and Medium . · ·. ·. :· 

. .. Biulnu.r DtVtlopmmt a.r Council Stcretarlat, • Tho Bureau of Small · · ~ .1 · ~:.· ·'.Th~·Prcald~nt.ls &ereby also empowered to establish a small and 

medium enterprise promotion body which shall be the princip:al gov· 

· :, ernme.nt agency that wll1 formulate, lmplem~nt. coordinato and monl· 

: .' · . t~r all. no11·flnanciag go~ent programs.· Including fee-based 

,. 

• . and Medium Business Development of the Department of Trade.and'· .. '.. . . 

Industry,· in ·addition to ,Its current acti~ti~ and functions, . is. · · · '. ·: ":: .• • 
. • ., • . : I : ,· t • : • ~ .. , ~ • ·• . 

., ... 
l ... 

. . \ • . .. 
. • 

. . ........ , .. 
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.. '·... . .... 
r .• · .; . . 

., .. \' .... ····.-1-r:... ... . • . . . ..,.._ .... 
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IUPP?~ Uid':~~~~:Ji?!Cz:o.)!D.~~~:~ii~{i.uiAA~',c~~~it*~~lf~i~~~ '!~f·~~'*
ti~it:~·~: .. ~·b)f~"~!,~:~p~dp~ pla~ of ~Uslnw 'ln Mello' Manila and j~';. 

· ; I,~.:.. .... ·. ·::· riseL It &hall attached to tho De en !rl'radG and )ndus .' }~.)"W-l'-~.1,(• I.; 1A~: £~, ... ,,~. codcavor1 .. ~ ono t rnore branch offices ln eve rovince ofth · :1·: 

.. ! . ·' ..... .. P .. • ··'b-" 'rbo"~, .d .. ··•th"·~·1"··n· ··.~. ~t-'t,if;, .... d. '.\"~~r~t '"'····~fhiJ.'·~\!~t;'ii' ,}\.1r.':~w:1f.,t .,,, '·;~'\'J9.·~:z~,·~'::'.·~(~-: ...... ·,. . . .. ry P . ~.·" 
.·.: .~:" ... :··~'=> and··,:1 ~'.i'f ,;wi ct~~ o.~ .. p0 CJ'if·prqvant~AD ·a~stt~tivc·,~~;1;~,i;.~~'.!l 1Jf:1410:i:1WW..1.c:otµi:"".'.m·:it;~\~~:1:.,.&1.r..,:·:.1~., .. :·~:::1~·: .. •· · ·. · · .• . .: .. · ... ::,. 

· :·.'·!:·< · ·~/! .... &Ui>C1"hiono(.~~sMEQ~Q?.~~\~~~:P~~.~~.~~~~~n,~~~~~r~i1~~*f.t~~~~~.lr,;~~t.l\~~l
~*~~t~il~1)~~l~.~.:~ 1~:.·':·).'.~ ··,. .. ;: . .... · ,.. . ; : . • . ·:;~; · 

·. ; ·: ·.: ·., ·::- ~.fifty per~~~ .($0%) .of;~.:·~~~ ~~~::~!1~~lW™'~~~n~=.;~~)!;~~~l~:ir.J~~~1~~trt2~~;t,~;r.~.~)~~;~f;~~ .. ~ ~~ s~.~ral.~ 
~~erred by faw. upon corJ>'>': ~·:., 

·i · ·. . tho ·agcnclca !or.; promotio~dcvelopmeiit an4 fill~~o{ ~·all andJ.N?~~·;l11.'}Y·;.t~~ik!~~~J~/ation1:U11~Pf··dioCorporation.Codc u arc inddcntal ·or c:onduclvc tCt 1 
• 

. . i ~ ·. . ·. . ·.medium cl\t~dscl·:. thAt.':~iDi'y~
1bo ~ ben~ortJi~1.'.dll&Q1vca·r·iiiWoi~J~~~i!~?.:~'~'1:'' :.:tjf ~·~?ri•. ~Q 'a.tt'alrijtYi(of.itho 1Qbjcctlvca. of thla Act; ~d . •. ·: : 

· : · · ... · .. : ·. ·abolished ·and:·,· L.-..:... .. ·- ~::':.::...•' :r· · tcd:: · -~d· 1o· t'e" ..... f.t"o<1'" "~" · '~~~t..'i's~" " ·:~~:f:li~~\!~~,i.i:,f(h~t~m1·i;®~~.\~:•1,::~;~l\~· ~*'i>Mi~A"~.~.;;,1: • ::: .' ·:~ .-.'~ ·; · · · · . ". ..:: 

• • • • WVl,~l JD.QJ .... V 1.11.Q ' • • t • • ~ '' .; • •I •"'i• ..,.i~j , •"'•:f.t•r "I' ¥'1 ' \ [>f•', · • •,! " ' '' •• .,,t • • • ' ' ' 
'•' 

•· . . . ,. · ~ .... , ....... .; , • ...... , ·~ -~··' ,.i.:.··· ,.)~!~·'1.;,·li ,,,, .. ·~· r ., : · 'tl•·;rr,~~,'1:1-1 · I .. ,~ .. '"-~ ~i/-'·· .. ·~.i, ~. ~'if··~;·' .. 'i; .. . . • . . . . ' 

! ''. .· •... ·. CoundL~ ·: :,~ ,.;1.i"'...···' :-; .. ;~// .. 1.,·::r~(;;.1~l·i i., .. '.::J~{' f:'•L:::~L!.f~·~·.W~·t-W .. ·1i:4~'!-,Q,f;·~;;S~i.ki'!"~~i~{~[~1'.;11Fi~~:~:,,J~;~;'.~.a.~~~f..~1.l:\·~{·;i:;~.iAA~1·;~~bo1ar~;of, ~lrcct
on. Upon wbtch the powcn or . tht.'< 

•,. ••• •• .. • ·'' .·._.. •• ....... .,., ... , •• 
1

• 1 I'~•• , •. \v,,· .... ·st"'•'··r•~·- ~~·~t ..... . ,.,.;f)tl~(~t .. ~k"•":."•~" "\..,;~;.I· 11 1t.jJ.i.'1,~P( ~· 1 
.... ····U:li . ..:.;,· ., .... ·· · ,· . 

~· ~· -: · -. . . · ·=::-: ... ~ :· · · · <:. '·~ < :-.·. ·. :.:.: ~ ~-:-~·.:~.~ :.,:;;:~{~:.:,:.;··~;·~·'~ •. ~·~:~: :!~.;~-.~?~-:J~{\~~1~~f~1t~i:~·:·15t~·~,~J;;~)jl~~-;~~tr:t.t~~~~!~t!:~ 
1~t \5,~~i~S~~~~~:i~;·~~~ ~o. ~ com~ or live (.$) . mem~r.1o· · 

. · · ·, • ·: ..... SEC. ~:Creadon. "'Small Buslnt.U_Gu~tte·and::.F.llJanct •
1.~~~~ 1~!'-.~i1V·~~'.~;:;?,~~r1•t!1 ~~mcl,u • i;:_! .. ~;~~~:,?···t.::.< ,. : .. : .. · .. ·· · . . · · · "" .. 

. .. , • . , • . • • , .. . . .,,,. . . . . . . .. ··" ............. If~ .• " •. b ...... .,,r.l·~·"··L··'1:··i.'6., ........... ~Jt1s·1. ··~·11· .. ·· ,,·n·~·f.1.'r}.,.., •. , .. ~ T ~"·, .• ... . . • . . . 

' r .. .........;.t-~ Th is h' _,_ ed bod t t ·L-- ~, • ~· f... ... • .. r. , ... , • ~·· •• I,,. , : ,. , .•• ' ·~ .. ' • . . ' ' 

·. ,.,_.,_. .......... l"""':u"' ... '",: . ero ci:-.v1 acat a y:corpor:a ~. o.w OWD.i:!~r;i;i•.'.-'· ~·~!:•t.<1.~··~: ,, .. ;,:.~~~·i:; .• •,.;:\, .. !~.,,·~ .. ·~J· .. ,.·. . : · · · ... 

. " ..... as the S~aUBUalncss ouar~tcc·and r~co·~~rW,i~~~~~lic~!P~·l~~S{:~~}£~~ ;.;~~·).:
;$~~~\~?r!:~~!-!~)..Jt~i~ '(3) ~~bc'n· Crom tho private ~cctor 1ppointcd by . ·:. ·. ·. '. 

. . .. . . .. : t~r rer~rr~ t~.u SBq~.~di '!WI pr~~~c,"'pr~ot~·d~~tpp :-.~~v~·:b~:·!~~::;;: .. }};~:.:;J~?,~\1t;!;~ .. ~·;;'.(\1.~·!;1~pi~.~~~~~nt:upo~~m~cndallon of theSMED Coun· .. : · . 

· .; · , ·. · ·widen m both 1copc. and acr.6co reach various altemat\vo m~cs of /\·fo';~~~ :·;:.:~:;:;•:::·: ~ ~~{:!.-1··~·~/:· 1.: ~~~.!.~•.an~ f.r:o.m ·ainong "Whom the Oiairman of the Board · .. 

· .; .. ~ · · ·:. · fmancingforlmallentcrP~:including,.butiaot~.itCdfo~-~ec(and
}i1~;:~·/~:'':: ·1 ~~;·:.~~·::.;:1;}~.!'..\1::).,i:;::.-.:?~··~~bc.apP,J~~cd by thcPrcsidcnttoservconafull-tlmc · · 

. • i .I!- • J .ll-· , • 't•I" I': 'al"'J--'.I- •./. ... .,\.,,,,,,. '· J' '\. \• "i I J • •· ,• "' b I. " ,, •.. 
• • 

: · · '· '. PWl'Cct project cnumg. ~nturo cap1uu, ::.4manca i; ~g.·;.se~n·~~:'.,i:f ·: .;:":::~·\ ,::<:·· .·\ .. ~).~~·,;.~:/'::· ;• ('.· .... ~ .. ; 1'i<':: .-.... · · · · • . · . 

. ·" ''d .... '. d/ :.....tl.- tln 'f'J ......... ·.u"~·'·'·•",•" .............. , .............. , .. ,,;•. .. . . . . 

••. :. · Ar)' .. .-m.ortgagl? an or r~un g. o .. oan papers to ... a~ .. f!.·e_.:.:' ' ... : .. p~·.:: ·.:i;:.::::~'·;;,:.·:':: :,->:·>~.::~ .~ . \:.·'"':' .. ·:" · . 

: , . , . businesses,· secondary /'regional stock maikctl: Proloid~J; Tbat'crop~: i: ; •. ~ ~·: ·• ·: "! ·' .. '.:_!=:"~ :> ~ ... : '., : 2).'the Sccr~tuy of Trade r.~d 'Industry or his Undersec· 

. I ; .· productiOnfinancing ahall 'ootbo:acmced bylheCorporaUolL":;. :· ::.:::,:·:::'.:-; .. >' : I' : 1:.~;··,'..:·~ ... ··r .. :·· .. : .... ·,;, re~and' ... " . . ' . . 

. . .· .. r, . ". ·.:·:..... ;., .·.· .. ;~ .. ;:/::.::· ... · .. ;,;:,.'.· .... \ ... :·";:::: ....... ·,-;.;::., ........ _.;"\:.~ ... : .. ··: .. ';>.·: •. · . . .. 

" ~ · TM._S9\.porallon shall gu~~lco ioaDJ obtained :bf. ·qualified" : .. ~ ·, · :. ~: · · :·· · :· :. '. :,.. ··:.·.:. ". : ·~) arcprcseaitatlvcofthcfivc(5) governincot fananaalins(;. 

a.mall .entcr.Pffscs, local ud/or. regional assoclatloDJ ·,mall enter·'.-'. 1 · • • • · ::· .: .. · · •.• · •. • tutloDJ mudatcd ln thlsAcllo provide the illiti1I upita' 

. . .. priSes : and .industries,,' pr.ivato!.: voluntary .;.organlzatloDJ and/or::.:_;· .• ·' ;· ":·:;:;.- 'i;:: :,·.:. ).;: :.,·;.;. · >,.~:the~ qOrporatloa, who aba:U be dcsign1ted, under . 

- " · cooperatives, undcrauch terma anti ·conditlons·~adoptCd by ~,:Board.:."· · : .. : ·· ':.. );".· :; . '. ·: ·.:. : .. ' , '. ·· _::~:~guldellnea agreed upon ey tho B~~ Cbainnea .or u.ld · 

;· · .:· · Ito1~y·a.11.utmtccfoan1upto o~e. hundrcd.·¢,rcciit (1~%). 'It. ·m~r/:<· ;::'.: .. ·:. ~.::''. :'.'._'.''.~.:,';.":·: ! .>'. .. '.:):°~~j!'1~~~<: · . '. .-.. '. · .. . . · . . 
. also provido aecond lcYCl · suaruteo (L~ .. rc-lnaurancc) on tho credit · ·· · : · ':. ., : . · \ . · · ·· '·· ~ ~ " ; : " . . " . 

· and/orin\'CStmentgizarutcea made byercdlt gui:rantcoasao.datloiu.~,-;·' · .'.'-''. /'..: · ··:. · ~. " '. ·· · SBC..'12. Capltallzlltlon ond Fundln1. ·Tho Small Duslncs~· 

. . . . .'~and other i.natituti~iis.in 1upJM?fto'r1inallcntrepr~ii~~ · : ... : . . : .. .-.. : ·;. ":·'. >::: · , ''< ·:., :,; "·. ·~ OuarantCo' .'and. F"anaac.O .Corporation shall have· an autborlud 

· . . . . . . ·.. · · . · ' - " ....... ·. , .... '·' Ital t--'- fp; bllll (PSOOOOOOOOOOO Th lni'.l 
.. 
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. <··. : " ., . · .. ~ : .. "·,. ..... ·· :. · : ~.::. :;:.: .. ·. ·, · . <· ...... _: ··" .... ··. :·:.:· .. , ... '.cap .1 ~- o •'.'O.. on· pcaos • • , • '· :. tia 

.. · . The' Cotporatioii dilll bccOmc ~ablo under it1='guarantces upo~ /, ~-. ·.,. .· .'.. . ._ .. :.,-.<.<_;_, :::, . ; : ca pilaf of One blllion pesos {Pl.000,~.000.00) abaU .b.. . .:.'tahlishc..\ . 

proof that thc loan has ~mC!·p~t du.c under .such t~nn~ and gu.ldc-:. . ·. · .' . ' ; . . • . ,_.: . f"°'nt a pool of funds to be contributed 1:11 thdonn of eqtuty.ioves1.r.1r:ot ~ 

linca adQpted by ~ts .Board· and printed on tho contr.a~.'of ~arauteo.'.·. --:_ ., .: '· .. ~ .. ; :. · · '. . In ·comm!>." atocb ~tho Land Bank of the Philippines (LBP), th~ 

· :.' .. . : ... ·.· ... · · .· '<<·::;,.: .:•: .. ,.·_. ·) .'.: .. ):.:•". .·::·, ,;,::.P~illppinc::Natlonal:Daiik·(PNB), theDcw:lopment.BankoCW.e 

Tbo Small Busincas quarantee and ·F"maa~ Corpoiatlqn shall ~·. ::.;: · ··: '. .;. ·: .. · : ·.' ·~<:. , . ,.: Phllipt1hiea (DBP) In .tho amouot or. Two hundred million rescis. 

... · · · · ·.. · · · . • · · ... .. . . • mtnnNVt 00000,, ·ch. Th s--'-' . .. 
.. ··'_·· :t ·,.:·. ·->~· · "· .. :. · · .. ·: , .. : ........ . :;_::····"··· .. ,: .. · .. ·:·.~",wv,uvv, •. ,ca. cs UQUSecuntySystem (SSS)a.,r.tti .. 

a) bp1tucbed.to~oD~plrlmcntofTr1do.U,d1J1d~~&nd1lt~>.' . ., :.' .... ·~ ·'. ..._: . : ... · _: ~yovcrnmcntSemco~uranccSystee,.(OSIS)ahailJlfsosctasi:f.·rw~
· 

bounder tho policy, program and·admlnJstr&tlvo 1upCnis1on: of th,.-::.. ... ·!·: .... : · .:. i'.. ·rliundrcdmllll~n·pcsos (P200,000,000.00) each to bo rlacc!d 111 rm 

•• •. . . S?.f'BO .. Council; ··. ~ . · . ·. . .. . . ··. :· ~-'..: -:>· · · <.' _..·.::.: · · · " ":~· :""'· ~-: ; ··'· :. ': ·terrcdstocbofthoSBOFC. Adwtloiullfuadiug V111U ermefrom r~U:-1 

····" :·. ·· · ... · ,· · ·: ·":·'·. :.:.:~··;'-.::.:·~ ·::. ·, ",-.. ·;_. .:'. ·: : ... ... ···a:·:·. ··placcmcntaofcxceis and'unuscdf'undsofU>t.t1-.,i.f~'Vf..rnn1entag~i: • 

!; : . . . . : ' ; . '. ' ~~ }' '.: ' : . . :: :t ; : : > : ; ' ,: : .•-:-: '· ' ; ':' . . ' . • 
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•',. ::•.·· ,.•' •, •·, • • •• J ,., ... ,• "'.°•"'' '., '••\ .... ,' ~.,,.,, •'P•~"ll,"lf.,•1f't'·i'"• • ~1::,.•t·••• '\;,I•. ,,~ .. 1]t',, ,,.,.• . f'-'' ~,,,,t,•,. .... .,~,._t,,...i ·· .~ \• • •iit.•'(.,.·"''~·f'I ' 

·: . . d bil t d' L1tii 6 • al .. ffi-'-1 ··d· .. 1 . t lat .. ·fun.1;;r:.~~" ,f,"',.:,~"~t.;' :·.~':'-1"":.,~·, ::;., ~ • .o. i··· .... ~. ~·: '" '• ·: a~.a....:rnnIV · 
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:" ".". ·\ cs,,. atera .. ~ ~\Uuui~.c~ ~ ~·. c~.~~cn .ua ·"~~.. . ":'"91,.~h~.:::;.;;;·:r .• ~:\:,~:;.~~:;.\..r;r,~:.~;.!,: .. \~/;:10.,.!!· ·t;~~~~~ ~ .. ;'. ,.:, ~ ,......,. 

:, " ·" '', : : .. ;;;• : &UbScriptlO~,.:. ,~m. S~.1)11~~~!·1 ~tlf ~~~~dll,~: ~tl~~~~~ ~ .. \~\~ ~ w;:::f"h~·.~:,•i6ij,f,;;.;,~'.1;·~(~;'.~~:;~·:~.~.;;~~~t.:: :;~;;,~.:~ ; '.".:, . .' . : "•· ".. ·~·.: ." · ' ' • ·~ 
. ".... . .. ·and'invcatmcntJ oCprlvaro r.---aaumutu ODI an cornnra OnL ·~ .. !'~{·.';,~:!; .; .. ~·~•·'.\\: ... ::i1.1:.\.;:.f.1~'.; ;.:~ .'SB"',.,115 .... s ·--'"ll''ty' a •. Tb ~.f~f r this Act c 

•. , . . , . -. ... ~, .... , ........... '" .. • .. t\ ·a:r. ';'• .. ~·~,!~· ··':·.•:.·~t Jt ... , ?...•"'···', ... ;1'j{'·,.·,, ., ... i .·.~· \.at~ ., '"""·'"' 11 OUJ.,.. o p1uvwons o ar 
...... · ... · .·~· ·r·.: .. ·:'"'•. ·'. 1';.f •. : .. ''.': ::·1:· .. ,:·:_ .... !:r tf,·,.~.,. . .,.,.a~'.'f'' .. '·:.::/","":~.~ ·.;• .:,1.-·.~·:•1J·;·;·"··~·~"~·:· .•. f ,h .... ·.'~:.1::.cd· . . • J . . -.r. bis ball be' 

. , · :.•· :· . ""·. . • .. : " · · '. · .~· .,,,., •• , .. ~. ;:·r.•· l ,.,...-~.-: .. ~· .. ·":'· ""~··. '· r:.i.1,:·:.,·:··~·.~''. ,.,.,·/1.!,···' ! ·":1;~~·~~:::.~:§,~ .. ~:: ;~:.·'.~~.·f..~.:i...~~11.{. crcby:.d~ to bO aeparab c.. tr ~y pr"n~lon of l Acts 

• ~ ,.· :" ·;· '.· .·,. ~EC.;J3~;,Ma.1tit:tory .A!loc~~lon, of.,Credlt Ru~~ ~o :· S~~ll(,,\.:};f);./;.~~:~.~~.~'.~'.t:')gJ;·:\{:~_. held UDtQllflltuttoiW, tho remainder of ~o Act not othc~ ~~ctcd 

-. .. :. ... Enterprises.:.•~ Jcndmg lnatltutlons "defined under: ~¥al.BW, ·:1~ :·"" .• ·'· :• .... ;·.';•1 :.:;., •• .. y.·\ •. ~ •• 1hall -malo In lull Corco arid effect. · · 
' • ' • . . • . ' , , ' ld , • ._., f th-I..: t al ( "j''tr •I."~'' 1 l, "• •~I•'• 1 •"' •" . 
: ' ... "~~ ... ·.,'.rulei, w~cthcrpubllc.o~private,1h.~~ ~. oa~ru~~o .... ~; .~ .. ;%'!:;'.~;;~~:~·::Fi:;:.\·./!.;:~.~_>,~·.: .. :-:.7.'('.!·;;~.r..:~:.~ .. :·.:·:> .. : .. ·. · · . , . 

. . · .1 / .. ~ .. :·;r.:: . Joan P?rlf ollo bucd o~ thclr balan~ fhcct u o~tho.c~~ of '!io pre~~~ ;j~;.tl:~:.:·}:;';:t:i~ .~~:r,1>~j~'.}1.;; {'.·~ '. .:.:·slicit6.:.:-Re~allng.Clarue. • AJ1 Jaws. ·cxc:Cutl"': orders, rules 

. · I · . : · . .' : quarter• ~d ~~o it avalla~~. for.;. ~all cntcrprl&~ :. crc~at ~ here~;:·:~·:·~~:;:.,: .~ .. ;{.1.,:-( /: . ; ~; ::;~, ··~, an~. rcgubtlona, or part.I thcreofi . Inconsistent herewith ai:o hcrc~y 

. '. r· . ' .. ·: . .' contemplated. The porU_on ·.m~dated to ~.IO act aside a~~-at lu,&t.~'.'·~;,{: :f."..; :;,.~·~':.'.:·::~: ~ .. \ \ ~· .' ~ repealed ~~.~odificd lcalfdlngly. ·.. . · . 

. :.,.·: ... :.>· :. t>c.fivc~.rccnt(S%) by.thccndorthofir1tycarof~ocrrccU~~.~t~ .~~~'J;'·. ···~ :\,.:::~-;:~~>:~·'.';'·;-: ... :" ., .. :.· ... :. :·~~.!:"~'. ~. ~... . . · . . . . . . . . . 

" I '.' ... :.:'.Act,tc~pcrcc~~(10%)~lhoendoCthoa~~d)'Cll'.throU~thd~nd.o(.~:;i:-~,:::·, >'.,:, ·.:., ::~.:.:;::::.:; ,:-. ....... ' .:. 'SBC.17. ·.EJftetMty • .;:This ~ct'ahall take effect upon Its ap-

·,. · : tho fifth year, and five percent (5%) by the cndoCabthyear and may".'·~, ....... ~ :::·j ... ,·.:.~·;.!~::: -..··provaL" •. · :· ·· ·· ...... ·. " . " • "· . · · 
.... -. •. • • ~ • • • • . I I : • ••• •• ·:. • • •• ...... &ti' ': .::::.. ~. • • ~ • ,' •• ·.:·. ·..... • •• • .:1 •1 . •· • . • I • • • •. 

·" · · .comodowntozernby.thocndohho1CVCDthycar ... ., ... . ::.·:.·• ... ::;t:.::. r.;:.:· ....... . ,;,:.~··•· .. :: ....................... • ·..... .. ' ... 

: • • • . • ·~·. ,.; ·" ... : . . ·:· ·: ,!., ,! .. ..:. ~~ ·; .: • •• :, ... ; .••• ·,. ·.~ .... ·.~::.?~:! ;!.~:-,::· ... :, ... ~ ~ ... ;: ... ~ ·.7 .. ~ .. ~: .. ~· · .. :.:. t'. ; ,·. ~ ... ~.·:~~ .;~:i.. · ... # ·:·!t-~l'S:OVC . : . • . . . :. .' ' 

.... ·' .: ~. The· ec·n1tarn·ank·m·e:onsuttatlo~·withthoec;uiicJ~::.·~hai1.;::.;· .... . :· .... ·~· .. ·:;:.~·,,.:).= .... · .: ... ....... ~ ·: . · . 
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2. Synopsis 

The bulk of the literature on Philippine ports describe the 
engineering aspects of the infrastructure and other technical 
details of port operation. Moreover, most of the ports included 
in the literature are those run by the Philippine Ports Authority 
(PPA). 

In principle, all ports should·be under .the supervision of 
{he PPA. However, an agreement has limited the responsibility of 
the PPA to commercial ports. Large fishing ports are managed by 
the Philippine Fisheries Development Authority (PFDA) . . J -The 
Oepartment of Public Works and Highways undertakes the 
construction of municipal ports which are afterwards turned over 
to municipal government. 

Based on survey done on some of these ports in Regi~n IV, 
municipal ports are not managed in the same way as PPA-~un com­
mercial ports or PFDA-operated fishing ports. In these latter 
ports, activities are closely monitored. For example, these agen­
cies keep records of the traffic (volume of cargo and passenger) 
at each port and of the vessels using the port. Many municipal 
ports, on the other hand, do not have such records. 

This obse~vation indicates the presence of inform~lity the 
in municipal ports. Furthermore, the absence of published 
statistics on feeder ports denotes transactions not captured by 
government records. 

' 
A study on the informal sector existing at t?ese·ports is, 

therefore, wanting. 
) 

Municipal or feeder ports make up the bulk of the Phjlippine 
ports. The latest PPA count mentioned 225 municipal ports. How­
ever, DPWH, through the Nationwide Feeder Ports Development 
Program Task Force, undertook an inventory of all small ports in 
1987 and counted 600. 

As the Philippine is dotted by several coastal 
municipalities, several of these municipal ports cater to the 
sustenance .of the t:i sherme·n .. Yet, .the importance of these ports 
facilities in Philippine economy cannot be limited to fishing. 
The Philippine is an archip~lago consisting of more than 7,000 
islands. Ports then are important infrastructure to transport 
goods, services, and people. 

These factors should tell us, for exampl.e, about the size of 
the informal sector in municipal ports. The ~.tpdy could aim to 
determine its magnitude, among others. · 

This co~ld be a useful input too. in the forthcomint· 1 
• 

legislation concerning port operations in the Phtlippines. 

• 
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2. Synopsis 

The studies primarily covers the major structure of, the 
informal credit markets (ICMs); its forms and sizes; rol~ in 
savings generation; interaction with the formal sectors; impact 
of monetary and credit policies on the informal credi~ markets; 
interest rate formation; competition between· the formal · and 
informal sectors; possible sources of innovations in the formal 
lending activities; interlinkage of informal credits with 
transactions in other markets including the overseas employment; 
and the optimal legal and policy environment towards the 
informal 'sector. 

The studies dr·aw the following conclusions: 

a). The ICMs serve as an important channel of financi-al 
services to individuals and enterprises which have very little . .. 
or no access to the formal markets. 

b) Within the ICM, the nongovernment organiz~tions (NGOs) 
and cooperatives playing a major role in filling the gaps in the 
financial system. Although there are about 16,000 registered NGOs 
·with the Securities and Exchange Commission only 13% or 2,000 
offer credit and partial or complete nonmonetary or development 
packages. 

c) Complementarity rather than substitutability 
between the formal and .informal .credit sector. 

exist 

d) The positive reactions and rapid expansion ~xhibited by 
the lending in~estors and pawnshops to the financial ~rises and 
liberalization of interest rates should be instructive for policy 
making. · · 

e) 
clients 
formal 

The ICMs are constantly innovwting to suit the needs of 
and som~ of the~e innovations ffnd their ways in the 

lending activites. · · 

f) The remittances of·overseas contract workers provide 
substantial amoun.t"°of funds to informal lending activitie-s. 

.. 
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2. Synopsis 

The literature points out the following: 

1) The industrial structure of enterprises in the 
Philippines shows·a "missing middle". That is, a sizeable group 
of cottage and large firms with few ~rogressive small ·and medium­
siz~d firms in between, existing~ 

2) The policy areas that have been crucial in shaping such 
gattern are: wages, credit, taxes and tariffs, registration 
procedures, raw materials, organization, training, technology, 
sub-contracting, and marketing. The costs of informality appear 
to outweigh its benefits. 

3) Firms in the manufacturing sector· are ·classified 
according to size determined by asset and employment. In 
agriculture, farm !ands are classified according to hectarage 
(acreage). However, agriculture and the services sectors are 
excluded from policies involving size of enterprises. 

4) · Existing government laws such as "Kalak•lan 20" do 
seem to be successful in addressing the issues and/or lack 
implementation machinery. . 

not 
the· 

5) Key research studies are missing such as tran~lations and 
analysis of the Italian Law which influenced Kalakalan 20 and the 
previous experience of government in tackling the informal sector 
such as the "Movement for Livelihood and Progress" which preceded 
KABISIG.; De Soto was able to document . the stages in the 
development of informality by sector. 

• 



LITERATURE ON 

DATA BASE ON THE INFORMAL SECTOR 

1. Bibliography 

l 

DATA 

Time Series estimate of the 
Informal Sector Using Vito 
Tanzi's Currency Model 

Profile of loans granted by NGOs 
and Cooperatives 

Primary data on the Nature and 
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Manufacturing Sector of Cebu 
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Monthly Time Series data of 
Black Market Foreign Exchange 
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and Tax Evasion 

·Integrated Census of Population 
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LEGEND: 

CRC - Center for Research and Communication 

NSO - National Statistics Office 

NSCB - National Statistics Coordinating Board 

BRC - Business Resource Center 
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2. Synopsis 

•The household surveys conducted by the National 
Office (NSO) are periodicallt used as vehicles for 
statistics on household economic activities. The 
generated are used as indicators to approximate the 
criung from the activities of the informal sector. 

Statistics 
collecting 
statistics 

income ac-

The ·National Statistics and Coordination Board (NSCB) is the 
national government's implementing agency in t~e monitoring and 
analyses of socioeconomic indicators,which include the informal 
sector. ) 

The databank of the Business Resource Centers (BRCs) in specific 
areas in the Philippines mostly contain information on the 
informal sector since majority of the BRCs' major clientele are 
engaged in informal activities such as retail trade (variety 
stores), cottage ·poultry and hog r-a1s1ng. ta.iloring and 
haberdashery, upholstery, garments, food processing (cottage 
level), among others. 

The annex includes a short write-up on the BRCs and its 
network of operations. 

.. 
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ANNEX 
11 
I 

The Business Resource Center (BRC) was set-up in ~984 as a 
joint initiative of the Asia Foundation and the US Agency for 
International Development (USAID). Its aim is to bring together 
the academe and t9e business community to as~ist In the growth 
and development of the small enterprises in the countryside. 

·The BRC has four objectives:·. (1) to provide entre~reneurial 
training, through seminars and lectures: (2) to,. conduct 
consultancies and advisory services on business oppor.tunities and 
ft i nance management; (3) to provide 1 oan assistance to the ~ma 11 
and medium-scale entrepreneurs (4) to set up a databank ·which 
will serve as a repository of information about the BRC's area of 
operation, as well as its surrounding communities. The databank 

·also contains surveys, ·studies, business profiles, and other 
social and econqmic indicators which are valuable tools for the 
clientele of the BRC. Notably, majority of the clientele of the 
BRC come from the informal sector. A number of them are engaged 
in micro-industries such as hog and poultry ra1s1ng, tailoring 
and haberdashery, retail trade (sari-sari store), food process~ng 
(cottage level), and others. 

Due to the success of the first BRC (located in Gener~l 
Santos City, South Cotabat~), its operations have been replicated 
in Tarlac, Bulacan, Batac, Cebu, and Bacolod. (See map). 

Available information about the Business Resource Centers 
are contained in pamphlets and newsletters published . and 
distributed by the BRC's of the abovementioned areas. Seminars or 
fairs held or attended to by the BRC's or other i~stitutions, 
business opportunities, training notes and tips on home 
industries are but some of the articles included in newsletters 
like the "BRC newsletter" of. the BRC-Notre Dame of Dadiangas 
College and the "BRDC Newsletter" of the BRC-Mariano Marcos State 
University. · 

·. 

" 
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2. Synopsis 

Almost all the papers suggest that the housing problem springs 
mainly from the families who migrate to the urban areas primarily 
for economic reasons, and who end up being squatters. The initial 
data present around 35 percent of urban housing, in all cities in 
the Philippines, i~ supplied by the informal sector. 

Major gaps and·issues on informal housing cover: 

1. Unclear process of land ownership; 

2. Neglect of the basic facilities such as water supply, 
drainage and sewerage system; ~ 

3. Conflicting laws and policies; 

4. Many informal groups, sometimes even syndicates, ·organize 
these settlements as a means of.generatin~ income; 

S. Lack of social housing programs and/or lack of funds to 
implement them; 

6. Lack of coordination between ~overnment and private secto~ 
groups. 

The papers imply that government never neg 1 ec ted the · housing 
problem. In fact, many efforts contributed to the formulation of 
laws and policies to solve the issues. For example, in the past 
government, government funds were poured into housing projects 
such as the BLISS Housing Project and Tenement Condominiums. 

In Metro Manila, the Metro Manila Commision as formed to take 
care of the overwhelming problems the metropolis was 
experiencing. Still, the inability of the institutional framework 
to supp1y houses .per~i~ts up to the present. 

The papers also present financial methods that can be followed to 
approach the housing backlog, showing some models from other 
Asian countries, and also local success stories that can 
materialize with tne help of the non-governmental organizations 
(NGOs), some local government units, and the land owners. 
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3. Synopsis 

Like other sectors of the economy (e.g., industry). an 
informal enclave exists in agriculture that defies measurement by 
the standard national income accounting framework. How large this 
enclave is difficult to say. That this situation e~ists can be 
inferred from official data on· the agricultural sector. For 

.example, .based on the 1980 agriculture cens~s the country has 
sizeable number of small farms (below 5 hectares). (Table 1) · 

Table 1. 

' .. 

Farms - Number and Area by Size~ Philippines, 1980 

Farm Size 
(ha.) 

All Farms 

Under 1. 00 
1.00 to 2.99 
3.00 to 4.99 
s.oo to 6.99 
7.00 to 7. 99. 
10.00 to 24.99 
25.00 & over 

Under 7 
Over 7 

. Number· Distribution 
(' 000) \'X.) 

3,420 100.00% 

776 22.69% 
1. 578' 46.14 

588 17. 19 
283 8.27 

76 2.22 
104· 3.04 

15 0.44 

3,226 94.33 
195 S.70 

Area (ha.) Distribution 
(I 000) co 

.9,725 100.00% 

369 3.79% 
2,522 25.93 
2,067 21. 25 
1, 612 15.58 -

6~1 ~ 6.49 
1,406 14.46 
1 , 118 11. so 
6,570 67.56 
3, 1 SS 32.44 . ------------------------------------------------------------------

Source: Census of Agriculture, NSO 

Many small farmers have found ways to survive ei~he~ by 
engaging in livelihood activities, ·off-farm employment. or from 
local or overseas remittances. These activities are not captured 
in official goverrtment agriculture statistics. 

The agricultu-ral sector also includes municipal and 
sustena~ce fishermen whose activities are n~t measured. by the 
official accounting system of the government. 
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2. Synopsis 

A. Methods of measuring informal economic activiti~s. 

1. Direct Methods. These are usually employed in microeconomic 
studies. They iovo~ve detailed analysis, with fully outlined 
information, of "behavior of economic agents. For example, a. 
survey of informal transactions of consumer goods. (not included 
in thi~ survey) · 

2". Indirect methods. These are employed in macroecc;>nomic 
ktudies. Some of the approach~s used are: 

2a. Variations in the rate of labor participa~ion. The 
ratio, employed population/economically active population, is 
examined through time. A decrease in this ratio may be 
attributed to the existence of a labor pqpulation that does not 
declare its clande.stine activities. (no availa.ble li.terature) 

2b. 
involves 
accounts 
residual 
GDP. (no 

Discrepancy in GDP as seen in savings and expenses. This 
a comparison between GDP from official nati~nal income 
and survey of business and family expenses. The· 
can· be used as a first approximation·of the informal 

~vailable literature) 

2c. Variations in the relative monetary demand. 
prem~se here is that informal businesses and workers 
transact more with cash than with checks. Thus, the 
relationship is examined 

C/D = !(informal activities, formal activities) 

The basic 
tend to 

following 

where C refers to currency in circulation and D potential 
deposits. 

Since indicators on informal .activities are hard to get, 
they are omitted. Only indicators on formal activities are 
inc 1 uded in the regression-. · The computed C/D is comP.ared with 
the actual ratio. This gives an approximation of the informal. 
market. 

B. Studies 

1. CRC-Based 

Thus far we have conducted two stu~ies on . the informal 
sector at the macro level in the Philip~ines using tPe method in 
2c. These are: (: , 

i. Enrique V. De Leon (1990). "An Estimate of th~ Informal 
Sector: Macroeconomic Policy Im~lications on Employment 
and Growth." GRC 



The basic conclusion was that the informal sector in the 
Philippines grew tremendously over the first half of the 1980s, 
reaching more than 50% of reported GNP in 1985. In the middle to 
late 70s, the estimate was placed at around 15% of the national 
output. Furthermore, the same ·estimates represent 
underestimation of employm~nt _fig~~es for the corresponding 
years. 

ii. Francis Vicente (1989). "A Sensiti~ity Analysis of the 
Underground Economy: the Cas~ of the. Philippines" CRC 

The study found that the underground economy in the 
'Philippines is highly influenced by indirect taxe~ and th~ real 
wage gap between rural and urban sector. 

Non·-cRC-Based 

iii. Ruperto P. Alonzo. "Informality In Development: The 
Philippines" 

These studies are based on previous works by: 

iv. _Vito Tanzi (1982) "The Underground Economy in the 
United States and Abroad." 

v. Instituto Libertad Y Democracia (ILD) (1989) "An 
Estimate of the Magnitude.of the Informal Economic 
Acti~ity in Peru". 

2. TAXES 

Background: Philippine Tax system 

1. It has failed to satisfactorily perform its traditional 
role of raising revenue. 

2. 

* For the last two decades, tax effort has remained at 
12% of GNP on the average. 

* Expendituies from 1980-88 was 16.22% of GNP 

* 
* 

* 

The tax system has also been unfair. 
For taxpayers earning Pl00,000 or more, those with 
fixed salaries pay 10.61% of their income as tax. 
A taxpayer with business income pays. only 1.14% of his 
iricome as .tax. · 
On the.average, .the income tax burden of fixed-income 
earners is 1. 45% of their income. The tax burden of . 
taxpayers with business. income is much less- 0.03% 

3.· Tax evasion is a problem of sig~ificant magnitude. 
* Studies estimate that the income tax evasion is almost 

as big as the income tax collection. · 
* In· 1984, income lax collectfon totalled P3.2 ~illion • ,, 



4. 

. 
relative to an estimate of tax evasion·ranging from 
PS.17 to 6.69 billion. _ . 

* About P4 billion was estimated to be evaded in sales 
tax in 1985 relative to a P3 billion collection. 

* The problem of evasion is also increasing through the· 
years. The sales tax evasion rate.grew from 59% in 

* 
* 

1981 to 681 in 1985. · 

The potential of the income tax is stifled by 
indiscriminate abuse ·in deductions. 
Deductions east up as much as 92% of the gross income 
of taxpayers from the high income class. 
Generally, the higher the income level, the bigger the 
magnitude of the deductions. 

Studies (Non-CRC-Based) 

Rosario G. Manasan (1988) "Tax Evasion in the Philippines" PIDS.· 

3. TRADE 

1. Capital Flight. 

* Boyc"e and Za:rsky (1988). "Capital Flight Fr'om the 
Philippines, 1962-86". PIDS· . 

* Iluminada .Sica~ (l990). "Capitnl Flight the Philippine 
Case". CB Review. 

M~jor Findings: 

* Capital Flight from the Phq ipp.ines did not commence in 
t~e mid-1970s. In the eight years preceding ~he 1970 foreign 
exchange cr1s1s, capital flight amounted· to US$776 million, 
equivalent to US$4.6 billion in 1986 dollars. ·However, tne 
outflow of fligh~ capital in real terms appears to have peaked in 
1976 and again in 1981-82.. . 

* The estimates indicate that capital flight from the 
Philippines from: 1962 to 1986 was .sub'stantial indeed. During 
this period~ capital flight amounted in real terms to almost 
four-fifths of the country's external. debt outstanding at the end 
of 1986. 

:L 

* 

. * 

Doll~r ~alting and Technical Smuggling. 

Sergio Andal (1986) ." Can Dollar Salting and Technical 
Smuggling in the Garments Industry be Controlled" CRC 

Ma. Solita P. Sanchez .C19g6) "Ill~gal Trade in Logs: 
the RP-Japan Case" CRC 
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