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L INTRODUCTION

This assistance shiategy for the Phillppines specifies how US. development resources, in
coordination with other donor assistance and private sector investments, will support the
development of the newly resfored democracy during the first half of the decade of the 90's.
The pivotal and unique three-way parinesship of the Philippine Govermnment. donors and the
private sector. under the umbrela of the Multiaterd Assistance Initiattve (MAD, provides the
context for and opporiunity to realize this shhategy.

Four years after the 1986 People Power Revolution which restored democrocy and open
poitical and economic systems to the Philippines. the nation ks at a arittical juncture. The
impressive economic recovery which occurred between 1986 and 1969 ks slowing down, reform
momentum has sowed considerably, and poltical opponents are growing bolder. The
combination of worsening economic condiions — Increasing inflation. high Interest rates,
widening budgetary defich and an expanding trade gap — and the coup agttempt of December
1989 has recreated a situgtion in which implementing addifional mglor structural refomns is an
urgent priority.

To revitalize the economy. obtain sustcinable strong growth and presesve democracy. it s
essonticl that these additiond policy actions be sustained over the sirategy staterment perodt.
Getting the policies right 5 the single most Important thing that can be accomplished, but due to
sedous neglect of nfrastiucture and instituional development in the last decode. thase oo fom
sgnificant bottlenecks to accelerating privale-sectorded growth which must be addraessed.

The intention of the economic leadership to move oggressively on this agenda seenms
clecx: I's abity o achieve achxl Implementation of i remnains 10 be seen. There are powesful
dissenters. vocal elements of the democratically-alected Congress vociferously oppose key
elements, and the 1992 election loonys over the entire process. AID's role i fo mobilize its
resources 1o support, encouroge, leverape. and assist, where possbie and as most lkely 1o
ensure success, in this absolutely vital undertakdng.

This document §s somewhat unique. It 5 one of the kast of a breed for the AME
bureaucracy as it it generally follows the troditional COSS format and criteria. yet Incorporates
some aspects of the new cpproaches which are currently being considered In the ANE Bureau
and the Agency The basls of this document & the country strategy ogreed upon during the
Phllippine Frogram Week In June 1569 However the document abkc places the country strategy
squarely wiih'n the context of the more recently orficulated Bureau strategy focused o open
markets and open societies. sustainatility of deswalepment eficrks ond ncrecsed eCONOMEC
chokce through priv e sectr development. This new Buredu sharegic approach b readily
aopicable to beth Phiippins pofitical ond economic voiues and 1o the directions ctf the
USAID/ PhEppines program. which will over the pericd covered Ly the strcteqy stalement it

sclidhy within the Ruroou < rew sirategio fomme w ik



shategy

The Philippines Assistance Strategy was ogreed fo In the June 1989 Philippine Program
‘Week. Since this time the Bureau opern markets and open societies shategic ramework has
been substanfialty deweloped. and we have consequently adjusted the goal and five major
elements of the strategy to take these developments iInto account.

The god for the Philippine Assistonce Strategy as modified i 0 promote brood-based,
suskainabile econormic growit through the active partnership of the privale and pubic secioss in
fostening open asd efiicient markets and an open socioty.

The program stralegy can be represented by a matrix with the five key progranmatic
objectves on ihe vertical axds.

The spedific cbjectives for the strategy are:

a policy and insitutional framework stimulating maket-based ivale secior groedh
open and competitive markets.

infastuchae that fociiates expanded private sector ocfivity.

moe eficient delivery of essentid seqvices.

efleciive and sustainabile manogemment of nalurdl resources

bl i i A

Three major cros-cutting themes which apply 1o each of the five programmatic objectives
on the horizonial aois of the matix are:

-  Poicy Diglcgne
- pPivate Seclor
-~  Decentmiization

This docurrent & consclously sireamiined which by agreement, synthesizes and samimasizes
the numerowus :ectoral shudies which support B and which constitute g very bulky technical annex.

To flesh oust sorm2 of the key sectoral and polcy tssues ond suppiement the extensive body
of Herahure referzrnced in the biblography. and following ftvough on the Bureau’s supgestions
during the 1582 Pogrom Week, several maior analytical studies have been camed out over the
intervering nre months. These are:

—  Pi.aie Sector Develcoment Strateqgy
~  Framziah KMarke's Cevalopmeant shalegy
- Trzaspot Sector eview (inchading Inter-andg Shipping.

- Lot foeror Fingrage ety



-  Age Specific Demographic Events In the Philppines
-  Agricuiture andd Natural Resources Strclegy

- Sushainable Natural Resources Assessment

—  Shategy Assessmert: PVC Co-Anancing

Private Sector

it 5 mportant to singie out the importance o out sirategy of the private sector and to
emphasize its relationship to the overal godl of the strategy. The focus on the private sector as
the engine of growth for the Phillippine economy k a theme which i deeply Ingrained throughout
the sirategy. {t should be recognked that the projects which directly support pivate sector
development are only a snall part of this private sector thrust.

#Hrst and toremost, the policy didlogue and related performance-based policy support
programs are targeted specifically on policy changes conducive 1o gpening up the economy.
moving it systematically toward market-determined pricing. reducing artificial constraints to
enfty. fostering g climate which atiracts private Investiment, and reducing govemiment
involvernent in activities which belong In the private sector.

Second, we are regponding to the most ugently felt need of the Philippine private sector
by continuing support for aritically deficlent infrastruchse such as fronsportaiion, power and
telecommunicctions.

Third, we are buliding o solid core of financial secior, privatization, and frade and
nwvestment projecis that wil directly support private sector development; and througn owr sector
programs such as heatth and population. natural resowrces and agricuthure, enhoncing the oie
of the prvate sector in aftacking sectoral problems. Across the baard, we are expanding the
use of the private sector as a means of achieving development objectives.

Since the 1).5. private sector can abkso play € magjor role In terms of technclogiod sansfer
and innovation. we have focused a portior of the first MAl project, Phiippine Assistance Program
Support, drecty on the private sector and the rest on feasiblity studies for the public sactor that
would be carted out by a combination of U.S. and Phifppine private firms. We are anticipaling
using other MA! funi<ls to everoge sutstantial nvesiment In power. telecommunications and
other key sectors throuah o miked or biended credit orogrom planned foe FY 1990, A MAI LS.
private secior sa-onnasonce Mision s being staeged n March ¢of 1900 to axplore a greater role
for the U.S. prvate sectornin the antire MAI progiam.

The Mutiaterd Assistance Initiative

The Mo e Anstance indighe YA r gotenciito o giad mam it thaugh N
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subsequent mINHCG meetings: one on Improving the rate of implementation in Octobear 1989,
and another. on the environment and natural resowrces In February 1990. There have been two

Core Group meetings to review progress toward meeting the MAI performance targets.

The iatest Core Group meeting in Hawail during March of 1990 focused sharply on the
need for the GOP to make significant macroeconomic structural reforms in order to regain the
momenturn of growth that had been achieved piior to the foll of 1989 and move back Into
synch with the estabilished objectives of the MAl program. The next Core Group meeting ks set for
June 1990, where the struchural reform program outined by the GOP ot the March Core Group
meeting and overal performance wil be evaluated.

The MAl framewaork has proved to be a major move toward Improving donor coordination
on both the macroeconomic as well as sectoral levels, even if s full synergistic potential k yet fo
be redlized. In the macoeconomic context, it has atso provided a forum to foclitate the debt
reduction efforts which have produced dgnificant resulls. i January the GOP concluded o
major debt buy-bock which reduced private commercial long-tenm debt by 51.34 billon and in
March the latest phase of debt restruchuing generated about $715 milion In new private bank
loans from 83 institutions.

Management ases

The rapid growth in the overal program level. combined with severe constraints In staffing
leveb as G resutt of security concems. mandates that we find rmore efficlent ways of daing
busness. 1o this end, when it is consistent with our strategic development objectives and where
there is the requistte institutional capacity in plaoce, we are choosing sectoral
pesffomance-based progrom approaches to meet our objectives. Thus, USAID's sirategy and
plans for the next five years will show a clear trend toward policy ociivities and sectoral
pefformance-based programs, with frocitiond projects representing a progressivety smalles share
of the porttofio.

In theory — yet 10 be proved - this should require less starf time during implementation, but
it s neverthetess apparent that tha level of effort required during the design stage ks substantioly
greater than that for projects. As AID develops more experence and the Mission develops a
track record in this area we wll continue to weigh the ogtions avollable to more effectively
manage the workload asseciated with the exponded pregram. 1t should be recognized that
USAID/Macnila cumrently has what is probably the iowest ratio between USDH staff levets ond
program levels of ooy AlD Mission

The second section of “his strateqsy statermnens revie 1. within the open markels cpen
society coni=xt the develcpment chalenges facrg the econuing  Sechion il Ciscusses the
strategy in more de'cl ord seis ¢ 4t gn initigliteraticn of pefor orce indicgicrs for dscussion.
Sactor B osurns arsas s o o G300 3w ok which hacbesn dor s to v o ot Phas Cocument.
Cain within e Corbad Ottt Bureers statey e TR gttt et o e regpactveny with
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L OPEN MARKETS, OPEN SOCIETY AND SUSTAINABLE ECONOMIC GROWTH
A Qverview

Post-war economic development in the Phitippines has been charactertrzed by cycical
economic growth followed by baionce of payments crises and occomponying economic
stagnation or decline. Unsustainab'e growth becomes even more conspicuous when the
Phllippines is compared to other Asian nations.

In the mmediate post-war pertod, the Philippines was one of the most developed nations
In Asla. However, despife petiods of rapsd growth. it has since then grown at a much siower
pace than most other East and Southeast Askan counitries. especially in per capita terms (See
graph). The Phiippines’ rapid population growth has hompered the transiation of economic
growth intc rising per capita standards of iving,.

Since the People Power Revoluilon of February 1986, the Philippines has had one of the
most open and active polttical systems in Asia. Freedom of the press s unsurpassed, rastored
democratic insttutions are functioning, and mojor elections ore freely hetd. However, this new
found opesness & under pressures from cormivaunist insurgents, Mosiemn sepanatists. miitary
advenhuers, Marcos cronies, and other dissalisflied elements wiling to use exira-consttiutional
means to obiain power. Perceptions of graft, comupticn, inefficiency ond lock of direction
against a backdrop of rangportation and energy shortages ttyveaten tc undenmine popular
support for the Aquino administration ond encouwrage wek-financed opponents of democracy to
setze power through military actions.

The Philippines has a vigorous private sector and generdily open markets. However, the
country i hamperad by poor suppoiing rade, exchange rate and macro manugement
polcies. weck supporting insttutions, biased nvestiment Incentives. the burden of parastatals.
and excessive reguiction. To achleve sustainable economic development and breck the
expected pattem of growth and siagnction. the Phiippines needs to pursue oggressively o
course of further opening Hs makets ond society. Openness ik necessary to deal with basic
constraints to sustanchle growth and to curt pepulation growth.

For the Philippines’ open scciety to sunive. improvements In govemance. iIncluding
meaningfu! cecentralizaticn and effective adminishiation cf jusiice: conhnued strengihening of
the volces of proft and non-piofit non-govemnmeant argantzations. and the protechon of fair
alections are ewantal. Chitical to further opanirg markats gre completion of the recasting of the
devetopment crientation ¢f the economy thicugh shuchadl adjustment shengrhening of
inshhutions. furthar rada bardlization. addtior of new and protection of edshing infrastruchee,
mprovements i the eficier Ty ¢ essentiaal sarvices, and impre ved manogement of nohural
resources.
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B. Polifical Seth - -

The Ferdinond Marcos perod (1965-1986) resited in significant domage to the political
nstitutions necessary for a funclioning democracy and an open economy. Those gaining fhe
most were Marcos cronles. who with the support of the dictator cmaossed Immense forhanes. In
addttion, the mitary’s stahus grew significantly. The growing communist insurgency further
enhanced the miltary’s power and prominence. The 20 yedars of Marcos nile continue 1o have
kasting negative effects on the political - as well as economic - system.

In February 1986 a revolution brought Corazon AQquino 10 power. A new consttfution was
ratified. and the ‘egisiature and locad officiclk wece democratically etlected. The Aquine
odministration has had great success In opening the soclely and bringng democrccy and
freedom back to the Phijppines.

However, as the six coup artempts, the most recent and serious in December 1989,
continuing communist nsurgency, and Moslem separatist movement atiest, the political sttuation
is unclear at this time.  The negofiations on the U.S. military bases and the run up to the 1992
elections will create addittonal stresses on this newly created structure. To safeguand and firmly
estabish the present political openness of the soclety, the GOP must improve its govemance.
including decenhalizing government, upgrading the adminisiration of justice. ond strengthening
the popular perception of faimess within the systemn. The elections of 1992, g watershed In the
dernocratic process, must again be perceived as compietety open. Democratic
nongovemment voices must be heard effectively.

C. Economic Setting

The roofs of the present economic problems go far back in Phillppine history. Philppine
economic polcies in the 1950s and 1960s placed emphass on import substitution. particularty In
consumer goods indusiries. and foreign exchange contfrols. Although these policies did provide
growth in the eary postwar period. constraints such as tte Smited size of the domestic market
and dependency on imported inputfs were restiicting growth by the 1960s.

These protectionist policies biased the economy In favor of urban based. ~apttal ntensive
industies concentrated in Metro Manila. These were not e filclent encugh to compete on
i formational markets. The economy foced recurtent balance of payments crises beginning n
-2 19505, and the manufacturing secicr’s incregsng decendence on imported inputs
coniibuted to more 51 these problemsin the iate 1960s.

ZHwts wore madce in the 1970s 1o remedy these diffculties with mecssRes suCh as an Export
ncent ves Act, ‘managed fiogtg’ of the peso ard duty-fiee Iimports for certfaon 2xporters of
ncntradiional moerufact sred gaods. Cegite some success nolchly with e«cons of gamen's
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import-subsitiuting industries siowed ond distorted the economic de  elopment of the counfty
and compounded the lack of empioyment cppoitunities. These b Jerlying rends were
exacerbated by the high popuation growth rate.

While economic growth appeared to be respeciable in the 1970s, this was based primaelly
on foreign bomowing. After the second sharp oll piice 1se In 1979, the Phiippines increased
extemal borrowing to accelerate public spending orograms.  The Marcos administration
ntervened heavily in the sconomy. primarily to the benefit of Marcos cronies. Examples of
excessve interventon inciude the establishment of agricuttural monopolies ond the pubiic
sector's acquistfion of formerly private comporations. The resutting Inefficiency and comuption
had increasing negative effects on the economy which stll plogue the cleclsion mckers and
elude easy solutions today.

To deai with the persistent economic maloise, the GOP began siructural adjusiment
programs i the ealy 1980s to open up morkets. However, conditions continued to detedorate
s intemnational markeat fiuchugtions and soflness In primary commodity prices coused even
greater problems. The govemment accelerated s heavy foreign bormowing to finance the
investment-savings gap. which continued to grow. In the cimate of giobal recession ar«d
dechning avaiabiity of chegp foreign funds. the economy fist stagnated and then began to
contract.

The political crisis which arose from the Aquino assassingtion In August 1983 friggered o loss
In business confidence. massive capttal fight. and an abrupt decline in forelgn commencial
credit. In Oclober 1983 the GOP colled o foreign deby moratortum, and the economy registered
negative growth rates in GNP in both 1984 ard 1985.

In the midst of the crisis, the GCP attempted fo revilolze the economy by confinuing
reform efforts. liberalizZing the trade regime and financial sector ond improving export and
investiment incentives. After 1983 the pesc was sgnificantly devaiued. the public sector deficht
was narowed. and reserve requiremeants were increased to reduce the iquidity of the bankdng
system. These efforts had only limited impact, however, as crony interests. pottical expediency
and crisis conditions constrained reforms.

Upon its ascension to power in 1986, the Aquino administration retumed to the path of
economic reform that was nitiated in the earty 1980s. but subsequently biccked by crises and
Marcos cronies. its aary initiatives included import bergizotion, dsmantting of agricuthural
monopoies privatzing govenment owned and controfled coporations and acqured assets,
cnd errphasizing Gowh of the private sector. smof ond medium sz enterpeses. and

ncn-mehicpolion creas.



Much progress has been made on this reform progrom. Much also remains 1o be done.
The economy has recovered from negative growth In 1984 ( 6 percent of GDP) and in 1985 (4.3
percent). it posted growth rates in GDP of .7 percent and 6.4 percent In 1987 ond 1988. The
growth of real GDP In 1986-88 was fueled primarily by growth in domestic demand., but with a
growing rote for investment and exports.

The rate of progress has siowed considerably. however, and key indicators have
detedorated. The economy’s growth sowed in 1789 with the prefiminary GDP growth rate figure
of 6.0 petcent, inflation picked up. and both the budget gap and the gap between exports and
imports widened substantfialy. The degree of damoge coused by the December 1989 coup
atempt ks not yet clear, although it now seems the impact on growth wil be less significont thar,
originally fecred. Action s urgently needed on reducing the budget deficit, containing infiation.
restoring private nvestor confidence, and mproving tade competiftveness. Whhout bold ocfion
to reemphasize sound structural r2forms. further opening of markets, and safeguarding of the
openness of the society. the Aquino recovery is uniikely 10 be austainable.

D. Prospects for the 1990s

Economic and demogrophic frends provide vital inputs for specifying a development
strategy for the country. They formn both the context and the substance for ssues of sustainable
growth, cpen makels and an open soclety. Key projections for the Phiippines based on the
czaanption of no furtiher major reforms of programs are:

1. Economic growth over the medium termn is expecied io declne from a 45
percent range foward a 3 percent le vel. with increasing danger of another balance of payments
crisis.

2. The intemational trade sector will continue to expand. but with imports leading
the way.

3 The iate of energy consumption wil depend on the growth path. ¥ growth:
remains undishurbe 1, energy consumption s expected 10 Increase by 6 percent o more g yedr,
with the iIncreasing likelhood of approaching the imits of energy supply in the rext yeor or so.

4. nsufficiencies in non-metropolitan Infrastruchae, uncertainty Zrected by the
unceriain enforcement of the ograrion reforn program. and Insurgency are fkely fo constrain
the development of othenwise highly potential agrbusiness in the 1990s.

5. from on estimated 62 milion in 1990, the popuiation wil reach at least 74 milon
by 2000. The population growth rate is expected to slow In this decade but the Coresponding
demographic franstions. inck:ding the prcjected radusion in mabidily rectes ard in the growih
of the iabor force wilt lag behind these of many ciher couniies

6. Urban poputation is expecled 1o grow O over three percen ayedr over the
decage with Gt 'aast heo-tmurds ot s growdh autside MNCR,



Howevar, with strong policy refomms ond substantiol investiments amed In parficular at
enegy and infrastructural botilenecks, the Phiippines can dramatically improve these
projections. With concerted eiforts. sustained growth of 5 to 6 percent and more. with exporis
gaining on iImports anxd the chances of a balance of payments crisis decreasing. the energy
consirant overcome. ond the agribusingss potential realized, is possible.  Encouraging these
reforms Is a key objective of USAID/Phiippines.

I. income Prospects

After recovery in 19846 through 1988, the Philippine growth path over the next 3 10 5 years.
without continued reforms, i expected tc decline from a curent 4-5 percent ange oo d
percent level, with an increasing danger of a balkaonce of payments crisks.  Any substaniiol
Improvement in the country’s growth prospects ckring the 19905 requires further progress on the
struciural refomns that commenced in the early fo mid-eighties. As per caplia real income
growth sowed to 3.1 percent in 1989 from a vigorous 4.1 percent in 1988, the sustainablity of
growth has become the utmost policy concem. (See graph). Continued detesioration of the
savingsinvestment gap (3.6 percent of GNP In 1989 from 1.3 percent of GNP In 1987) ond
Infiation dsing past the double-digit mark (14.1 percent for December 1988 o Decearnber 1980
e telidie sigrns of unsustainable growth. Another balance-of-payments crisls ks lkely 1o occwr
undess exchange rate and frade poficy reforms, combined with fiscal and monetary resiraint. are
pursued.

2. Openness/integrgtion with the Word Economy

The combined size of the export and import sectors b g rmeasure of the degree of
integration of the domestic economy Into the world economy. The sum of the ratios of exports
and Imports to GNP rose from 43.8 percent in 1986 to 51.5 percent In 1989. While the rse In the
share of the frade sector is admiratie, it can be attibuted 1o the acceleration of imports Grom
18.7 percent of GNP in 1986 to 26.4 percent of GNP in 1989) caused by recovery of aggregate
demand, Initial iberalization of mports ond oppreciation of the exchange rate. Unless the
govemment continues reforming the economy and stresses a market-determined exchange rate
and export promotion, export growih wilt continue 1o be suspassed by the rise In mports.

3.  Energy Consumption
In the 1984-88 perod, energy consumption grew siightty under 6 percent a year. Over the
medium-term. it § expected to Increase annualy by 4 percent of more. if economic growth
remains undishabed. imported of suppied neary 40 perceni of the country’s annuot energy
requirements since 1986, future growth Wi require a karger domestic capactty to generate
energy and electricity. particulerly in the Luzon grid.

4. Agribusness
Theee majer constrants to reaiting he potentiol for ogribusiness N the Fhillppines aore:
uncerainty being cawed by the ureven 'mpiemenrtation of the Comprehershe AGrarian
Reform Program AR irsUSic.ency of rordt nimshucta particul oy m e oot ond imgation.
and the nsurger oy moesement Becguse of the JARE, gurbusness pronoran's Midy ~=fl shy
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away from big-plontation faming, and only after the dishibulion of lands, adopt
confroct-growing and nucteus estate faming. Addressing the infrastruchure and peace and
order kssues, along with govemment reforms aimed at removal of policy biases against
agricutture and reiated actlivities and ibesallzation of nies on forelgn investments, would boost
nvestments in agribusiness in the 1990s. Private forecasts of the growth of ogriousiness output
ranges from 3.5-4.0 percent In the petod 1990-95.

5.  DRemograohics ond Hedlth
Some demographic frends that efther support or are implled by the population estimates
for the year 2000 are:
. Confinued decine In the folal fertilty rate from 5.921in 1970 10 4.96 In 1990, 3.73 Ik 1990
and 2.84 in 2000, and In the popuiation growth rate. (See graphs.)

Modest improvement in fife expectancy from 64.5 years in 1990 1o 66.9 years by 2000.

Pace of the change in demographic composition ks expected to be sow, with the

medion age increasing from 19.9 to 22.4 years from 1990 to 2000.

*  The morbidity oaltem will change somewhat from 1990 fo 2000. However, the ranking
of Incidence of specific dseases s not expected to change. Projected morbicty for
the age group 0-14 15 61.4 percent in 1990, de<iining to 56.8 percent in 2000. Under
renorted diseases s expecied to decine by 9 percent from 1990 to 2000.

mplications from these trends for the 1990s In the Philppines are for only sow ransifion:
high dependency ratio; childhood mortaiity, morbidity and mainutrition as high prdodties in the
govemmert’'s hedth programs and services; growth in the country’s lobor force, currentty
estimated at 750000 to 1 mikon new job applicants every yea; aiooghion of public resources for
primary/secondary education — more will be needed If access to primary/secon - education
ks to Improve; ond. postponement of introduction of new sidils In response 10 emenging
manufachuing and service industiies.

6.  Ubanigtion
Urban population s expected te grow by 3.1 percent annualy. ftom an estimated 26.4
midon In 1990 1o 37.2 milion in 200G (based on the projeciions from Nationadl Statisiical Office
Non-urban popuiation, on the other hand. ks projected to grow by less. at 1.1 percent annually.,
from 35.5 midlon N 1990 to 40 millon In 2000. As G ratic i the totdl, urban poputation: s ikely to
Increase 1o 482 nercent in 2000. The uban-nxal ratio i expected o ncrease o 93.1 percemi"x
2000.

Arcund tao-thirds of urbarcation trends are evpected ¢ be outdde the National Capital
Region (NCR). Non-NCR uban eopuiction s expected to Rlregue by 3.5 percent annuaty 1o
27.1 milicn in 2000, equivaient 1 35 | percent of total populaion. NCR pepulahon, o ithe other
hand, & projectec to grow by 2.1 percort anrualy to '0.1 mi-on tr 2000
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Metro Cebu, renowned for iis tourlsm and home to major nontraditional export Industres, is
fast catching up to Metro Manla as the next major uiban center in the country. Other emerging
ubon centers are Batangas Clty. Covite ond Laguna (CALABAR areq), oo City, Bocolod,
General Santos Chy, igan City. Davoo, Cogayan de O and Laoag Ciy.

E  Constraints to Suskainable Fconomic Growth

Despite the progress that has been made In Bberallzing the economy or opening markels
and in achieving an open sociely In the first half of the AQuino administration. many constraints
to sustainable growth remain. These can be discussed under stk main headings: the direciion of
general development policy. Institulions, private sector, Infrastructure., assentid services, and
natural resources management. Success In removing these remaining constraints s essenfial for
furthering the objectives of accelerating ecenomic: development and for realizing sustainable
growth.

L. Policy Ordentation
In several crttical areas. incomplete adjustment of policy directions or the lack of sufficlent
mplementation of announced poiicies stif obsiruct economric growth. I general the effect of
curent policies. despite substantial efforts and progress, b to dliow the continuation of an
Inward-ooking economy with resulting recumrent baiar ce of payments crises, insufficient jJob
creation and inequality of opporhunity and cholce.

An gvervalued exchange rate interferes with the smooth functioning of markels. ' cousses
Philippine exports to be less compelitive In intemational markets. eaming the counfry less forelgn
exchange and creafing less jobs. it depresses domestic agricutharal prices and lowers incomes
derved from agricdiural activilies. it does not allow markets to operote efficientty.

The remaining level of relativety high nominal taiiffs and some quantitative port
restrictions confibute to the high and uneven reve! of effective protection. This maintains biases
In favor of import-substituting. capitatintensive indusities and biases ogainst exports, kabor
nfersive outputs and ogricultural products. it contributes to the curent fronsportafion problem
by discowraging Investment In new buses and ships. Fhlllppine goods produced by the resulting
industiial base have not been competitive on intemationa markets. imiting sustainable
economic griowth and job generation.

Dificult'es in the macro monagement further compound the croblems of the orfentation of
the economy. Managing the economy wel Is extrernely difficult with severe domestic and
foreign debt burdens., low revenues, high popular expectations, damaged institutions and
nfrastruchere, and active extra-constitutiond cppositions—mosity inherited from the Marces exa.
But Improvements can and must be made. A major Macro concem is ihe public sector's
borowing crowding out private sector investment.



Whille infiation rates remained at single-digit levels during 198483, the rate for 1989
Oecember to December) increased to 14.1 percent. Reflecting the higher infiation ond
prolonged overvaluation of fhe peso and the resulting monetary policy responses, interest rates
also increased sharply in 1989. The consolidated public sector deficit for 1989 ks estimated 10 be
4.4 percent of GNP, continuing the iIncreases since 1987. The public savings and investment gap
has folowed a simikar pattem, growing to 3.8 percent of GNP in 1989,

2. Instthutions
The ability of political and economic Institutions to function efficlently corsfihules a
necessary component for sustainable economic growth. During the Marcos regime, the
functional abiiity of many instiiutions necessary for both open makets and an open sockaty
decined markedty, leading to the curent situation of pervastve wedless.

inadequate public gecountablity In government senvice and poor enforcement of laws
and regulations both fundomentally consirain economic growth In teans of lost economic
efficiency and erode the confidence of the citizenty. The probilem Is often froced fo the unclear
rues on ethics goveming govemment service, poor enforcament of ethics laws and anti-grafit
laws ond regulations. kack of discipiine among govemment managers. inadequate sakaries of
govemmeant personnel, and excessive regulafion with rmany discretionory declions. Poor
enforcement of laws and reguiations include inodequate safeguards ogainst monopolistic
practices. poor implementation of anti-nust provisdons of various iaws, and dow Juak-2ial processes.

An open soclety requires channels by which ciftzens con effectively voice thelr views and
nfluence the legal processes for change. The heavy centralzation which charactertzas the
Phiippine government prevents this from occuning efficiently. Decentralzation con remedy this
by bringing the decision-making process closer, physically and In tenms of communicafion, 1o the
cliizens. The strong Phiippine privale sector, Inchuxding both non-governmenital and not-for-prot
organzations. must be shong in voicing responsible views and desies.

The institutions which support the private sector ond are necessary for open markets need
strengthening. The finonckad sector suffered heavlly during the economic crisis of the early and
mid 1980s, and has yet to retumn to s pre-crisis size. It does not currentty serve all segments of he
country or dil financial needs. hindering open markets and lessening efilclency.

Marketirgg Institutions. particuiarty In ogribusiness, have histericolly been extremely
overcentrazed and offen government n. Successfl cereguiation and deceniralization wil
foster more open markets. Atthough there are ongeing programs deoling with technology
generation and tansfer. especially as related to ogriculture, they reed to be more redevent and
effective. In the critical areas of frade and investrment, the government institutions hinder rather
than promote efficiency: e myrad reguiations and their variatie enfaccement by the Board of
nvesiment (BON deter toreign investment.




3. Pivgte Sector

The Phiippine private sector, In both its indigenous and forelgn elements, con be
charocterized as one of the most active and talented in the developing world. However. it s
hampered by wedknesses in infemationa competitivenass, access 1o financial resources 1o selze
business opportunities, and ralning opportunities to oddress productivity concems. These
weaknesses are aggravated by remaining problems in the policy and Institutional framework and
inadequacies in Infrastruchre. While the Aquino adminisiration s commitied 1o the prvate
sector being the engine for Phillppine growth and has made substantial progress in oddressing
most of the constraints to the redliization of this, much remains to be done.

The dificutties in macm management of the economy, such as excessive budget deficls,
overvakued exchange rate, and high ond uneven level of effeclive protection for
Import-subsiituting iIndustries. iInterfere with the efficient functioning of markets, depresses
domestic prices of agricuttaal output and creates uncompetitive wordd prices of Philippines
exports. This discourages realization of piivate business opportunities and retards growh of the
private sector.

The martial low period brought about a serdous dominant involvement of govemment
corporations in the economy to the extent that govemment s engoged in most businesses. In
orcler to aliow the private sector sufficlent room to develop. the Aquino govemment has indtiated
and made progress on divestiture or petvatization of numesous govemment owned or controlled
corporations and acquired assets. However, the process i siowing and obstacies have asen.
The resistance of the bureaucracy. legal obstructions, ond the maneuverings on behalf of vested
pitvate sector nferests have proven fomidable obsiacies. Continued siow progress on
privatization may result in continued subsidized public sector competition with ihe prvate sector,
as in agrbusiness, and creation of the Impression among investors that the GOP ks not sufficiently
committed to reform.

An imporfant aspect of the curent private sector workdng environment i the inodequate
presence of medium-sized private enterprises. This missing group andd the difficulty of small-scale
enlerpiises in graducting into the medium-sze category originated with the long-standing policy
and reguiatory constraints which favored giowth of karge capitd-intensve firns.  This ’
phenomenon has hindered the atiainment of employment generation and sustainable growth.
Serious biases against labor-ntensive smal-ond medium-sized enterpsises continue to exist such
as the distorted nvestiment ncentives system, excessive reguiation, over centralzation of
govemment.

The nvestmen! Incentives system does not provide proper besiness sgnake 1e the private
sector. Incentives discriminate against small ond medium ste enterprises, which are imporiant
tor budtding a solid foundation for the econcomy. Furthamore. 2 bureaucratic regulatory
structure of the Board of vastrnents (BON resuits in uncartan interpretation and implementation
of mvestmant polizy. g high ke of rexd fope, ard modeguate seomotion g ochwlies



Present inadequacies in infrastruciure. particularly in fransportation. communications and
energy, severely imit opportunities for private sector activities. Overal relance on govemment
o provide many basic senvices olso has restiicted private secior growth as wel as caused
nefficient defivery. Furiher sirengthening of support Instihutions In the areas of financa,
mcaketing. frade and investment promotion, and technology generation and franster are urgent
to support prdvate sector indtiatives ona redlize business opportunities.

The Aquino adminisiration has made significant progress in dereguiation. with beneficiol
results for the economy. However, this progress was confined kxgely to the ogricultual and. fo o
lesser extent, power sectors. Excessive reguiation continues to siow growth. in the fransportation
sacton, pro-cartet reguictory restrictions on kcensing ond route ollocotions and confrols on fares,
rates and taiffs impede efficiency. in foreign investment, BOI's implementation of regulation
constthues a major cbstacie to atiracting more Invesiment.

4 nfrasiruchure
Unanimoudy and continudlly, private sector representatives cite inadequate infrastruchare
as the key constraint o more rapid private sector growth In the Philppines. Rapid economic
growth during the past three years has highiighted the need for more infrastructure. Muti-bllon
dolar investments In transport, power and telecommunications are required during the next five
years in order to releve this constroint to developrent.

The severe shortage of land fronsportgtion faoclties makes fravel In general and shipment
of goods much more difficult and more costly than it need be. The intemationa Food Policy
Research instihute recentty reported that the Philippines has the highest fransportation costs In
Southseast Ada. Poor maintenance of the existing infrastiructue has resulted In the need -of
extensive rebabfBlation. The lack of a natitnal master plan for transportation Infrastruchure
hinders more efficient plannirg for additions to the existing stock.

The insufficient number and quatty of fam-to-market roads and imigation services reshicts
mprovernents in the performance of the agricuturd! sector. Agricuthural productivity Is lorgely
dependent on the existence of proper infiastructure fociiles. A poorly maintoined and
nodequate road network serves as a major mpediment to the fiow of goods from the
prociuction areas to market centers and contrbutes fo losses incurred in the agricuthural sector,
transiating 1o millons of pesos daily. Delays In the dishibution and marketing of goods also have
grea: cost mplcatons for the consumers.

Inadequate water and sewcge systems ond the inadaquate anc uneven dishfoution of
hospitals and other health faciibes have had negathve effects on the health: of the general
popuaiion. Inodequackes in urban iInfrasiructure reigted 1o shelier throughout cities and towrs
of the country have confributed tc peor bowsing condifions.
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The provision of glectic power has not expanded in recent years. However, energy
demand has grown between 1986 and 1989 by more than 8 pencent per year and row severely
taxes the system’s Capacity. Power fakwe In Meto Maniia causes problems for the industrial as
wel as other sectors. Power shortoges resutted in more than $1.2 billon in economic kosses 1o
manufachuxing and service Industries in 1989. The detedo-ation or the electric cooperatives
under the Marcos administration affects many arecs, obstructing plans for spreading growth.
Piivate sectcr invesiment in power facilities has been hampered by burecucratic delays in the
Esuance of nues govaming private sector paticipation in power generation.

Domestic tefecommunications service is also significantly below standards necessary for
madmum economic grewth. There B only one telephone for every 1,000 inhabitants, less in areas
outside the Nalional Capital Reglon. In a recent study by the Center for Research and
Communications (CRC), the Philippines waos identified as having fhe least developed
communications in all of Southeast Asia. The CRC analysls showed that without Increased
investments in communications, the Philippines could not become an ndusirialized coundry.

For both power and telecommunications. delays ki implemeniing stated policies for
private sector involvement as well ¢s in providing financial incentives hinder quicker soksions
thwough the private sector undertaking infrashruchure construction and providing services.
Examples of specific areas that could benefit include municipal-pivate sector provider-phone
service and alemative long distance telephone caomlers.

In the case of nfrastiructure, the areas outside the NCR have greater polential for progress
toward the USAID goal than does the NCR liself. This results In kmge port from past governmend
blases in favor of the NCR.

5. Essenfial Services
While there has been some decine In the ferfilty rate over the past two decades, the

Phiippines stil faces a serous population growth problem. J the curent growth iate s
maintained, the present populkation of 62 milion wil increase to 75 million In the next 10 years.
This rapid population growth severely consirains eccnomic prosperity In the Philippines. It hos
created labor surptuses which depress real woges ond Impose unsustainable pressures on the
country’s natural resowurces.  The Philiprines has consequently evhausted s supply of unutifzed
productive land ond desiroyed much of its natural resource base.

The poputaticn growth protiesn sovings rom the wovering commitment of the government
‘o inplementing a family planning pchcy. due 1o the shong objections of the Catholic Church o
arfificial metheds of birth coantrol. Trying to change attitudes towards farnily plorning onc
encowoging sustainatie private sector invelvement present major challenges. Private and
Jovemment family planning senvices are seriously iacking. and are not always accessitle tc off
those who gready wish to use them.
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conditions cause the continued prevalence of preventable diseases such as tuberculosis and
endemic diseases such as malada. The heatth sector faces institutiondl, financial and manpower
consiraints.

The education system. which is crttical for futue economic growth and maintaining an
open sociely, s also deterdorating. This k seen In the increasing Biteracy and decreasing sdil level
of Philippine youth. dectining qualily of schoots, and increased ineficiency.

Both supply and demand factors shape the status of the deldvery of esseniial services. On
the supply side. It k important to further the role of the private saector and better target public
sector programs to ensure an adequate supply of essential services for the enfire populafion, The
weakness of effective demand can be best addressed through sustainabie growth with resultant
Job creation and more equitable distribution of cpportunity.

6. Nghurol Resources

The absence of effective natural resources policies and manogement (exacerbated by an
everincreasing popaiation, and deterioration of nationat iving standarcts, porticulary in the
nonurban sector) has depleted the Philippines’ once-rich naharal resource base and degroded
the envikonment. Timber overcuting due 10 the folkzes to curb Begal logging and inpose
reaistic resource rents, compounded by the practice of sash and bum agricuthure of upland
migrants, has devastated the nation’s farests. From 58 percent of actud total land area in the
1950s. foresis declined to an estimated 3 percent In 1989. Presently. 700,000 hectares of old
growth forests, curently varsed at $7 billon, remain and at present cutting rates, these may be
logged over vithin 7 years. Along with the depletion of the fropical hardwood foresdts, ot ieast 50
percent of endemic forest flora of the Phiippines having immense medicina and technical use,
& now gone. Once forests in the lowlonds disappear, pressure on the remalning hardwood in the
uplonds increases.  Productivity of the uplonds as a resutt, are kely 1o diminksh, spawning odvase
effects as wel on downstrearmn agricutturai octivities.

Other sectors of the economy that thrive on the naturdl resowrces sector, parficuiarly the
wood-processing industies, are cunentty exposed to an unsiable wood supply stuafion. Unless
curent depletion frends are amested. the econormy b bound to iose foreign exchonge eamings
from the wood and wood-processing industries amounting to $300-400 mBion annualy. fax
revenues of of krast 5300 miicn annually ond 76 milion person-days per year of empioyment in
the countryside.

Some 7J percent of mangrove and coral reefs have suliered severe camage o complete
destraction due to unsustainabie fishing ‘=chnigees. in 1988, only 140 000 hectaras of mangoves
were esimated o eqist. a dechne fom 203.000 hestares ' 1972 ond 250 000 hectares n 1918,
Widesoread 5oil eroden anc substantiz! loss2s of watersheds are severe Corsecuences of naturol
resource rusrcnagement hat codid S oten tha rad o of tha amnent 24 Grattle bancs and

cause foec g ormbism
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The government's heovily centralzed manogement of naohural resources that exciuded the
participation of the iocal communifies and the private sector may hove preciuded the
susiadinable use of natural resources for development. Rather than opening morkets, the
inevitabie result wit be the inevocable cksing. Further, about 60 percent of Phillppine
population fhat resides in the rural areas and s dependent on naturd resources, ogricuthsre and
fshing for its Bvelihood b kkely 1o be diven friher to poverty unless sustainobile management
techniques involving the private sector are adopted. The problems have row grown oo krge
for any approach not involving a coordinated public/prvate secior painership. The
govermment has now begun o emphasize actions that oddress these problems, including the
Nationat Forestation Progrom and the Integrated Social Forestty Program.
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B USAD SIRATEGY
A.  Godk and Themes

The overdll goal of the USAID program, as engoressed in the ANE Bureau’s cable
summarizing the resurts of last year's Program Week, ks 1o promote broad-bated. susiainable
economic growth fhrough the aoctive parinership of the public and private seciors in foslering
open and efficient markets and an open sodiely. USALD ks pursuing this basic goal within the
comfortable and aporoptiate context of the Buregu’s sirategic godals of open markets and open
soclaties. The successful achievement of sustainoble giowth depends on the openness of the
econamy and on the estabishment and maintenance of democrafic Instttutions and processes.
An open society helps generate and sustain economic gains, and achievement of econcomic
beneftis in tiam assists in preserving democrocy.

Three themes cut across the USAID program: policy reform, the private secior and
decentrallzation. Polcy reforms are cruckal because many magjor conshoints o development
are Inappropriate pobicies. and speciic activities have kttle chonce for success f the policy
envionment works against them. USAID focuses on policy constraints, 10 one degree or another.
in ol its programs.

The private secior is and will be the prmany engine of Phlippine economic Cevelopment.
Under competittve conditions, it i the most productive source of growth and the most efficlent
provider of goods and services. Further, with substantial un- and underemployment. job cregtion
by the private sector is essential for poltical stability and the preservation of on open society.

Decentraization means plocing resowces. responsibiity and authortty ot the locdl level so
that cltizens have a greater veice in govemmental decislon-making and resowrce allocation.
This Is necessary for furthering the openness of the society ond deitvering effective infrastructure
and bask services 1o support open markets. Locd officlal and enfrepreneus are betlter
podtioned to identify and respond tc opportunities than are national officials.

The progrem focuses piimary, but by no means exciusively, on areas outside the National
Caopital Region (NCR). Urban centers cutsde the NCR wil be increasing in programmatic
emphasis duning the shiategy peried. Non-NCR urban (reas. which together contain 70 percent
of the urban populction. particularly whers private se< tor cpporhunities are plenfiful. wit be
importont benaficianes of ihe USAID strategy. In addtion, the Mssion wil oggressively pusue
opportunities for carefully directed technica! assisionce on Mendo urbon ssues. porticukcaty
where it does rot require intensive managemant

This focus on devsicpment outside the Yehcpohton Monia region or the NCR b based on
expected retums  Alihough hich re*um coportur-tias Moy arse occasioncty In the NCR.
ceneral, USAID ofor: > ptdde e NIR o7 proide gneater retums in terme of oo doiarn mpact
Cr EOw™ Do T
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for USAID octivities in the NCR are limited because of past concentration of public Fwestments,
the large scale required for further capital investments, and the high Interest of other major
donors in massive Mandia Infrastructure.

Hedlth and population activities and policy reforms, pursued through an increasing
nsmber of programs as opposed to projects, are cleardy nationdl In scope.

Wiihin the context of the overall godl of sustainable growth, open markets and an open
society, and cross-cutting themes of policy refomn, private sector and deceniallzafion, USAID's
progeam Hself focuses on the five programmalic ghlectives agreed 1o last year dusing the
Bureaus’s Program Week.

Boch s considered an essentiol component or element of the USAID skategy. and are as
follows:

A policy and insifional framework siimriating market-based private secior growth
Open and compeditive morkets

Infrastruchuare that focliiates expanded priivale secior acivity:

More efficient delvery of essential services: and,

Efective and susiainabile manogement of nakural resources.

N

For each objeciiva USAID has identifled preliminary performance indicators which ane o
be reactred by the end of the five year perod covered by this document. 1989 will be the bave
year tor megaaing increases and reductions. The indicators need to be confimed, both
intemally and with the Bureau. thsough a necessarily terative process. Over the next year USAD
will be working o adpsst and specify more thoroughly these Indicators.

Mc#mprobierrsofmeﬁﬂpphesﬂanﬁunmermptopbtmddevebpnaﬂ
policies, or the inadequate implementation of appropriate policies, Le.. overvalued exchange
rate. protectionist traode regime, uneven macro management. Through ongoing didlogue.
studies. and program conditionality. USAID promotes the use of market forces in determining the
exchange rate as crucial for Increasing exgorts. Improving the baance of payments situation.
and encouroging broad based, sustainable growth.

in discussions with the GOP and thvough research efforts, USAID also emphasizes sound
macro management of monetary and? fiscal picies to establish on environment conducive for
open markets and to avold crovding out of pivate invesiment. Uberalzdng frode s akso
ancouoged through performarce criterda for budget support. because USAID beldeves that this
w3 Increase the openness of markets and encowoage a desirable pattem of growih



As one key policy iIndicator of performance. USAID has set as o target a 50 percent
reduction in the averoge effective rate of protection for the sconomy by the year 1995, Thisks
expecied o give back to Philippine export products thelr competitiveness and to Influence g
sector-neutral allocation of scarce resources between indushy and ogiicuthuae. USAID wil
confinue 1o include Beralzation In program conditionallly. provide studies 1o address speciftc
problems. and assist private sector groups which push the advanioges of on open trade regime.

institutional botilenecks and wedknesses are often constralnts to open markets, an open
society and sustainable growih. cxamples are the lock of public accountability, poos
enforcement of laws and regulations, excessive centralzation, sow judicial processes for
assistance efforts are aimed at addressing constraints that are impeding effeciive GOP program
and project plarning and implementation, improving the effectiveness of the judicial syslem,
ond enhancing the development of private enterprise support Institutions. Critical instthutions
Inciude those for finonce, marketing. trade and nvestiment promotion, ond technalogy
generation and ransfer.

In addition, USAID's ernphasis on decenfralizztion through program assistance and housing
guaranty supports ihe open society goai by moving decision-making authordty closer to the
peopie affected. USAID k also moving into supporting mprovements in the judicial system,
through G grant fo the Asia Foundation, and, while keeping in mind the polticd sendthvties of
Philtppine-American relationship. will be looking aggressively for addtional opporhunities for
advancing democratic phurallsm by strengihening progressive frade associations ond
encouwraging responsile jousmaksm.

As one ey nstitulional perfformance indicator, USAD s aiming for o 100 percent increase
in red terms of discretionary resources tor iocal govemment units (LGUs) by 1995. An important
feature of local autonomy ks the devolution, not only of authuity. but most importantly, of
discrefionary financial resources to LGUs. Administrative capacity must also te bullt. Resources
which are under the administrctive discretion of LGUs are essential in the defivery of essential
services by LGUs to thelr constituencies.

Ancther key institutional performance indicator ks in the area of improved formal credit
avaiabie outsde the NCP. Insufficiency of credit from fomd Institutions i a critical bottleneck to
privGte sector intictives. USAID s tentatively targeting a 50 percent iIncrease by 1995 In the real
amount of formal credit provided outside NCR.

~

< Cpen and Competline Nhaikes

USAID viaws the private <ector as both a bereficiary of devalopmant efforts ond an agent
of change. U AID stives both to encourage pryvate sect developmeant and 'o ke itin
achleving Cevelcpmentc godls. 1o ach eve sustaingtle grewth, an oren 2ccnomy and an
CpEn scciety. 'he om a2 wactorplays the otic st prochucthe roler 'n tam, pervrase towead these
ends meansir-oreaiad Sppcitanity (20 he prvgte sector Dreanngmarkes s 2s2antia o enatie
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USAID k focusing significant financial resources and policy reform effords 1o alleviate the
consiraints 1o an increased private sector confribution to Philppine development. While the
Acpino adminstration has moade substantial progress in undoing past excessive Inferventions Into
and controls over the private sector, much remains 10 be done. Thiough s policy diadlogue
efforts. studies, projects. and performance based program support uncier MAJ, ESF, DA, PL 480
ad housing guarantles, USAID ks improving the policy environment for private sector octivities. In
particular, to create a climate more conducive to business, USAID Is encouraging a more open
economy with competitive exchange rate, neutral Invesiment ncenfives. and reduced public
nvolverment in and regulation of the economv.

Through didlogue and studies. USAID ks wging a compettiive exchange sate ond a neutral
nvesiment incentives systemn — in ferms Of sector, factor, sze and location — which will aliow
economic development 1o follow the Philppines’ comparafive advantage and wil lead o more
sustainabie growth. Through toth project and program assistance. USAID ks pushing for reduced
govemment involvernent in the economy through the privatization of public comporations.
Through program assistance, USAID s supporfing dereguiaiiony or minimum regulation by the
govemment, e.g. dereguiating the ransport sector and investment regisiration. USAID & also
groevidng short term and long term technical assistonce 1o analyze, kdentify solufions and
generate approprate policy guidance in several key araas, such as Investment incentives,
fransporation policles, and financial markets.

Within several projects and progeams, USAID ks stressing an eniarged 1ole for the peivate
sector in the provision of essential services such as heith and fomily planning and nahural
resource management. Under the MAL, USAID ks brealdng new ground for promoting. through
feasibitty study support and mixed credit financing. the use of the private sector, Including U.S.
cornpandes, for major capital projects.

Through a number of projects, USAID k addressing the institutional constiaints 1o
conducting business in the Phillippines through the encouragement of reforms and direct
assistance activities. USAID is ako providing direct assstance #hyough several projects to the
private sector o accelerate more private investments and fraode and 1o encourage small
enterprise credit. USAID finances training requirements of the private sector for technical ond
managedal raining to address selected constraints to productivity ond profitoablity of private
enterpiises. Substontial USAID resources are being dvecled at dieviating the infrastruchual
constraint 10 doing business through several projects. Priodty k being directed to the provison
and Improvernents in roads. ports, markets and telecommunications to open up the economy
and facitate private secior activity.

USAID ks also suppartng through projects the doy elcpment of privote sector busness
groups and Fhifopine and US NGDs/PYOs to sitength-an *he wice of the orivate sector vis-a-vs
the govemmeni, as well as 1o promcte greater cholce for the futher develcoment of the
country’s aconomic grmwth  Through 2o-fnarcing. LoAD sappeoete community cevelopment



wrk of prvate companies. USAID also provides technicdal assistance 1o prdvate Insfttutions which
support private enterprise activities. Le. chambers of conwnerze, private research organtations
and frode associations,

USAID resources for the private sector will confinue 10 Increase during the Shategy
Statement period. See Section IV.A for detalls on USAID approach to and activities benefttiing
the pilvate sector.

As one key performance Indicator, USAID aims for the 80 percent compietion of the
privaiization of identified govermment-owned and controlled corporations and APT (Asset
Privatization Inust) acquired assets by 1995. Privatization hokis the key 1o minimizing the role of
govemment In business. It ignais the overall sincertty and determination of the Phillppine
govemnment to allow the private sector to play Its role as the primary engine of growth,

Ancther key pesformance indicator is the S0 percent reduction in the blases of iInvestment
incentives by 1995. This will reduce blases against kobor-intensive, ogriicuitara and small and
medium busnesses and encourage overal neulrality in the Investiment ncentives system.
Neulrality encourages efficiency in the use of the country’s factors of procuction, leading to high
vaiue added contributions of Industry and agiiculture and high rate of absomtion by iwhustry of
sSuEpius Iabor from ageiculture.

n the area of dereguiation, USAID is agiming for subsstantial dereguiation of interskand
shipping with a performance target of 50 percent of all ioutes under MARINA protection
dereguiated Ly 1995. Deregriation in interisiand shipping is crucial to opening markets.
Improving opportunities for the private sector and clowing more cholce throughout the couniry.

3 infrostructure that Foclitates Expanded Privgte Sector Acthvity

Adequata infiastructure to open up markets and the economy s crucial to expanded
private sector octivity and futse growth. as private sector spokesnen invariably note. Unkoges
between the metropolts. secondary cities, marxet towns and produchon areas are essential to
stirnulate economic growth, create Jobs, spread the benefits of growth and the Philppines’
relatively open scciety. ‘While changing policies ks arifical. as USAID moognizes by putting o
heavy emphasis on policy dialogue and conditionaity. adequate nfrast.ucture. Including
secondary and terfiary roads, ar and walerway nkoges ond telecommunications, Is also
necesary to facifate the development of open mokets. The avalioblity and refiablitly of
power. nchuding that provided througn the nural electticc cooperahve system, Is g prerequisite for
utiizing the couniry’s curent production porential, for ghitocting odditiona private investmen?.
and for egomnding mart et opportunities

I~ this area, USAID directs inanting. nopefllly ncluding miveo credfits o assist US bidders.
towercs capita prejects and infastnucture supporting e devaicoment of cgn-budness and the
openirj up footeria Jreas of aoeromel arewth USAL ol aliocate substoriat portions of
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By 1995, USAID kargets. as a key perfomnance indicafor, providing at least seven millon
Hlipinos more access 1o economic opportunities through new and Improved roads, ports. air
navigational equipment of aliports, and market facilifies. Access o markets, employment and
business opportunities has a multiplier effect in temns of Increased Invesiment andd conaumpion

Anothar key performance indicator ks imnproved power service to at least two millon
households and business enterprises nationwide fhrough the ehablitation of olechic
cooperaiives by 1995. Rellaving the cument power consiraint i critical for alliowing uninterupled
growth. Avaiabie and refiable power supply wil iInduce Increased iInvestiment and
enfrepronewurship as it makes more predictable and iower business operating cosis.

4.  More Efficient Dellvery of Essantial Senvices
Efficiently providing adequate access 1o essential services, including family planning. basic
hedith, rwhition, potcbie water, housing, sanltation and education, & basic o promofing
economic development and politicdl stoblliy. For exampile, in the absence of o dramalic
reduction in feriility, it will be Increasingly cifficult to provide adecuate access 1o essenfial
sarvices, or to reallze fully the benefits of growth. The development of human capacily bears
directty on the clizenry’s ability to contribute to and benafit from economic progress.

Efficiont access ks also the core of the results of open markets and open sodeties. People
with access 1o essential services are more oble to exercise meaningf cholce for el own i
betterment as wel as the overall development of society. Opening up the provision of esseniial
services to private enterprise ks the arftical way of Improving the efficiency and avalkibility of
these services.

Becoause there are not enough rescwunces 1o improve service delivery across the board.,
USAID wil work 10 strengthen the efficient delvery. improved targeting. and sushainabile financing
of the most critical services. Through project assstance. a sgnificant effort is being mode 1o
shengthen the government and private sector ability to ensure efficient and widespread
avalabiity of famiy planning iInformation and services. In health, through program assiskance,
USAD & focusing on improving the efficiency of resource allocation and delivery of services Dy
both the private and public sectors. To Improve housing. through housing guaranties, USAID is
working through policy changes to enhance decentralzed provision of sheldter relatea
nfrashuchre.

USAID's nfrastruchure program ako bears on this secior. USAID k buliding health centers.
schook, hospiials and water systems.

USAID expects to maintain only a low level of resowsces in this area over the Strategy
Statement pericd as the private sector. responding to increcsed opportunities, provides a kager
share of services.



One key pedformance indicator Is the 80 percent implementaion of a sustainable health
financing strotegy chxaracterzed by cost containment, cost recovery. Increased private sector
dedvery of curalive services and support for delvery of preventive services. Another indicator i
the attainment by 1995 of 80 percent of impact indicators for chid savivdl, e.g. 90 percent of
chicdren undes age one are fuly mmunized and 80 percent of pregnant women recseive felanus
toxold vaccine. In the area of family planning. USAID aims to Increase the confracepfive
prevalence rate by 40 percent and to reduce the total fertilty rate by 15 percent by 1995, This

package ams 1o control rapid population growth and produce hecithy productive members of
=oclety.

Adopthgsandmhrdrm:cemamganenﬂsaﬂicdbodlevhghegoabdopen
markets and open societies. A propery managed natural resource base ensures odequate
supply of raw materials and production resources lke soft and water which are essaential for
functioning of markets and for offering of the economic choice to the cllzensy. In rehun, more
open markets and an open society are necessary 1o preserve the nahural resowurce base of the
coundry.

To help achieve effective and sustainable natural resource management, USAID wil
pusue policles/programs 1o: (Q) Increase economic efficlency In the forest prodcts and wood
processing Indushies. and (b) promote economicaly and ecoiogically sustainable managemen:
of the Phifippines’ natural resource base with special attention to fropical hardwood forests and
biociversity. USAID wilt work towards biinging about a proper policy environmeant which wit
create nitiatives and incentives for better forestry resowrce management. Whh the proper policy
environment. effectively functioning market mechanisms wil emerge 10 encouage making and
implementing economically sound decisions.

Through its policy dialogue. USAID wil pursue GOP adoption of sustainable forest
management systemns. eimination of mechanized logging from remdaining old growth forests in
upper watersheds. and policy iInducements for an efficient wood products industry. USAID will
support bulding notural resource management policy capacity of both the government and the
private sector. In this regarc. USAID wilt fund a study to mocity the national ir - ~me accounts for
forestry depletion to quantify the negative impaoct of past sector polickes. Subsequently, this may
be expanded o incompcrate other nahed resource categories.

USAID wit also provide increased financial support 1o quadified natural resource
maragemen! orgunizations such as Phiippine and U.S. NGOs;FVOs through debt-fornature
saap anangements and adoption of naturai resource consar.olicn programs. USAIR expects to
incregse the lavel of resaurces gver the Shatagy Stolernent penod in ths ren.



As key performance indicators. USAID aims for the adoption and actual implementation of
sustainable forest management systems affecting 3.4 millon heciares of secondary forests by
1995 and selective nom-mechanized cutting on at least 400,000 hectares of old growth forests.
implementation of these kargets & crucial in achieving effective and austainable managament of
naturdl resources.

C. Polcy Bidogue Agenda

The theme of policy reform cuts across dll five USAID programmatic objectives or strategic
thassts. The following Policy Didlogue Agenda sums up the policy godls needed to support the
achlevement of each objective. USAID is engoged across this enfire policy regime, and fully
axpects to have meaningfu Impact In each spedific area noted, using ol its vehicles. from DA 1o
PL 480, ESF, HGs, and the MAJ, In all thelr foms, from budget support perdformance criteria fo

POLCY DIALOGUE AGENDA

GOAL: Sustainabie, oroad based economic growth
KEY: Furiherance of open markets and an open society

CRMCAL COMPONENTS:

A Policy and instilutional Framework Stirnulating Market-Based Private Sector Growth

- Maeket-determined foreign exchange rate

- intemationally open trade regime

- Stable macroeconomic condtions without crowding out of private investiment

- Efficient and effective private enterprise support Institutions, Including financial. marketing.
technoiogy generating and fransfering, and trade and Investment promotion

- Greater autonomy ond increased revenues for local govemment units QGUS)

- Streamined and effeciive program and project planning and implementation process

- Streamiined pubtic sector systems and reguiations and overall commitment to discourage
graft, defiver justice and enforce anth-rust measures

Qoen ond Competitive Makeis

- Minimum pubbc nvolvement in the economy

- Minimum r2guigtion including free npuf and output prcing for agricuthural and expost
produc's
Sector. factor. sze and location neutrol investment incentivas regme

nfostuchure That Focilitates Expanded Private Sector Activity

- Adequcte cost efective ttansportction through ociicy adiusments mciuding ceraguiation
to permit oovata sector corpetiton ond free entry
iroreased o oesmeans it ar diroic.ed mantercrce 2frocds pors wences ord shies



Moreg Efficient Delivery of Essentil Services

- Effective private sector and government preventive hedlth and family planning services
- Sstainabiiity of hedlth senvices ftwough efficient resource allocation

- informed effective demand for basic services

- Enforcement of existing legisiation for sustainable nahurdl resource management

- Regulctory fromework emphasizing user resporstbility for public good replensshment and
colleciion of economic rents

D.

Program Directions

USAID k both adusting its exdsting portfollo and decting future resources to support iis
sirategy with the godis of sustainable growth, open markets and an open society. USAID &
axamining ongoing programs and projects for congdstency with and contritaution fo that sirategy.
As necessary, USAID wil be redesigning. reducing or eliminating activities that do not directly
support the strategy.

For the future, USAID will be directing available resaurces 1o support the strategy. The
following Financial Resowurces Table shows planned resource aiocation chring the Strategy
Staterment period ogainst the five objectives. The frends will be:

o

Resources alocated to the policy refomm objective pedk during the early years with o
downward trend, particuiarty in budget support, In the cut years. Seciord programs,
TA. and direcled studies to suppost policy ddlogue will continue.

The prvate sector cbjective shows a sham increcse of resources edrly on and
maintains a significant upward herxd in the out yeors. Al the objectives are dkected
overwhelmingty at improving the envitonment for the private sector. Therefore,
counted under this objective are only specific projects of prograrms Or components of
such where the private sector s the drect beneficiary or the finat provider of the
services or products.

nfrastructure, Including creating opporfunities for U.S. businesses, will recelve g
significant level of resources with a steody increase #hvough the period.

With the emphasis of private sector participation in the provision of essenfiol senices,
the direct resources plonned in the orea wil be mainioned essentialy constant
during the Strategy Statamen? period.

MNoturcl rescurces wil recelve g signific ant ievel of rescurcas. somewhat Increasing
throuch the Shategy Statement period.



P00

¢S millon)

Program Objective Y1990  EY1991F  EY1992° FY 1993 EY 19
POLICY: 113 25 166 183 148
A polcy and Instiiutional
fromewor stimuating maket
based pidvaie sector growth
PRIVATE SECTOR: 18 43
Open and competitive markets
INFRASTRUCTURE: 146 Bl 170 180 180
infrastructure that
faciitates expanded private
sector aclivily
ESSENTNAL SERVICES: 27 n 10 10 10

More efficient delivery of
assentical services

NATURAL RESOURCES: 22 2 p2] 22 =2

Effective and asstainable
management of natural
esouuces

i
b2
&

TOTALS 326 415 415 415 a5

Note:  Inaddition to the ESF, MAI and DA resources contained above, HG and PL 480 Food
Commodities are expected to be $25 millon and $41 millon a year respeciively over
this period. HG and PL 480 resources, except for Title § targetted feeding programs. wi
diso be directed at poficy reforms.

Bhustralive only.
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.  SSECIED SECTORAL SUMMARES
. gyivale Secior

1.  hivgle Sector Strategy®

The centerplece of USAID development sirategy for the Philippines ks the private sector,
both indigencus ond US. The private sector is viewed both as the beneficiary of developrment
efforts and as an agent of change — bolh a means and an end. To cbtain sustainabile growth,
an open econormy and an open society, the private sector plays the critical productive role; In
tumn, progress toward these ends resulls in increased opportunity for the private sector. The key 10
~ economic development is keeping the engine of growth — the prilvate sector — on trock and
functioning ever better over fime. This calis not only for continuous oing and sirengthening of
the engine but also creating and maintalining an envikonment conducive to its smooth and
efficient functioning.

An effeclive parinership of private and public sectons is a prarequisite for maxdmizing
economic develcpment performonce. The important thing for govemment ks not fo do Things
which private individuals are doing already ond to do them a Fitfle better or g Hile worse. but o
do thase things that cannot be done at dll by the private sector. This Includes providing o
secure, stable and conducive policy and infrastruchural framewordk within which the grivate
sector con prosper.

The private sector must be the engine for propeling economic development. raking
invesiments, creating productive employment and producing goods aond senices.
USAID/Mania’s objective b to assist the GOP In cregting on enviionment which encourages this
1o happen and stimulating the private sector to move into this role.

The Phlippine Situation

The private sector n the Phiippines, in both iis iIndigenous and forelgn elements. i one of
most active and talented In the developing workd. Its diversity and poteniial rival that of many
advanced deveioping counfries. However, the country is weak in intemational competfitveness.
access fo financid resowces to sekze business oppoctunities, and fraining opportunifies to oddress
productivity concems. I ks aiso hampered by remaining problerms In the policy and insithutiona
framework and inadequacies in nfrastruchuore. While the Aquino administration has maoade
sutstanticl progress in undoing the excessiva intervenions and contok of the past. much
remcins 1o be done.

During the years 1972 10 eary 1984, the Marcos admnistration grea'ty expanded
govemment controd cver economic activities, from provision of asic sockal services 1o
agrcuthral monog slies and big ndustiial/manufachuing piojects.

* AYC Corattants Thogte Mty Develppment Prgtegy MarZt 1



This produced economic misery for the country due to the Inefficient use of scorce resources,
depletion of renewabie resources and the creation and caopture of econormic rents frr the
pockets of g privileged few. It abo seriously constrained private sector activities,

The Acquino govemment has embraced the objectives of re-establishing the private
sector as the mainstay for Philppine growih. However, there ore stit many consiraints to the full
realzation of ihis idedt. Policles hampering the priivate sector nclude: distorted veshrent
Incenttves, excessive regulation. over-ceniraflzation of govemment, unnecessary invclvement of
public copoations in the economy. infemational frade restriciions, G less than fuly
market-detemined exchange rate. and a combination of fiscal and monetary policies which
tend 1o cowd out private investment.

A review of the privately-owned, for-profit fims shows o wide dispcrity In he development
of karge fimns and small enterpiises — with ¢ missing middie category which should be occupled
by medium-sized private enterprises. The large firms consists of only fwo percent of the total
number of registered industrial fimns but account for more than hott of fotal employment. The
very karge nurmnber of micro/smal enterprises remain inoccessible to public extension and support
services. The combined phencemena of the missing middie category and the slow growth ond
incbility of small scale enterprises to graduate into the medium size category can be roced to
the long standing policy and reguiatory constraints which favored growth of kage
capftaHntensive fims while creating a serfous biases ogoinst labor-intensive sall and madium
szed enterprises (SMEs). which tend to be agriculture-based and located outside the National
Capital Regicn (NCR).

improvements in infrastructure, particularty in transportation, commundcations and powe -,
are needed to open opparhunities for and support the activities of tha private sector. The privo 9
sector nvorably cites the lock of adequate infrastructure as the single greatest impediment 1o
accelerating private sector growth. Suppert Institutions needing furthes strengthening are
financial, marketing. trade ond investment promotion, und technology generation and fransfer.
Over-eliance on government to provide many basic services also Imits cpportunities for the
private sector, results in inefficient defvery, and increcses budget deficits.

USAID Role

USAID strategy for the private sector invoives effcrts beth to encourage is development
and to use it In achieving developmental gocls. In addition to the extensve policy agenda, we
are progressively developing projects for the private sector, buliding private sector cbjectives
into brocder projects. and incomaorattg the private sectar into mplementation. To the fullest
extent possitie, USAID is ciso shiving fo use the private sector, Philippine ond US.. s e meons to
deliver USAID assistance effectively and to improve the etficiency of the Pralippine govemment
deb.ery of basis senices and ntrasinuciure.



USAID ks dloing this by focusing significont finoncial resowrces and policy reform efforts on
alleviating the consiraints to an increased private secicr contribution 1o Philippine development.
Through its policy dialogue efforts and through the performance criteria related o iis budget and
sectoral program suppart, USAID & using all lis assistance vehicles — MAJ, ESF, DA, PL 480, and HGs
~ fo improve the policy Cimate for private sector aclivity. In particulkar, USAID k encouraging
more open economy with market-determined exchange rate. neutral nvestiment incentives. and
reduced pubilic Involvement and reguiation.

To these ends USAID & also providing short- and long-term technical assistance to
andlyze, kdentity solutions and generate gppropriate policy guidance and instihufional reforms In
severdl key areas. The Harvard Instiiute of Intemational Development Shudy on Small and
tMedium Scdle Inchustries & but one recent example.

Bxisting technicd and program assistance includes the objeciive of improving public
accountability, enforcement of laws and reguiations, decentralzation, fhe puciicial process, and
institutions spporting the private secior n the area of finance. marketing. trade and investment,
and technology generation and franster.

JSAD is ciso providing direct assistance o the private sector ho accelerale more private
nvestmentis ond frade ond to encourage small enterprise credit. USAID Wil be assisting Alpino
businessmen {o gain aoccess o new makels and eniarging market share within establshed
markeds theough a parclel project to the ANE ASEAN Representative Offices’ Frivate investiment
and Trade Opportuntties (PITO) Project. By providing institutional support for pitvate secior rode
organizations, PRO-Phiippines dlso estabiishes frade linkages with the USA and an Intna-ASEAN
private sector rade network, Our srmall Enterprise Credit project and our support for PRE’S six
guarcmitee programs in the Philppines seek to overcome finaondal consiraints to diverdfication of
business activity and buld the Institutional suppord framework.

Through Its Privatization Project and Support for Development Program. USAID ks pushing
for reduced govemment involverment In the economy through privatization of putlic
corporations. USAID ks also supporting dereguiation or minknum reguiation by the govemsment.
such as deregricting the fransport sector and investment registration.

In order 1 develop stable and competitive securiftes and banking reguilatory systems
supporting private sector activities. USAID's Financla Markets Mobilzation Project wil pursue
poflicy dinlogue with the GOP or. attracting foreign investment and mobtdlzing locd financial
fiows through copital markets reformn  This s expected o rediect copital resources from pubiic 1o
pavate sector use in ¢ sound and franparent capdt 3l market and will fuel g more roped
re-channeling ¢f resources nfo a private 2Cior led economy.



Substantial USAID resources are oo being devoted 1o ailevialing infrastrucharal
constraints to doing business, Priorly s being directed o improverments in the nainfenonce of
roads, ports, markets. and telecommunications o open up the economy. Sp : Sal attention s
being given to Infrasiructure supporting the development of agri-business and opening up of
potential areas of economic opportunity for increased hvestments and employment.

Cognizant of the potential for expanding private sector invesiments thvough the
upgrading of the hurman capital base of g pitvate enterrse, USAID finances raining for
in-counlty. third-counhy andd US. technical aond managerdat training for the privale sector o
address selected constraints 10 productivity and prmfitabiity of non-fam private enterpises.

By co-financing private sector efforts, USAID supports community development work of
Phlippine and U.5. NGCs/PVOs and private fimns which promote greater volce and choice for
the prdvate sector in economic development aciivifies. USAID also provides technical assistance
to private institutions which support private enteqordse aclivities, Le. chambers of commerce,
private research organizations and trade associations.

Assisting Rlipino small entrepreneurs by expanding thelr ablity to articukate thelr needs ks
the crux of USAIDs informd sector assistance ocitvities. The Phillppines is a pllot counfry for PRE's
Institutionat Reform In the Informal Sector (IRIS) project. Through a buy-in. USAID Wil suppost
resecrch efforts admed at reform of government reguiations and policies, studies 10 encouwoge
aelmination of excessive regulations which encourage privale businessmen 1o siay outside the
formdl legdl systemn. ond overall support to advocacy actions for long-tenn Infuence on policy
reforms. USAID will be exploring a larger follow-on prolect in this area.

2 Snanciol Markets Development Srategy”®

The econormic crisis that affected the Phiippine economy in the early and mid- 1980s was
particuiarty hard on the financial sector. The folkre of numerous financial Institutions, among
them several kxge private commercial and hift banks. two iarge govemnment-cwned banks
and much of the rraf banking system. was due in pat to iradequate reguiafion and supendsion.
together with pciicies of low-intetest credit for prority sectors that had created risky loan
portfollos and excessive dependence on the Centrol Bank as a source of funds.

Since the crisis, there have been major GOP reforms in overdll financial secteor policies.
supported in part by the IMF and the Woddd Bonk. USAID has played a malor role thvough poficy
diclogue in improving dnancial pokicies for the non-mefropofitan sactor. such as the eimination
or corsobdation of numercts subsdzed andg directed credt ines

. IMCC. Phiippn2 Finuncidl Markets Cevelopment Sialegy. December 1989



Nonetheless, in terms of real deposit mobliization and redl lending. the financial sector in genaral
rermnalns much smaller than it was at the end of the 1970s. In many areas, formal financial

institutions cre fewer in number and snaller in terns of real assets than they were in 1981.

The USAID strategy with respect to the finoncial sector. and especiolly conceming rural
fnance ks fo consolidate and extend the pas successes in policy dalogue and reforrn, and o
provide training and technical assistance thot can speed the development of efficient and
viabile financial marke’s and instifutions.  Poiicy didlogue and program nterventions Wil be
directed at specific areas where momentum ks logging erallization of exchange rates,
macro-policies which tend to crowd out the privale sector. and legisiative and regriaionry refom
necessry to remove distortions. reduce financial market imperfections and encouroge
competition). USAID efforls 10 broaden the base of suppord for beralzation wll include prvate
sector assockations, universities, “think tank®/resecarch-odented Instihutions and legisiaios., o
broaden the base of support for iberalization.

Enhanced savings motilzation wil be a speciiic focus within USARD's ovesall inancial
sectorsirategy. Successful savings moblization increases the viabliity of financial instiiutions by
providing grecter independence (e.g.. from subsidzed Cenhai Bank credit ines), while
increasing funds for lending. To enhonce savings moblization, donor Intesventions Wil be
required in a number of areqs. Including:

- polcy diclogue and research to demonstrate the importance of deposit moblization
and the need to rernove policy barrers:

~ tragining to knprove deposit mobllization techniques and overol Babilty manogement;

~ dissemination of computer hardware ond software 1o nural banks to irnprove thelr
efficiency in deposit mancgement as welt as overall accounting and finoncial management;

~ assistance to the Philippine Deposit and Insuronce Comporation (PDIC) for training and
sCaASIZGhon i cider o ncrecse deposttor confidence ond protect depositor interests.

B. Infrasinchse

1. Transport Policies and Transporiation Linkoge Shucles®
An efficient fransport system and good Infrastruchure support are essentiol for opening
markets ond increasing economic opportunities for the private sector. Adecuate cost-effective
fransportation Is critical for open markets and for mobilzing economic development in the

Philippines.

‘ Discussion here is based on Rebert MNathan & Asscciates’ Transport Sector Reiew
(Preiminary Assessment] March 1360, ord a number of othar studies, iIncluding the Workd
Bank. Philippines franscort Sactor Review (Morcin 1969), ADE Country Foper on fionsport
Poicy (Febriany 1089: and cn he Final Report of the Govemment of the Phifppires
Fesidential Task Force on Interisland Shipping (Febnuary 1+39).
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The Phillippine iransport system ks generally charactertzed by inodequate maintenance of exdsting
infrastructure and too heavy reguiatory reshictions which encouroge overall economic :
Inefficiency, and reduce occess to markets and business opportunities by the private sector.
There s need, therefore, for policy odrstiments, including dereguiation to pemit private sector
compelition and free enhry. s wel as ihareased Investrnents in and Improved mainienance of
roads, porls, vehicles ond ships.

T Fhiopine transport system is basically bimodal. Rood ransport handies about 66
percent of freight movernent and 90 percent of passenger movernent, while marttime Interdsond
fransport handies about 35 percent of freight and 7 percent of passengers. Alr transport ks imited
and amost entirely handles passengers. Ral fransport s negligible. Rood and sea fronsport
complement rather than compete with each other.

Quitstanding Problems and kssues

1. Road Transport

insufficient investiment and inadequate maintenonce of infrasinucture are the pdnciple
obstacles 1o a growing economy. However. there are also a number of policy consiraints which
need to be addressed. Present reguiatory resirictions not only pose an enforcement problem but
are also economicdlly unsound. The market segments most affected by these restrictions are
public passenger transport. petroleum distribution and interisand trucking using femies.

franchising practices of the Land Transportation Office have resutted in cortels, 8.g.. the
route “rationalization” In East Mindanoo. Govemment confrol on fares. rates and tarifts, In
addition to the reguiations on routes, resfrict pricing flexdbility and market entry. therebyy reducing
competition. Restrictions on imports of vehicies and spare parts and tres. as wed as high import
duties and taxes, contibute to the nadequate supply ¢f public vehicles and high cost of
maintenance and repak.

A significant test of the GOP’s reform agenda will be: (1) a more comprehensive
deregulation of land transport rules covering licensing and route aiocations. control on fares,
import control on vehicles and parts, among others ond (2) iIncreased attention to rood
maintenance.

2. interisland Shipping

Maijor problems besetting *he industry are the high operating cost of iniedtsond shipping
and the resuitant high prices charged to the Industry's clents. Factors causing these conditions
are: (Q) nfiated costs arksing from the adminishalive management of the Phifppine Ports
Authority: (&} substantial tax burden on the indusity: and. (€) pricing poficies of the et cortel.
which are indirectly supported by the govemment s regulatory poficles imiting compelition. The
indushy foces aiso the protiems of edequacy arxd availabiity of vessels fo the moverment of
cargo cnd passengers as wek as senows satety considerclions. These probiems arae highly
influenced by ‘o reatficinne, of tha goverriment's requlatony by srd of the spesations of



Policy reformn efforts starled in 1989, especially fare dereguiation for first and second <lass
passengers, and partial dersgulation of routes. Despite the sgnificant dereguiation measures
adopted by the GOP, the following reforms need to be caried out: (@) dereguiation of fares for
third clicss passengers: (b) comiplete rationalization: of the entire freight and passenger rote
struchue; (c) complete deregulation of entry into specific routes by cbolition of MARINA'S
five-year protection for shippkhg routes: (d} acceleration cf prdvatzation of ports. parficularly the
Post of Manika; (€) complete rafionalzaticn of port charges: and (f) berakzation of ol mpored
spore ports ond componenis.

3. A Tronsport

Degpite the dismantiing of the government’s one-dirine policy. regulations stll exist
covering routes, competition from foreign airines, and authorized charter operators which reshict
market entty and pricing flexioBity, leading to reduced competition and high cost of air
transport. Cther problers include poor supply of air navigational equipment, lack of andequcte
locd maintenance capabiity ond high cost of spare parts. Further reforms aore necessary to: (a)
completely dereguiate 1iautes and eniry of charter operatons and foreign alrines. () accelerate
the privatzation or Phiippine Altines; and. () Increase investments in air navigational equipment

4. Ral Tronsport

A major issue Is the financial viability of the Phiippine National Raitw dys (PNR), In Sght of
the low volumes of fraffic. An issue which needs fo be examined b the probablty cf troffic
volume increases it theie Gre improvements in the service of PNR  The main lssue with regard o
e Maordla ight 1ail system i cost recovery und ablity to senvice its debt, given resticlions on Hs
abilty to rake fares. i order 10 mprove the cost recovery of the Light Ratlway Transt Authority
(LRTA), refomms allowing increqses in fares need 1o be caimeo oul.

USAID Role

Qver the medium tenmn, USAID/Phllippines vAl be pursung poicy refomns to close crttical
gaps in the reform process cunrently being undertaken in the transport sector. These policy
changes wit compiement USAID copital and technicul assitance 1o achieve the increcsed
efficiency and effectiveness in ranspt reeded to support the Mission goal of sustainable
growth through open markets and an open soclety.

USAID/ Philippines is providing technical assistance to the Secretary of the Depariment of
Trarsportation and Communication (DCTC) on air tansport issues ond *o the Department of
Public Works and Highways. through a transportation Snkege study. to develop a methodology
for g Public Works invastment Setection Fign (PWISFY. The methcdoogy wi provide a means for
ororfizing investments in nfrasiructure with special emphasis on Tansportation nvestments
roads, bridges. arpot: cnd ponts’
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The methodology uses a number of varicbles to categorze geographic regions based on
ther cument economic status and their potential for economic growth. The analysis wil be used
by DPWH to determine indicative levels and types of infrastructure investment for differont
geographic regions. It will also be used by USAD 1o ensure thot infrasiruchure investments under
projects such as the Rural Infrastructure Fund will be allocated to areas which offer the most
potential for economic growth, and where Infrastructhure appedrs 10 represent a aiftical
consiraint fo private sector productive Investment and growth. The analysis wil be completed In
Apil, 199G

The Mission is also cusrentty supporting research o examine the policy reform efforts of the
Philippine govemment on the transport sector and will soon be funding an inferisiand shipping
rate rationalization and dereguiation study. Resulls of this research ore expected to provide
polcy guidance 1o the GOP and USAID on economicaly desirable policy chonges.

As a pilot country for PRE’s institutional Reform in the iInformal Sector (RIS) project. the
Mission ks utiizing an RIS buy-in® to deregulate the Tunent “jeepney” franchising system. In order
1o open up the market for operators ond to provide a kxger and more efficient system for thelr
passengers,

Through the ongoing Rurdd infrastruc ture Fund Project and other pionned projects. USAD
will directly support the construction of maj + arterial highways, ports, aliport up-groding
(including Instaliation of U.S.-sourced ar navigatunal aids), as well os other selected
infrastructure which i criticol 1o opening specific markets, e.qg.. o fishport In General Sontos Ciy.

2. Enengy ond Power

The Phiippines is facing on energy ciisls in its drive to accelerate economic
development. The principle concem & the adequacy of powers 10 support economic growth,
particulaty the Industial secior goals. The decision not to operate the 620 MW Batoan Nuciecar
Power Piant, the ropid economic recovery since 1986, ihe imited addifional installed power
generating capocity in 1987 and 1988, and deterioration of existing plants, hove put tremendous
shdins on power generating capacity. Iniate 1989, power generating capacity in the Luzon
Province aone was less than 60 percent of installed capaocity di e 1o breakdowns of ecuipment
and added damage by typhoons Saling and Tasing. Power interruptions and tood-shedding In
1989 caused ndushid losses of P27 billion (51.25 bifion). occording 1O a stucy by Business World
Research. At the same time, there b a continued shortage of power generating capacity of
about 500 MW to meet demand. If GNP s to grow ot the projected annud rate of 6 S per cent,
massive capital nwestment in the range of 51 billon per yeor m new po wer plonds, rehabiditotion
of existing plants. and rzlgted inTastruchre will be requked.



The GOP has undertaken measures o improve energy efficiency and self-refance,
nciuding policy reforms, energy conservation, fuel diversification, developrment of Indigenous
energy resources. and implementing changes In the energy prcing structure to reflect long-term
marginal costs. In terms of copital invesiment, the GOP's $6.4 tllon 1988-1992 energy program
olots amost 80 percent of told energy sector Invesiments to power development. The private
sector & expected to shoukier 24 percent of the lotal energy investments to meet pians, via the
implementation of Executive Order No. 215 which diows private sector ownership and operafion
of power plonts ond cogeneralion unils.

Pians by the Nationdl Power Comporation (NPC) call for o minimurm increase of exdsiing
rstaled capacity by almost two-thrds by 1997 (from 5,792 MW {0 9,594 MW). However, even
with this minimum increase in generating capactly, pecak demand is expecied to double during
the same pericd, and the reserve margin will decreass from 57 percent 1o 31 percent. Thas, the
power sector Is expecied o be g crifical constraint 1o ihe Philippines” efforts to ochieve
sustainable devalopment. Substantial private sector capltal investment and dJonor support wilt
be required for the Philippines to meet minimum power sector goals.

In conjunction with a power supply pregram the GOP attaches subsiantial importance to
energy conservation ond moanagement of energy consumption through pricing policies.
reguiations reducing energy consumption and enhancing etficiency. promofion, training and
dissermnination of energy conserving measures and iechnologies, and support for renewable
enegy use and expansion. Under the Office of Energy Affalrs’ (OEA) Industry energy efiiciency
program, the efficlency of iIndusties consuming more energy than one milion Rers of fuel oll
equivaient are being monitored regutary . and the larger ndustdes of the country are being
required to impiement energy conservation programs and efficiency targets. Other € rergy
conservaticn measures and pilot projects being undertaken by OEA with support from USAID, the
Federd Repubilic of Gemrmany. the World Bank. Australia. UNDP/UNIDO and others. in cooperation
with: the commeiclial and industial sectors, have shown a substantict potential for inproving
enegy use efficiency. The GOP plans to continue and expand such efforts.

The mgior donors for power development in the Phiippines are the Asion Developmeit
Bank (ADB), the Workd Bank and the Eximbank of Japan. The ADS Fifteenth Power Sector Project
(1990-1993) will provide a $140 milion loan to NPC for geothemat developrment, intertskond
electrical cornectiors, operations and maintenance improvement. and 15 small and 150 KW
t0 500 KW cliesei power supply stations. During the pedod 1990-1994. the World 8ank and the
Eximbank of Jepan wii provide $390 midlion ond $250 miion. respecttvely. under an Enesgy Sector
Loan Progrom. This program will finance power plent construct-on and rehctditation (5350
million}. gew . 2mnal Geveloument ($150 mifon). of and coclimporn support costs (S100 miken).
and program and budgeting sapcort costs for varous PHliE pine cgenciet invoived n the energy
sactor 'S4 mikon
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The GOP s also receiving a number of expressions of interest from the prvate sector for
private power development (fossi fuel, geothermmal and hydro) as a result of Executive Order
215. identified projects curently iInclude a $45.5 millon private sector buld-operate-ransfer ,
(BOT 200 MW gas turbine private sector power project in which the ADB ks providing $11.1 millon
in debt ond equity financing. and a 300 MW coadl power BOT project in which private sector
proposals will be recelved by NPC on February 27. 1990,

LSAD Role

USAID has been providing limited technical assistance and training In energy planning
and private power development and is supporting energy conservation and the narat
elechification subsector fhrough two ongoing projects fotoling $45.6 millon. One project, the
Rural Bechtification Project (540 milion). provides assistance to improve the management.
energy efficiency and financloi viability of the nural cooperative electical distriution systemn of
the Philippines. Technical and non-technical losses averaging 20-25 percent are proposad o be
reduced to 15 percent or beiow with technical assistance training and commodities for
mproved operations. The other project, an energy conservation project (54.6 millon -
Technology Transfer for Energy Manogement), provides assistance to the public and private
sector In training. and promotion of energy efficiency through piiot investiment loans for priivate
sector opplication of energy efficient technologles.

The Mission’s ongoing energy programs support A LD.’s objectives of opening markets for
the piivate sector thyough privatzation, increased iocal and forelgn raode and investment and
development of basic and crifical infrastructure in support of the GCFP' s development plans.
Over the planning peticd. the Misson proposed to expand its support to the Fhiippines for the
energy power sector to respond 1o the ciitical need of the COP tc meet its economic
development goals. This support will nclude technical assistance for energy sector pianning.
resounce gssessments, feasibifty studies, and analyses and designs of power projects. Energy
sector pianning asistance will be ordented to power systern planning. Invesiment planning.
development of a funcliond private power development fromework. establishment of
environmental guldelines for power development, and instthuiional development and fraining.

Captial assistance wil also be provided to expand the Misson’s ongoing program in
support of private sector enelgy conservation and cogeneration development. and to meet
some of the foreign exchange costs of the massive GOP power sector iInvestiment requirernents.
CapRal financing for power projects would inClude commodities or other capital costs for MPC
projects and/or possible support for private sector power BOT and tumkey project proposals.
Findily, ernergy would be a key sector for inclusion in the mixed credit focEty under development
by Washington and USalD



The proposed Increased technicd ond financial support for the energy/power secior s
consistent with ALD. policy stressing the Importance of energy as an essential ingredient fos
growth, ncreased ogricultural output, Industrial productivity and sociol wel-being of the
populace. The proposed support will focus on Improved energy efficiency. national energy
planning, Invesiment in end-use efficlency. and support for development of iIndigenous and
renewable energy resources such as hydro and geothermal development. Technical assisiance
to aduress energy program environmental concems, parficularty those reiated to coal and hydro
development, will Sise be o priclty. ALD.s comparciive advantoge in piovkng technicol
assstance for envionmentally scund energy planning and development. and support for US
frade and invesiment and commaodities, wil compiement mojor infrastruchure finonced by other
donors, and will enhance the proespects for the fransfer of US. technology and equipment.

3. Telecommunications®

A recent assessment for USAID confimned that the kack of telecommunicofions s a
particularly severe problem for business development. The Phllippines k one of the most
underserved countries In Asia, especially In areas outside of the the Nationa Caplial Region.,
where there ks only one tefephone per every 100 inhabitants. Telecommunications senvices are
provided by a mix of private camiers (98 percent) and public camiers (2 percent). One compaony.
the Phiippine Long Distonce Telephone Company (PLDT), provides 90 percent of ol services.
Although PLDT ks implementing a magjor exppansion progrom, there wit continue 1o be sedous -
defects and deficiencles in Phiippine telecommuncations senvices. The GOP. untl recently,
focused on meeting this deicit through a public sector-led approach. However, newly
arficulated GOP poiicies. supported by recentty enacted legisiation, encowurage private sector
participation and Increased competition. Specifically, the Deporiment of Transportation and
Communications (DOTC) now ercdorses the use of Official Development Assistance to help
private telecommunications fims axpand and upgrade systerr . it & also promcting compedttion
by requiring PLDT to interconnect with other companles. by adiusting revenue-sharing of the
companies which are interconnected with PLDT to Increase ther share of revenues, and by
awarding franchises of ntemctional "gateways’ fo companias ofhver than PLDIT.

Although other biatera donors have been octive In the sector for many years,
opportunities exist for U.S. suppliers 1o parficipate in the provision of telecommunications
equipment through blended credit programs. In 1991 FLDT will implement a $645 millon X-5C
program which wil adg 355,000 ines by 1953 followed by on X-6 program which will add onother
500,000 #nes by 1995

¢ This section is based princioally on a digft report on the Phifppine telecommunicshons
sector prepared by Fred Beganskh, AIC/W telecommuniCanons enginee:.



Concomitantty, the GOP k in the process of impiementing a Nattonal Telephone Program
financed by other donors, to serve 85 inadequately served cities and towns where there s an
expressed unmet demand greater than 300 nes, and b embarking on 0 Municipal Telephone
Program o establish public caling offices (PCOs) in 1100 municipditfies unservedt by telephones.
The latter program, which s supported by the Municipal Telephone Act of 1989, will give private
camlers franchised in the region the Aght of first refusal 1o establish these PCOs In each
municipality. Official Development Assistance may be channeled o private companies fo
finance ihe establshnent of these PCOs. Th's progrom s estimated to cost $150 mion in its inttikal
phase and up to $400 miflon fo compiete by 1995,

These programs offer significant opportunities for U.S. business to provide equipment
provided that funds can be channelled to the private carlers on the same terms ihot funds are
made avaiable by other donors. Tetfecommunications coukd be one of the seckors covered by
the proposed mixed crediis faclity. USAID considers this sector a prdme candidate for inchusion in

MA] funding. with resulting opportunities for U.S. business.

C. Agicuthure, Agribusiness, ond Nahead Resowrces Sirateqy”

Agriculture, fishenes and forestry constitute about 25 percent of the Philippines’ gross
domestic product. In 1970, the sector produced amost 29 percent of GDP. By 1982, #is shawe
had fallen 1o about 26 percent. However, the economic criss of the mid-30's coused the
sactors GDP share to rise 10 amost 30 percent. Of the 190 billon pesos of gross value added by
the sector In 1988. crops were the dominant subsector at 56 percent, followed by fisherdes at 20
percent. poultry ot 10 percent, and Bvestock and forestry ot 7 percent each.

Repedatedly. analysks has shown that inappropriate fiscal. trode and monetary policies.
Inadequate supporiing mitasiruchure, excessive govemment interference i the markeiploce,
ond uncontrolled population growth continue to be the most serous conshaints facing this
sector. These factors have hterfered with open maket operations and confributed fo poor
naturd resource management. Agrcuttural exportfs have been parficulkarty disadvantaged by
the over vaiuation of the peso. The tariff struchure on imported inputs hinders high vakuse crop
production and processing. timely distrbution of Inputs and outputs. and proper kand
managerment.

* Dames & Mocre Intematic nal/Louis Berger intemcticnal e Jinstitute for Development
Anirropotogy: Sustanable Natral Resources Assessinent - Phiippines. September 1985

Chemonics. Inc.: Agicutture ond Hahaal Resowrces Stategy - Fhifippines. March 1990,



Past economic policies have concenfrated Infrastructure n uiban areas, resulting I
imited lond transport systems and access 10 seaports outside the NCR. Inadequate road ond
port maintenance phus GOP policies which discouroge open markets have pushed
fransportation’s share of marketing costs to the highest in Asla. Open market policies and
hﬁmhwuemmnwdwemmmumumommm
econormic growth and enhance nationdl food securtly.

1. Agicihee
About 3.4 millon fams cullivate about 9.7 milion ha. of land. A rapidly expanding
population has put shong pressure on the land. Between 1961 and 1980, about 1.0 millon ha. of
additional lond came info cultivation, but about 1.2 millon addifional famrms began operating.
causing the average fam size to foll from 3.5¢ ha. to 286 ha.

Rice, com and coconut occupy 39 percent. 20 percent and 29 percent, respeciively of
the farm lond and account for about 53 percent of the totol value of crop produciion. Rice
production grew at an average rate of about 5.12 percent per annum during 1969-79. By the
late 1970s, the counfry had evolved tc become a net rice exporter. However, the counfry
reverted to a net import position by the mid-1980s as the genera economy decined and the
effects of pro-urbon anti-agricutturd policles emerged.

The annuat growth rate In rice production fell to 2.21 percent during 1980-88.
Consumption grew at 2.7 percent per annum, closely following the population growth rate.
During the last decade, the low growth rate has been due o a sight decline In harvested
ocreage and a moderate increase in ylekd. During 1980-87. the harvested rice acreage
declned at an averoge rate of 0.46 percent, while production per ha. increased by 2.6 percent.
Ao, famgate prices have been affected by a GOP parastatal which acts as the monopoly
dedler for Imporied rce and has consistentty depressed wholesole prices. The country curently
mpords about 200.006 MT of fice annuolly. The experience over the last decade suggests that,
over the next five years, cosumpiion will more offen than not exceed production; but as
percentage of total domestic production (approxdmately 6 millon MT). Imports (3-6 percent) wil
be relatively smal.

Com prociusion grew at an annual rate of 5.34 percent cuing 1969-79, ond at an annual
rate of 4.88 percent dhaing 1980-88. About two-thids of the ~om supply s for animal feed
thogs/pouttry). During 1969-88, com feed diization grew ot an averoge annual raote of 8.07
percent, whie com ulilzation for food grew at only 1.02 percent. During the kast dJecade. com
productivity has mcreased much fastet than rice. During the last decade. com producitvity has
ncreased much faster than rice. During 1980-87, com acreage increased at an average annual
rate of 1.86 percent, while production per ha. increased at ©.75 percent. Arnual com imports
have tallen fiom a steady rate of about 350.000 thousand MTs In the earty 19805 1o a Rghly
variabie rate of about 60,000 MTs in recent yedrs. Although ~om produsticn growth has been
strong, even hicner yields cre needad to support the growing fvestack industry



2 Nahsol Resowrces

Rsheries production has grown steadly from 1.7 millon MTs in 1980 1o 2.2 millon MTs In
1987 with an estimated valued added of 37 bilion pesos. Fish products have become an
important export commodity, with sales growing from $138 millon in 1980 to $407 millon In 1988,
About 50 percent of the 1788 export sales were for shemps and prawns. However, export growth
has been very enatic. in 1986. export sates fel to only 520 milon. Prawn production has grown
so fast throughout Southeast Asian during the past decade that prices are depressed and wil
confinue to be weak for the next 3-5 years.

Annual log production has decined from 6.3 o 4.1 millon cubic meters during 1980-87.
During the same period, annual umber/plywood production remained relatively skeady at about
1.2 and 0.5 million cubic metess. respectively. whie venesr production plummeted from 660,000
to 73,000 cubic meters. and pulpwood production increased from 390.000 to 618.000 cubic
meters. Wood. cork and pulp engorts declined from 5292 milion in 1980 to $190 millon In 1988.
During 1980-88, the gross valued added approximately hipled In crops, ivestock and fisherles.
The forestry subsector has grown less ropidly than the total sector because of generally
depressed intfemationa prices and a rapidly declining forest base.

3. Agribusiness

The crops, livestock, fisheries and forestry subsectors genesate a major demand for
purchased production inputs and create a large market for product processing and markeling
services. The sector produced 190 biflon pesos of gross value added in 1988, 1o which
agro-industries added | 14 billlon pesas in gross value of manufachuing services. The food ard
feed processng subsector purchases about 90 percent of all polay. com, sugarcane and
coconut production. and selts about 60 percent of its production to househoids. Other crops sell
about 20 percent of the¥r production to the food/feed processing subsector. and about 60
percent direcity fo households.

The Ivestock (panicukarly swine an poutity) subsector sell about 60 percent of thelr
products to the focd/feed processing subsecior. and about 22 percent to househoids. Rshedes
seft about 1£ percent of their production to the focd/feed processing subsector. ond 75 percent
directly 10 househoids. The food-feed processing subsector has great poteniial to stimulate the
productivity and vaiue added of agriculture, fishery and forest production through s economic
inkages with the general secondary /fertiary sutsectorns of the rest of the ecanomy. According o
a 20-sector aggregation of the Phiippines input-Output Table, every peso of cutput by the
food/feed processing subsector produces 3.78 pesos of output throughout the rest of the
economy.

Sector Constaints
1. Agicuitural Price and Marker Contrdls
Price ond markat ¢ onhichs are o muiar cause Uf eConomic Jitorticns in e sectorn, it hum,
leading to domestic produciion sherifalls, mcreased imports o7 food and ‘eed groins, Jecressed
pravaie sectorinvesment ard g wegker 1003 secunh poston. Tha Aquine dminisiration
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2. Large and nefficient Pargstatal Agribusiness Complex

“Widespread GOP invoivernent in Agrdbusiness has substantiolly reduced compeliion and
efficlency In the indushial. service ond frode components of the agribusiness sector, thus
consiraining opern markets. The inefficient and ineffective operation of these parastatals has
become a heavy drain on public finonces. The diversion of krge fixed and working captial
nvestiments into unprofitable public enterprises distorts the capitd market and further aggravatas
the budget deficit. Private sector confidence in the economy and interast In investing in
ogribusinesses will continue 1o be undermined untl the public sector ceases belng a major
compelitor, and in mony cases of ntemational frode, a monopolst.

3. Excesdve Govemnment Centrgization

Ceniralizgtion during the Marcos years resulted in excessive political and financiol cordral
over local government units and banidng.  Eimination of speciolized govemment banks,
targeted credit programs, and restrictions on brench banldng are essential for private secior
banks to operate in market centers. profitably service credtt requirements. and moblkze locadl
savings for local reinvesiment.

4. nappreprate Nohsal Resource Manogement Policies

Natural resources have been managed on g depietion rather than a renewable basis.
This thas seriously ercded the sector’s confribution to economic growth and negatively impacts
the environment. Rampant timber overcutting folowed by siash and bum shifting and settled
agicuthure is fast ronsforming the upionds into unproductive areas devold of the mmense
diversity they once possessed. Non-sustainable consumption of the mangroves and coral reefs i
further diminishing species diversity and ecologicat stabiiity in coastal zones.

5. meffective Techagiogy, Generation gnd Tionsfer System

An extensive public technology development and transtes system developed over the
last 30 years Is becoming increasingty Ineffecttve. in addition 1o funding consiraints, the system
suffers from a lock of accounicbilty for the economic utiity of its output. and unarticukated
demand for new technology by the private sectes.

BAD Goal and Strategy

The Mission gedl is to accelerate privaie sector-ied ecoromic growth In agricutthue and
Improve national food security thyouch iIncreased refiance >N open market mechonisms.
financia and natural resowrces susta'nabliity . and agnousiness develce nent  The cross-cutting
themes ‘cr the sector will be {0 enhance priverte and public sector efficiency. to inCrecse
pitvatizcticn and cemparative advantage, ond ie foster dacerraizaticr. The poficy ctiectves
or the sactor are in the creas of (1) open markats, (2) sustginabt, ard (3) ogribusiness.



1.  Open Makets

(0) Biminate remaining controls on domestic markets ond prces for agricuthaal
Inputs and outputs (e.g.. rice and wood) to stimulate private sector Invesiment and compedttion
in response to supply and demand.

®) Divest agribusiness parastalals such as the Food Terminal Complex, the Paper
Industries Corporation of the Phiippines and the Phiippine Phosphate Corporation to rellove
budget pressure on the GOP and efiminate wasiefut govermsment competition with the private
sector.

(©) Reduce tanff and non-tarff restrictions on the export and Import of agsicutiwe
and agriculture related commodities and equipment to stimulate sector growth according to the
country’s comparative advantoge.

2.  Sustanability

(o) Through greater refiance on open mdarkets, INcrease kand terure rights and
coflection of econemic rents, and ensure that renewable natural resources are ploced under
sustainabie management regime.

{b) Reduce the recurrent cost deficit for pubidc sector development inltiatives and
nfriastruchae maintenance by increasing resource moblization such as proceeds from fax
enforcement and divestiture of parastatals ond improved govemmenial operating afficlency.

(©) Devolve authosity ond responsibiiity o local govemments 1o coliect and expend
taxes, set and pursue local deveiopment pricrities ond manoage naturd resources In thelr domain.

3. Agibusiness

{a) Strengiten the ablity of commodity and business associations ond other pavate
sector entities 10 advocate policy reform ond set investment priordties In research, Infrastructure
development, ond finance.

by Estabhksh linkages between prvate sector entities in the U.S. and the Philippines
for purposes of market development, technology development and transfer. joint ventures and
polcy analyss.

(c) Reduce baniers 1o pdvate sector eniry and exdt to Increase overal competttion in
key subsectors such as ferfiizer, paper products. stevedoring and amasire services, frarnsport and
communicahicns.

USAID Role

To achieve these policy cbijectives and address specific sector constraints, the Mission B
designing three maior secter program Interventions. (The more general macro constraints to the
sector of nappropriate fiscal, rode ond monetary policies. lack of infrastructure, and popukation
pressure will be addressed by economy -wide projects and programs).

1.  Locd Develcpment Assistarce frogam (LDAP)

This propesed $50 milion nitigiive will suppert GOP peficy reforr in naticnwide
deceniraization by providing pregrm sopoat sral sunport Zrans pecy mchysts monitedng.
evuluaticn ond audting s2rvices he esmnce of decennalizatiop T e Friippere contedt s 10
nerease ety andg resoansiudlit, disorettinsry rescurces ond cooadily Jfzal gresraent

anids ty coosierate economis ard ookl e prrant



This important open society initiative will enable locdl citizens to have a greater voice in local
development issues, leading to improvements In basc service delivery, and financial and
environmental sustainatility of infrastructure and other investments. USAID's work with NGO's wil
complement this strengthened popular voice.

2.  Natural Resources Management Program (INRMP)

Given the substantial donor resources aiready targeted for fisherles, coastal rescurce
management, and industrial free production in the plains and low hl areas. the Mission program
Inltiative in natural resources wili be focused on improved fropical forest management In the
uplands and will buiid upon experience gained in A LD.’s earller projects in watershed
monagement. The purpose of this proposed five-year, $125 miion program ks 1o: I) Increase
economic efficiency In the forest products and wood processing incusiries: and I) promote both
economically and ecologicaly sustainable natural resource management with special attenfion
to fropical rain forests and blodivessity. The components of NRMP inciude performemnce based
disburserments for the implementation of specified policy reforms. on NGO debi-for-development
swap, technical cssistance for policy implementation, research, monitoring. evaluation and oradit
services. Potentical poicy reforms to be pursued under NRMP inciude the collection of ful
economiC rents for public forest resowrce use, deregulation of the sector’'s iIndushial and
processing component to increase compelition and efficiency. remova of torff and non-icstft
restictions 1o the Import of raw ond semi-processed wood. divestiiuse of the parastatal which
dominates the paper cnd newsprint subsector, and increased GOP funding of NGOs to work with
forest commumnities and the informal sector on asstainable forestry monogement. in anticipation
of this new program, start, the Mission has funded a study o modify the national income
accounts for forestry deplation to quontily the negative economic mpact of past sector policies:
ihis may be subsequentty be expanded to incorporate other nahural resource categodes.

3. Agibusiness Sec*or Assistance Infiative

Based on the findings of this strategy, USAID wit be examining g program o expand
privata-sector aogribusiness Investment and market-led ogricuiture sector growih. Teniatively, the
first component will support agribusiress type R&D proposals; cooperation among locd indusity,
research, financial anc. govem nental entities to im—vove market-agoprocessing-tragerfamgate
inkages: and selected Philippine-U.S. joint agribusiness ventures In planning. designing and
secuing financing. The second component will ink performance-based disbursements to aitical
agibusiness policy refoms and be supported by technical assistance to strengthen the private
sector's abifity to comy out policy anohysis and advocacy., build the GOP's overclt capoacily for
market besed sectoral mancgement, and monitor progress in implementing agreed upon pokCy
reforms. Fotenlial reformns inciude the elimingtior of parastatats ond cortek. ot and non-tettf
frade resiticticns. markat and price conhoi. Input-output subsdies and conshaints to loco
resource mobication. an 1 proteching inte ectud propery rights



the demographic assessment presents estimates of fertfity. mortality. population and
morbldity for the 19905, The principal firdlngs are:

a.  ihspite of fluchuations (32.1 for 1983, 45.3 for 1966. 36.2 for 1988) in the overcll
confraceplive prevdence rate (CPR). the total fertiity rate (JFR) confinues jo decline from 592 In
1970 t0 4.96 in 1980 to an estimated 3.73 for 1990.*" Four possible explanations for this
Inconsistency between CPR ond TFR rencls are:

- thare has been a steady increcse LP 10 1986 (120 1IN 1978 15 18.0In 1983 to
20.4In 1984, fittle increase 1985-83) In the prevalence of modem conroceptive methods, but
ite increase since then 20.6in 1688).

- these has been a decine of age specific fertility rates among younger
women.

- aiter declining from 1975-80, the average age of mamiage Is ogain dsing
(24.0 fc: 1988).

- there s an Increasing frend in fetal death rates (as high ©s 10-14 percent of
all pregnancies In recent years), which may well be inked to the karge unmet nead for familly
planning.

b. Small changes in life expectancy at bih were experienced in 197584, but
considering improvements in health inputs after 1985, life expectancy k expected to improve
from 64.5 yeass in 1991 to 66.9 years by 2000,

c. The 1980 population of 48 mifion ncreased o an esiimated populatton of 62
mition in 1990, and Is expecied to increase further by 12-13 mion to 74-75 miion by 2000.°

d. The Philippines s moving sowly towards demographic ransition with gradual
changes In age composition expectec over the next decade. From 1990 to 2000 the median
age wil increcsa from 19.9 to 22.4 years: the proportion of popuafion (-14 years Wil decline from
39.2 percent to 33.56 percent; the proporticn of population 15-64 years will Increase from 57.3
percent 10 62.6 percent: the preportion of popuiahon over 65 years will Increase from 3.5 percent
to 3.8 percent: but the actual number of chitdren (- 14 years will ncrease by 989,000 mion
(moderate fertllity decine assumoficn;.

e, in 1283 37 8 percent of the populaticon resided in wrbon centers compeaa!
0 37 I percentin 1930
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f.  Under al seven assumptions used for frends in morbidity rates rom 1990 1o
2000 (see UPPI study, page 9 for description of assumptions), the morbkily pattem for reported
dseases wil change sightly, and the ranking of iIncidence for ten leading couses of disease wil
remain stable. The ronge of expected proportion of sick population by type of disease for 1990
and 2000 under the seven assumptions Is (see UPPI, page 29);

Type of 1 of Sick Proportion of Sick
Disease Popuigtion, 1990 Popuiation, 2000
nfectious BO% - 54% 92.4% - 4.5%
Degenerctive 4.6% - 50% 55% - 76%

g. The distribution of projected morbidity by age shifts somewhat from young
to the old, with the young still comprising the bulk of cases. For exampile. under the most
optimistic of seven morbidity rate assumptions (moderate fertitty decline, for oge siracture; rapid
decline in infectious diseases and moderate Increase in degenerative diseases), the following
changes In proportion of morbidity by age group are expected:

Age Broportion of Prolected Morbiciy
Group 1990 2000
0-4 27.8% 24.6%
5-14 33.6% N
1529 145% 14.7%
30-39 7.6% 8.1%
40-59 ?.8% 12.1%
80 + 6.6% 8.4%

h. In spite of continued reduction In the rate of increase in population, and
under the most optimistic morbiditty rate assumption, ihe projected morbicity for reporfed
diseases deciines by 9 percent from 1990 to 2000. Given that degeneraitve diseases, which are
more difficult to prevent ond much more coslly to freat, are Increasing as a proportion of the sick

population by between 0.8 percent ond 2.9 percent. while reported morbidity decines by a
madmom of 9.0 percent, the financial de - ands on the health sector wil continue 10 Increase.

mpications

The demographic transtion has begun to dter age composition and maosbidity pattermns.
bt these changes are occuring somewhat more slowly here than in other East Asian countries.
The trends ioward aging. waning of infectious diseases and ascendonce of degenerative
diseases wil have profound mplcations for pubiic policies over the nert hwo decades. During
the period of this Shategy Statement. the Impfications will be less proncunced.

* it shcitd be roted that e Phiippines has rot had g census snce 1920, ana the 1690
Census results will not te avaiathk: unti 1961,92. Therefcre the Shategy Sigtemen! must
use 1980 base populaton data updated with avcioble (1081, i¢86 ond 158 survey
estimates. 1990 Census resulls e needed o vaidotion of corulation size ond
ntarcoansat popuiation arowh We cre f3ity confident abeat thae 807 mi%on pepulation
estimares for 1E byt lets o frent oboot tre yaor 000 estirmres of TITS on We
belove trnere ¥ yunes will T2 tha rirf oo, ond 3 migre reGishic yeor S0 oo aien fange
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This point. USAID must focus on ensuring continuity and momenium of the transttion processes
while we lay the foundation for financial viability i successful, the growth In demand for public
funds for the hedlth sector could theoreticaily piateau by the year 2000.

Throughout this transitional period, continued attention to both fertilty decine and child
sunvivd is essential to make USAID’S heaith care financing sirategy work. I ferifiity does not
continue fo decline, the projected morbidity wil drasticolly Increase. if ferifity declines
moderately 10 THR of 2.8.1 by 2000. and morbidify rates for nfactious and deganeraiive diseases
rernain unchanged (1986 rates). the projected morbicily will Increase by 13 pescent from 1990 fo
2000. [ fertility declines rapidly, with the 1986 morbidity rates unchanged. the projected
morbicity will InCrease by 8.5 percent from 1990 to 2000. It morbidity rates remain constant. rapld
ferlitty decline will result in on Increase In marbidity 4.5 percentage points smaller between 1990
and 2000 than under moderate fertliity decline.

Without child survivad Interventicns, infectious disease morbidity rates are expected o
undergo a moderate decine. With child survival and other preventive health interventions. a
rapid dectine in infectious disease morbidity rates should be possible. For example. with
moderate fenility deciine. moderate decline in infectious disease morbidity rates, and moderate
Increase In degeneralive disease maorbidity rates, the projected morbidity for reported dsoases
ncreases 3.4 percent from 1990 to 2000. But, with moderate fertiity decline, rapid decine in
Infectious disease morbidity and modeate increase in degenerative disease morbidity, the
projected morbidity for reported diseases declines 9.0 percent from 1990 fo 2000. Thas, the move
from moderate to rapid reduction in Infectious disease morbidity rates changes the 1990 to 2000
annual ncidence of reported diseases from phss 3.4 percent (moderate decine assumpiion) fo
minus 9.0 percent (fapid declinre assumption).

The overall USAID strategy for heatth and population will be to program in Bne with these
ends. That ks, continue 10: (a) lower the unmet need for famiy planning by Increcsing the
prevalence of modem contraceptive methods to lower the TFR: (b) focus on chid survival
interveniions as the most cost-effective way to proauce a rapid decline In infectious diseases; (C)
pursue our heclth cate financing strategy 10 improve sustainabiity of child survival prograrms: shift
costs of prevention/treaiment for all diseases, but carficukaty degenerattve diseases, 1o the
private sector; and mprove the cost effectiveness and preventive mpact of Medicare.

The heglth sector strgtegy for the Shategy Statement period emphosizes sustainabilly and
efficient debvery of healin senvices throughout the 1990s: improving efficiency of services through
targeting, decenbkcization, ond public/private sector parnesshps. Apprepdate hedth care
financing & key to sustainaliity



The major USAID health project of the 1980s, Primary Hedalth Care Anancing (PHCF). wil
tarminote in 1990. This project, focused on the public sector, confibuted sgrificantly to
Insiitutionatizing the Department of Hedlth's soclal marketing and communication capactlty, its
field epidemioiogy fmining capacity, a disease coniral progeam that includes commerciotzafion
of ORS, and strengthened immunization program managemen? with an effective cokd chain.
Similaty, owr 2 year program of support 1o AIDS prevention and control s aimed at the some
capacity building.

To complete our strategy in ihe 19905, we are in rapid fransition to projects and programs
which coniribule more fully o decentralization, private sector invotverment and GOP policy
changes consistent with the sirategy of efficient, sustainatcie health services. Active policy
discussions with DOH have resulted in a shift of cur mode of assistance in heatth from prcject fo
pefformance-based program support, expressly 10 decentralze budget resources directly to the
provinces and carefully target geogrophicaly or funchionaly undersarved creas ot high e The
new Child Survival Program Support (CSFP3S) will lower Infectious disease morbidity: it wilt further
help sustain tha chid survival gains made through PHCF; it wil ensure decenhralzation of resource
planning. allocation and utilzation: and it has created the leveroge needed for policy and
operationa dectdons which support private sector participation ond innovattve health care
financing inltiatives for the 1990s. It s envisioned that this mode of support will best serve our
objactives throughout the 1990s. Annual progress reviews will modify methodology. as necessary,
to maximize mpact and sustoinabliity.

Hedlth Sector Anance and Popuiation strategies for USAID are described more fully In the
next sections.

2  Hedith Sector Finonce Sirategy*

In the past fwenty years. red health spending has iIncreased substantially faster than real
GDP. Much of this growth has been due 1o the increased demand for sefvices. the exparsion of
health care delivery systems. ond the Increasing sophistication of modem medicine.
Demogrophic changes in the Phiippines. combined with new technological developments, and
Increased demand for services will pose significont addiionat finc:cing burdens on both public
and private delivery systems.

The Philiopine heatth system has been relatively successful in providing occess to health
senvices 1o the general poputaticn. Both the government and private purchasers. however. have
begun to questicn the cost and effectiveness of the sarvices they are purchasng Efficlency and
efachveness issues have moved to the foretront of the polcy cebate n both the privale ond
public secior.

. USATPhinpires Bagith lernrfrarce $hategy. Dogeien 180



USAID has adopted the following hedlth finance sirategy:

1. Godl-to expand altemnatives to govemwnent hedlth services so that the GOP ks able
o allocate #is resccarces 1o the poor most in need and to necessary pubic health activities.

2. Pumpose - fo confinue the diversification of health care delivery and hedalth care
finance focused on the equitable and cost-eificient dstribution of national heatth resources.

Al present, USAID has two mgjor heatih finance inltiatives underway: one In child sunvival
with: an emphasis on insuring sustainabity of preventive sesvices to the GOP’s most dificult to
reach pooukation groups: and the other with the Phidppine Medica Care Commission (PMCC) to
Improve efficiency of hegith resouwrce allocation for the sakared population.

The puipose of the financid sustainabiiity component of USAID’s Chikt Survival Progrom i
1o 1) develop o DOH health care financing sirategy. 2) develop a DOH cost containment and
cost recovery strategy. and 3) increase private sector service delivery aiftamatives.

The PMCC i financed from mandatory payroll deductions of employers and employees: i
ks estimated that membership of efigible workess and thek dependents now covers 37 percent of
the entire popuiation. Since its Inception, the PMCC has reirnbussed beneficiaries only for the
cost of hosplial-based senvices, etther In the public or the private sectors. The value of PMCC
payments has falien to around 15-30 percent of expenses Incured. and cialms processing is
seriously bacidogged even though there are sutficiont reserves.

Using the Technical Resowurces Project. USAID s providing technical assistance fo PMCC to:

1. develop and implement a comprehensive data system on sendce use and the cosls
of providing these services:

2. develop polcy options and recommendations for controling costs, improving
benefits, adding preventive core and exponding enrolment.

Recommendations from the PMCC and DOH for health care financing will be developed
nto a FY 1991 biiateral project which is expected to inchude:

1. demonstration projects for infroducing outpatient services, Including child survival,
formily planning. and other preveniive heatth activities. as covered Medicare benefits:

2. demonsiration hedith senice delvery piojects with the prdvate sector, especiclly those
buitt on risk sharing with insurance companies and HMOs:

3.  assisiing the DOH to develop the legot and reguiatorny basis for HMOs ond promote
the development of other prepald health beneft pockages:

4.  assisting the DOH to explore and implement privatzation cphions for specictty
hospitals and curative bealth defivery focilifies:

v
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5. Ofher public and piivate parinerships 10 expand the roles of private health providers.
USAID will bulkd beyond this inltial involvernent in beatth care financing as our work
uncovers additional opportunifies.

3. Population Sector Strategy

The estimated 1990 popukation of 62 milion ks estimated 1o be Increasing at the rate of
cbout 2.4 percent per year: about 1.48 millon people are curenily added 1o the country each
yoeox. Assuming continued modesgte decine in fortiity and mortally, the population wit increase
by at least 13.2 million to 75.2 mlllon totd before the fum of the century.

The growth rate has serdous mplcations for economic gains that can be moade uncler any
development sirategy. To stay even with popukition growth, food production must increase 40
perceat by the yecx 2000; schooks must absorb 300,000 adcitional chidren each year: the
economy must create jobs for arcund 750,000 workers each year. | is lkely that the Phllppines
wi not have adequate human, physicadl, and financial captiat to create meoningful long-tem
gains in food, nutiition. employment, heatth, environmental quallity, and education unless the
popuation growth rate is reducec. Regardiess of any future success In reducing ferfility, this
challenge will remain senous unti at least the year 2020, because the next generation of mothers
and workers has aready been bom. Half of all Aipinos are under 20 years oid.

ALD. and UNFPA are the onfy major donors involved in thils sactor. The Workd Bank has
developed a 570 milon Hedth Development Project loan with the DOH, which funds the
empicyment of 2000 midwives. There are numerous private donors, such as the Intemational
Planneda Parenthood Federation. the Asla Foundation and the S.H. Cowell Foundation. that work
prncipaly with the Alipino private sector reciplents. in addition, several
AID/Washington-financed agencies are helping over 20 projects operated by private sector
oagencies, institutions or professional associations, with iraining. Information, education.
comrnunication and motivation (ECM). research, technical assistance and institutional
development. It ks expectec that this levet of activity wil expand over the next five years, iargely
through Mission use of AID/Washington ogreements.

in May 1987 the GOP Issued a Populction Policy Statement based on the 1986 Philippine
Conslitution. The policy statement Identifies program approoches that provide for the delivery of
heith, nutittion and family planning services to be ntegrated and heated as a vitdl component
of comprehendve matematl and chitd heatih. Couples are to be ghen complete information on
medically approved and legcily ccceptable fomily planning senvices 10 ensure Q sound basis for
their free. nformed choices.

n August 1988, the Depcriment of Heatth was designated as the: lead ogency for fomdy
plcnning senices. In July 1989, Presicdent Aguino gnrounced in her State of the Nation Address
that the promaetion of familv planring and respensble parenttood woukd e one cf throo
pricrbas criicai o futse succass



USAID Population Assistance ks guided by the three principies of ongoing polcy dialogue.
expanded use of the private sector to achieve development objectives, and decentralzxafion.
in 1989, USAID and the DOH coliaboraiively developed a $62.427 000 five year (1990-1994) Familly
Planning Assistance Project (FPAP) as a follow-on to the Population Pkanning B Project which
ended in December, 1988. Under FPAP, USAID will finance $40 MBon or 64 percent of the project
costs, with the DOH contibuting $22.427 milllon or 36 percent. The project’s purpose is fo
increase the avaiablity ond utiization of farnily planning services. The core aclivily of the
project s to enhance the ablity of the public ond private (commencial and non-proftf) sectors to
deliver family planning services. Four private sector avenues have been identified for support:
support to firrns to esiablish fomily plonning cinics on thelr premises. controceptive socia
marketing. support 1o faniy planning NGOs, ond a pilot effort on franchising familly planning and
hedith care. Other components are generally supportive of senvice delivery: sxpansion of
delivery: training; infomation, education, communication and moftivation: logistics:
conlmaceptive supples; and resecrch.

E PVO Program Assessment”

The Aquino Administration has been under heavy pressurs to rapidy increase
soclo-economic development throughout the Philppines. Budget and Instilutional constroints
have resufied in g Enited capacthy within the GOP to cary out daevelopment activities. The GOP
recognizes that private sector non-govemnment organtations. iIncluding business interests and
Private Voluntary Organizations. must play a central role In the execution ot many development
programs.

Further, principa figures in the Phillppine pitvale sector have becor @ increasingly ir'wolved
n the development process. They see the growth of the private sector and the growth of open
markets as tled to the country’s sockal and economic developmeni They are insplred to be
‘good comorate cittzens,” to give something back to the people of the Phillppines. These
*captains of hdusty* founded Phiippine Business for Sockal Progress (PRSP) In the 1970s. and now
such peopie as the Chaiman of San Miguel, the coordinator of the Economic Cluster at
Malacanang. the Centrdl Bank Govemor, the Secretary of Agrasian Reform and former PBSP siaff
member, Florencio Abad and others provide leadership to some of the most active and ialented
PVOs In Asia. Another representative of this group ks the head of the Romon Abolitz Foundation,
Inc. (RAFD. backed by multiple businesses held by Aboitz and Company and perhaps the most
effective PVO in the country. Thelr success has led the Abolttz budnesses to become directly
Involved In nationat development projects.

y Develcpment Asseoiates inc - Strategic Assessment. PG Co-Finangng Project
W-USAID; Phiippines. December 1969



Thase men and women, and many others ke them. are substanfially Involved In the
movement toward dikect private sector involvement in development aciivities supporiing the
growth of the private sector and an open Phiippine society. USAID has responded o this
“‘moverment” through the Private Volunitary Orgontzation Co-financing Program and the
Enteqorise in Community Development (ECD) Project.

The PVO Co-Fnancing strategy focuses on the strengthening of local Institutions: it
advocates policy didogue, attention 1o the potential of the private sector. and decentralzation
of responsiblity for development 10 the local level as a means of pursuing the AID shategy of
deveioping open markets, open socleties. PVOs ore encowuraged to complement the efforts of
jocd govermments 10 enable LGS to toke on more resporsibility vis-o-vis PVOs. 1o serve more
peopie, fo devetop thek resowrce base, and 1o magnify thelr social service and nahad resource
manogement programs.  The development of Interrediate institutions, cooperatives, and Musim
and other ethnic minordly PVOs s greatly exponding the impact of the progrom.

Since 1980 USAID through PVO Co-financing has made a fotal of 87 grants with a value of
about $23 mikon to 56 Philippine and intemational PVOs. These grants have generated $9 millon
In counterpart funds.

Beginning in 1988 USAID began to move foward funding of Intermediate ksitiution (I
grants, with 21 percent of PYO grant funds for s, which deveiop the ablity of communities to
Interface with govemment agencies and to define thelr own cpportunities and meet thelr own
neods.

By 1989 the I focus expanded to include programs supporting smal business promaotion
and PVO pariicipation in policy development (Six R grants signed In 1989 occounted for 41
percent, or $2.4 millon, of al grant funds obligated by USAID). Project CHILD. o
USAID/Development of the People’s Foundation funded § activity, achieved major changes In
the Administration of Heatth Care policies of the GOP’s Depariment of Health, The United
Nations Development Program (UNDP) k now funding Project CHLD activifles. based on the
successfu piot, nalionwide and in other third world countries

USAID expects to continue to InCrease support for | activities with capable PVOs. The
Mission ks now working with RAFI and Aboitiz and Company to develop an il octivity nvolved with
natural resources manogement, implementing environmental rehabiitaticn acihvities in support
of private sector development through parficipation by the piivate sector. if approved, this wil
be a first for the PVO and ECD programs and 1or USAID/Maonlia. Similar projects are being
considered with FRSP, OPF. Jame V. Ongpin Foundaticn, Negros Economic Development
Foundation (NECF). and Population Center Foundation (PCH).



In Augnsst 1989, a ULS. confract feam conducted o “Shategic Assessment” of the PYO
Co-Anancing Program.  The pdmary focus was on finding whether the program ks meeiing ftvee
major objectives: (a) 10 increase productivity. ralse incomes ond generate employment among
target beneficiaries: (b) to Increase the capacity of PYOs and cooperatives o pian, manage
and execute developrment activities: and, (c) to fuciitate the coordination of PVO ocfivities with
govemment organizations.

The team abso addressed other matters such as project design. project modifications,
atiainment of subproject purposes, types of subprojects with the greatest impact, ac” ve
participation of locol participants, cost-effectiveness. sustalinabiity and faclltation of inkages
beiween PVOs and benefickaies on the one hand and locad govemnment units and private
organtzations on the other.

The iindings and conclusions were generally very positve. On whelher the VO -rogram
overal s an effective delivery mode, the assessment team’s conclusion was an une salifled yes.

in early 1987 USAID/Manfia nitialed the ECD Project, a unique program working with
Phllippine and American businesses to support participatory community development ociivilles.
Through ECD, USAID encourages the nvolvement of private business in the country’s
development.

The major advantoge of this approach is bringing private companies’ managerial and
technioal expertise 1o bear quickly and permanently, through fransference o comminity
organizations and individuals, on questions of choice and govemance. This ks the idnd of
asskshance that a PVO or LGU would otherwise have to purchase. and benefit from ondy as long
as it couid pay for it. The financikal manogement transfer bult Into this project alone sitfies the
nvestiment in activities which open communities by promoting self-govemance.

USAID provides grant funding for up to fifty percent of total project costs while businesses.-
provide Inkind and cash confributions, for projects such as microenterprdse and
vocationd/technical educaiion, reforestation ond marine conservation, potable water,
sanitation, day core and health care systems. The three-year projects are developed., proposec
and implemented by the businesses in conjunction with the beneficiaries and coordinating
govemment agencies.

Through ECD. USAID has Inttiated 11 gront ogreements. seven in 1989 and one ths farin
1990, commiting $3.2 mifion in USAID funds and an addifional $3.2 miion In private sector
resouces. An odditional $3.3 millon in USAID furds wi be avdilable tor these acthvities in 1990.

The utiization of I's as a means of knplementing larger-scale efforts thiough the ECD
Project is pianned baginning in 1990. Three mgjor oreas identified as ootentiad # ‘markets’ for ECD
are microerteprse developmert vocahonal/techniccl trarsng and envionmenta
restoration/ corsarvation suppodtmg sece ol grewth and pclicy development.



The USAID's PVO/NGO program Al also be o key means of expanding democraiic
phudalsm nifiatives beyond the Asia Foundation judkcial reform effort info brooder areas.



V. MANAGEMENT ISSUES
A Assstonce Requirements

Although there have been improvements in the debt service situation. the Philippines’
foreign debt remains a heavy burden on the economy. The debt to GNP ratio s expected 1o
have dropped to 66 percent in 1989 from a high of 94 percent In 1986. The debt o export ratio k
diso expected to have decreased to 233 percent from 332 percent in 1985. Debt service In 1989
(without adjusting for debt conversons) equalled $3.6 billon, representing 29 percent of forelgn
exchonge eamings from exports of goods and services (82 percent of GNP).

The March 1990 report of the Coordinating Councl for the Philippine Assistance Program
(CCPAP) estimates ihat In 1990-92 Phiippine payments will averoge $4.4 billon per yeor. In
percentage terms, however, the debt service burden will improve. From 1990 to 1992, the
burden bk expected o fall from 33.2 nercent to 25.7 percent of exports and from 9.6 percent o
1.6 percent of GNP. Both the World Bank and the RMF consider the Phiippines a good performer
In monaging the debt burden (and the econormy ).

The assistonce requirements of the Philppines 1o meet extemnal needs remain icsge. The
Jonuary 1990 debt buyback arangement which involved $1.3 billon worth of debt and the
Febiuary 1990 Agreement for $700 mition in new commercial money will alleviate short terrn
needs but will not by themsetves avert future balance of payments problems.

Foreign exchange requirements, iIncluding funds for the build-up of intemational reserves o
thyee monihs’ worth of imports, average $2.4 biion a year for 1991 andd 1992, according to the
CCPAP report. The report aiso profects that a residuat finandng gap ot approxdmately $1.1 o
$1.2 bllon per year will continue ofter 1992 despite afowing for substantial medium and
fong-term capitd inflows. A portion of the financing gap could be covered through additional
bomcwing from commercia sources, including frode credits. Larger private capltal fiows,
inchuding direct foreign investment, and rescheduling of debt service to official creditors coukd
also cover part of the financing needs.

Substantial progress has been made recently In securing official extemal financing for the
medium-tem balance of payments stuation. Significant new loon comenitments have been
received under the Mutatera! Assistonce Inifiative/Fhifppine Assistance Program (MAIPAP).
Total pledges at the Tokyo meeting in Juty 1989 amounted o $3.5 biflon for 1989,/90.

Regarding the U S. bikateral program. in order 1o successilly impiement the strategy. USAID
& planning on a consistent fow of dnancial resowrces at the AAFL leval of approximatety 555
mifon in DA, 3160 million in Z5F 3200 milion in the Muitiiateral Assstonze inlttictve (MAD. and
$35-50 mitkon in PL-ARO TiHes 1 and .



8ased on USADD projections. $55.0 millon in DA and $160.0 milion in E5F wil be needed In
FY 1990 fo cover Incremental costs of ongoing projects ond start up costs for new projects. in FY
1991 these requirements wil be approxdmately the same. The projecfions take Into consideration
the magritude of the morigage for projects authorized prior to FY 1990 and the need o design
projecis In accordance with the MBA, curent Mission strategy and Bureau themes. ¥ the AAPL
not maintained at these levels. USAID runs the risk of not being able 1o implement the plarned
strategy. or meet the MAI and MBA pledges.

The FY 1990 shorifalls create both diplomatic and strategy problems. Instead of the $160
millon of ESF anticipated under the best- efforts pledge. only $124 millon Is curently being rade
avalable. In the case of the Si/MAI prograem, it appedars that the FY 1990 level will not reoch the
originally pianned $200 milion. but wil be $150 miion. This puts the Mission in a precarious
position for the first year under the MAILL when one of the two donor countries which led the
inifiative and convinced other donors to follow ks not able to meet iis first yoar commitment.

B. Porifolo Monaogement lssues

USAID/Philippines s in the process of restructuring s portfolo from one heavlly committed
to Institutional development o one which Includes an appropriate mix of instihdional
development and performance-based disbursement activities. By the end of FY 1990. there will
be approxmatety 30 active projects and non-project activities in the USAID/Philippines’ portfolio,
with nearly one-half begun since FY 1987. In addition, some projects developed prios fo FY 1987
have been refocused on current priorities and given operational guidelines whuch expedite
dection-malking. reduce paperwork and accelerate disbursements.

The restruciuring of the portfolio has resulted In a greater emphasis on the iIntemelaiionship
between the objeclives ond godts of our distinct activiies. For examola, the policy and
adminktrative reforms included in the Support for Development Program assist in providing e
enviionment needed to open new opportunities for the pitvate sector, inprove the efficlency of
basic services and provide for more economic response (o new and rehabfated Infrashruchae.

DegbigaticrReobiigation

Ancther rnonagement issue related to our porifolio ks deobligationfreobiigation. The
Mission has been aggressive in utiiizing the deobiigationjrecbilgation authodty to shift needed
rasources where they could be more productive. From FY 1985 to the second quartes of FY 1990,
USAID decbiigated $135.374.949 from 28 ongoing projects. Of this. $80 millon cccwed n 1986 to
provide a iarge budget suppor program 1o the new Aquino adminisfration. Since 1988,
deobliyotions have been direcied at ightening project managerment and bsinging the porttclio
toward the cunent strategy. This has involved sHiffing funds from o ser to fastor moving. hgher
priotity activiiias i the piivate sector by phasing out nor-pertormning projects or project
components. There wete no decbligations n 1987 or ecrly 1983, hut sihce the last guorter of 7Y
1988 $346.9 Mo, has been deobligaten for tha:e purpesas. USAID wil —ontinue s ogresshye




deocbiigation policy, ond recently discussed the balkance of 1990 deobligations. cumently
estimated at $14 milion, with the Secretary of Anance, who was supporiive.

Project vs. Progrom

Continuing high value projects require a considerable amount of oversight on the past of
Mission persornel. Dudng project implementation. new opportunities are Identified ond oraas of
focus are revised. In addiiion. sorme GOP Implementing agencies remain unable o provide
qualified staff knowledgecbie of AID procedures to implement acthvities over the e of a project.
and the Mission absorbs a greater adminktrotive oversght burden than is desirable given the
large and increasing portfolio.

The current portfollo ks being realgned to accommaodate the ALD. objective of promoling
open mcrkets and open sociefies. The heavy policy emphasis of this stnategy. as wel as The level
of resources anficipated. Wil require considerable effort during design sloges.  implementation
will theoreticaly be less staff intensive, although the jury Is stil out, and savings may wel prove o
be less than anficipated. Where the program mode & possible., performance-bcsed
disbursements should also allow more rapid ond prediciable pipedine drawdown. For eoch now
activity, the Mission will consider the use of fast-disbursing programs wherever possible, aithough
It s clear that for some activities the traditional project mode wil be more appropdate.

Funds Row: Although GOP Reguiations require grant assistance ko be financed through cash
advances, there are frequenily lorgg delays before the advonces reach GOP implemeniing
agencies. As g resutt, the implementation of USAID projects has been seriously affected. The
delays have atso sowed down the reporting of iquidations and the release of subsequent
advances to GOP cgencies. A study of the advance system by a local CPA fym, finonced by
USAIL, showed that the delays were caused by the GOP’s Bureau of Treasury, Department of
Budget anid Manogerment and the impiementing agencies themselves. The study also made
several recommendations fo improve funds ficw, and the GOP ogreed to implement these
recommendations. Aithough some Improvement was evident during FY 1989, the GOP funding
mechanisn continues to be cumbersome and far from satstactory.

These same fund flow problems are not evident when monles ulliized are GOP
appropiiated funds. Given the continuing problems with the advance system. the Misdon &
dicussing with the GOP moving 1o inttial financing through reguiar GCP channets, wiih
subsequent reimbursement from USAID. The GOP has responded with an inleresting
reimbursement scheme. The Nission ks reviewing this propasal with DBM. and w1l contnue o
pursue this mitigihve. Whille the reimbursement method is a logical step In terms of finarict
management it could resut in delavs in getting neecded funding to appropriate projecTs if there
are GOP cash flow protlems
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Absorpitve Copacity: In Oclober 1989 at a Min-Consutiative Group meeting on project
implermentation. the GOP unveled a new Officid Development Assistkance (ODA) manogement
system to streamniine the ODA process. In addition, the GOP has focused on accelemating the
use of donor respurces by Improving Implementing agencles’ capabilities 1o iImplement projects.
monitoing projects 1o identify problems and work out solutions, and improving mechanisms for
the release of countermpart funds to Implementing agencies. The GOP has mode good progress
on these measures, but the GOP bureaucracy s stil slow In responding to polcy inftiaiives and
pinpointing responsibilily. Putting selected aciivifies on a “fast rack’ ks sl dfficut. The Mission wil
continue tts efforts thvough negotiation and shudies to increase the absomplive capoactly of the
GOP to design, Implerment and monttor projects and programs. in designing new aclivities,
USAID wil take carefully into account the GOP capacity to perform.

Pipeine
As of December 31, 1989, USAID’s active porifolio consisis of $831 millon in obligated funds

of which 5519 millon have been spent. As of December 31, 1989, the pipelne was astimated to
be $312 miion. This pipeline consists of $136 millon in DA ond §176 millon In ESF funds. (See

graph).

DA &E
FY 1986 - 12/31/89
(S MN¥on)
Y 86 £Y87 2 4:] EY 89 12031189

ghe Start 276 176 331 247 a3
" Bxpendliutes 369 91 123 161 101
Deobigations 70 — 16 18 _—
" NOA Obigations 285d 246 ?g 339 -
Reobligations 1 —_ —_
Pipetne End 176 31 247 413 312

After a sow and cautious beginning under the new adminkstration, problems with the
Presidentiol Comnnission on Audit and the ke, there has been a marked Improvement In
expenditures In FYs 1988 and 1989 and the fist quarter of FY 1990. With the steps taken. as noted
above, It ks expecied that this rend will continue.

Project Assistance Dxpenditures
(5 Mion)
1986 1987 1988 1982 12/31/89
DA & ESF 24 16 48 36 18

Project expenditres fhpled (fom $14 milon 10 548 miion) between FY 1987 and 1982 -
FY 1689, project expendrtures actudlly declined (fiorm $43 millon fo 536 mificn). However. during
the first quarter of FY 1900 projec: expanditres were 118 mTion (c.ar hotf Fr "C239 eqenditures
for the entire year:.
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Under the ESF category, over 100 subprojects have been controcted for or are out for
bids. Over 30 of these aclivities are presently under construction. It ks expected that, of the 100
subprojects, 80 percent will be completed by the end of FY 90.

Program Assistonce Expendihures
(§ Milon)
i 1986 1987 1988 1989 12131789
DA aond ESF 345 75 75 126 33

Program assistance expendifures have increased condstently since FY 1988, This increase
b due to USAID’s emphasts in supporting GOP policy and administrative reforms with
fast-disbursing programs. I s anticipated that program assistance expenditures wil contirue to
increase ot a pace commensurate with the GOP’s implementation of its economic and policy
reformn program.

The current porifolic s being reaigned fo accommodate the ALl D. objective of
promoting open markets and private seciorded economic growth with the plpeline ssue in
mind. Ten new activities are curently being desighed and two on-going acihivities are being
redesigned. To dlleviate the pipefine buld-up iInherent In adding a substaniial number of new

_ activittes to the porifolio, some are being designed as program assistance ond should therefore
disburse resources relaitvely quickly. assuming good performance (Le.. Nohral Rescasces
Management, Local Development Assistance and Policy Support).

C. Stoffing

The Mission is setting ambitious open markets/open society objectives. Although funding
levets have increased significantly. statiing levels have not grown commensurately due o
increasingly serfious secuity condderations. In the face of on overal downwad frend In total US.
siatf ievets iIn Manlla, the Embassy hcs agreed to establsh hvee new USDH AID posifions and o
dilow the trad % of two informnal intem paositions for USOH. brnging total USDH statf from 35 tn
40. The work iocaw = .~ sted with dolar per staff satio (etther USDH alone. or ncluding PSC and
nstitutional contractons) nonetheless remains the highest in the Agency. Censequently. we have
to accompiish more within constrained staff levels, despite an opesating environment which
requires close monitoring and high professional standards of accountabiity. See groph).

USAID continues to implement the "Mission Vision® which rested from the 1989 retreat
and which faciitates operaions by improving eomwork. delegating more authoity to the
project level. and by Increasing the use of datc management systerms and raining. Following
the 1590 reteqt, a Retreat Action Commitea has been set up 10 deal with a tolklow-on ogenda
to consoiidate recert gains cngd estabiish new cblechves.
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Secuity factors must be taken Into consideration not ondy In staff levels. but in selecting
officexs to fll positions. The Mission needs highly motivated personnel with broad-based
development experience, a keen perceplion for windows of opportunity, experdence in
Implementing new program moddalities, and the ability to operate under continuing pressure. it
wil be necessary fo recnult technicdl staff who also work comforiably with creative desion,
economics and polcy, and rgorous analyss. Uimited staff also means that we can afford no
gaps between assignments, will continue to need a significant number of high quality TDYers,
and will confinue to rely heavily on experenced Washington assistance.

The USAID staffing strategy. In consuitation with the Bureau, must facilitate: (1)
accompishment of agreed~-upon developmental objeciives. (2) accountability for the iarge
resources flowing into the Philppines, (3) dealing with new progromiming modalifies. (4) being
responsive 1o security concems, and continued prority AID/W attention to staffing reeds. In
sammary, the sirategy consists of the following:

. Upgrading staff copabiitty by selecting top level US and FSN replocements as
ncumbent personnel depart;

2.  Looking where possible to assistance vehicles which are less staff Intenstve;

3. Confinuing to use new aond more effective ways of doing business, and delegating
authorities both to USAID/Phlippines and within the USAID as for as possibie without sociificing
cquality and effectiveness;

4. Madmizing use of our gifted FSN employees

5. Looking to the private sector and PYO/NGOs to implement projects/programs
thwough new modafities: and

6. Relying on the use of AID/W PSC and TDY assistance for short-to-medium term kasks
1o augment existing USDH personnel.

D. Operaling Exoenses

The Mission is pleased to have negotiated a firm local curency Tnst Fund agreement with
the GOP iast yeas, thereby helping alleviate the Agency's OF problems. However, constraints on
the levess of dofiar Operating Expenses have a direct affect upon the Msson’s abBty fo
appropriately manage and maintain adequate accountabiiity over the program.  This stuation i
especially worntisome in tght of the increasing size of the progiGn. Through a serdes of nifiatives.
USAID has thus far been able to manage within constrained levets of both personnel and Ot
funding. However, there ks a serfous concem fegarding the Misson's oblity to odequately
manage the USAID porttclio given this trend.

The doliar OF level ‘or 1990 has been established ot $1.25 miicn. The targeted figure ot
the 4me of the preparation of the Annual Budget Subrrisson was $1.75. which wes In fiselt o
difficult }evel for the Mssion. Other sections of this document dscuss the vse of TDY and PsC
assistance in maacging the proarom withn limted staffing leves  This approach. hewever.
requires funding Som the dofar JE budget and conrot te sob-ed thiough the L2 oflocdl
CURTeNTIes



This Mission Is attempting 1o lessen the management locd on mission personnal through
jdicious use of program-funded management services. The abiity fo do this, however. Is ailso
Irnited due o the legiskative requirement that most direct AID manogement be financed from
OF funds.

The Mssion has been succ essful In negofiating an agreement with the GOP covering
local cumency trust funds which should provide adeguate levels for the next two yoars. The uses
of these funds have been exponded 10 lessen the strain dolkkx requirements through lems such
as procurement of data processing equiprment and financing certain iIntemationat ravel costs.
While This has belped to ease the burden of operating within consiroined dolicr levels. it s not a
practicd sokution to O costs of TDY and PSC assistance and cannot be used to finonce Rams
paid for In other than local cutencles. Further. In spite of the recent agreement, the frust fund
continues o be a sowrce of extreme concem to the Phlippine govemment: the Misson will be
- vexy conscienticus about uses, and Emifs on the avaliablity of these funds in the fuhsre remaina
vexy strong possibity.



The USAID mainicins close contacts and working amangements with other major donors to
avoid dupiication. 1o achieve coordingtion on malor policy ssues and projects, and 10 ensure
effective and thorough coverage of needed development octivities and reforms. One of the
ceniral purposes of the Multiateral Assistance hnifiative (MAD Is to Increase project and policy
coordination among donors. Under the MAI coordingtion has improved, particularly within the
‘core group’, bt the full synergistic potential of coondination has not yet been realzed.

The largest donoss to the Phlippines, in order, are Japan, Workd Bank, Adan Development
Bank (ADB) and the United States. The Intemationa Monetory Fund MF) also provides maojos
wssistance; Haly, Conada, Australa, the Netherands, and U.N. ogencies have sgniiicont

programs In the Phillppines.
Muhiaterals

The IMF haos the lead role on macro and stablization ksues. s Extended Fund Foclity
(1989 value of about $865 milion} and Compensatory and Contingency Anancing Faciity (1989
value of approximately $375 millon) oddress several economic issues: a substaniial increase In
nvestiment and efficient resowurce use, a market-detemmined exchange rate, the confinuation or
compietion of recent siructural refoms. finaoncial sector reforms, rduction of the notional
govemmenit’s budget deficit, emphasis on an effective and Integrated program of monifiondng
and controfing the exploftation of forestry resources, and addressing poverty problems.

The Workd Bank provides significant development assistance to the Philippines, tolaling
3495 mion during June 1988 - May 1989 and at least $500 milkon (exchuding the debt
reshucturing assistance) during June 1969 - May 1990. The bank takes the lead role In several
sectors. It provides support for the counlry s reform programs for government coporafions,
financkal sector, energy sector and housing sector.

The Asian Developrnent Bonk's assistance program fos 1989 was $566.9 millon. Of the
total, $548.4 miiaon was alocated to loans for seven projects. $11 5 millon to the privata sector
loans and equity program, and $7.0 miflion 1o 22 technica assistance reciplents. The program
emphasizes the power, forestry. water. and snall and medium industries sectors. Whie ADB Is
beginning fo provide sector assstance. its shength and maojor 1ole & stll in copital intensive

projects.



The UNDP suppiled $5.8 milion in assistance in 1988, exciuding ald the Philippines received
from reglonal UNDP programs.  Sectors receiving the most emphasis were ogricutture, forestry,
and fsheries and also general development issues, policy, and pianning. Other UN ogencies
provided $8.9 million in assistance in 1988, concentrating on social conditions an-d equity ssues as
wel as the population sector.

Blaterals

Japan provides assistance through thwee organtzations:  JICA (Japan ntemational
Cooperation Agency), OECF (Overseas Economic Cooperation Fund). and the Japan
txport-import Bank. In 1988 ACA provided 570 million in copital grant aikd and $60 milion in
technical cooperation. The OECF's 16th yon loan package of 1989 {olalled opprodmately $850
mithon. It emphasized projects in such areas as imigation, water supply, flood condrol and
provincial roads, dong with a loan for the finoncial sector, especiolly commercial banks.

The Jopanese Exportdmport Bonk provided three toars in 1989. These included $300
rdion of MF pardalled lending for bolance of payments support and hwo direct overseas
nvesiment loars for joint ventures worth g combined tota! of $64 millon. The Jopanese have
been an important supporter of the Aquing Adminisiretion through the substantia provision of
resowrces and of policy reforms through co-financing of World Bank and IMF programs.

Other bicrteral donors, especially as a group. aise provide significant amounts of ald.
They generally have been responsive and supportive on policy and resource issues. Iigly
comimitted $392 milion In assistance 10 the Philippines over 1987-1989. Of this, $202 millon was in
the form of grants and $190 Inloans. The sectors receiving the kargest shares of the funding were
Infrashhuchure. agicuthwe. and energy.

Ausiraiia supplied about $25 miion in assistance during the July 1988 - June 1989 period.
Approxdmately 80 percent of this amount ks dvected to the blaterd program. Nohural resowrces
and educdation and traning are the largest seciors addressed by the ald progrom. The
Netherkands provides approxmately $25 miion per year in asskstance o tive Philppines, assisting
primandy the CARPtelated and nural development sectors. Only a smoll part of this ald s in the
form of technical assistance. Conadq’s assstance program has provided approdmalely
$19 milon in each of the last two Apd - March fiscal years. About 40 percent of this amount ts for
commodity projects which provide balance of payments support.

2 Mafigterdl Assistance initiative

The fomidction cf the Mullicterat Assistance Inttigfive (MAD senes 1o enhonce donor
coorgdination and burden sharing and to focus assistance to the Fhifpgines on creating a policy
enviionment which shimulates private secicried growth.



Discussions between the U.S., the Philippines. Japan. the IMF and the World Bank. the ‘core
m.mhuwwmmmemmmmmwmd
nineteen countries and six Internafiona agencies met In Tokyo In July 1989 1o kounch the MAL At
the closing session, the Workd Bank announced that total pledges amounted fo $3.5 billon. even
more than earfier IBRD estimates of about $3.0 billon. Pledged ald was more than twice the fokal
assistance of some $1.6 billon pledged at the last CG In February 1987,

Assessment of economic program. Donor countiies have acknowledged the
achlevements of the GOP’s early economic reform program anxd endorsed the strong
commiiment, and equally sirong need, to continuing that reform effort. h this connection. the
GOP reached agreement with the IMF In May 1989 for a three-year Extended Fund Focllty.
Signiicaont challenges remain, however, and In mMany ways the reformn steps st needed are more
difficult thon those the GOF has diready undertaken. Of great imporkance, for example, s the
need to atract high levets of private sector investrment. To do this, the GOP must maintain o
competitive exchange rate, sirengthen s inancial sector. rapidly pursue privatization. moblize
domesiic resources. and make public Invesiment programs more efficient.

Implemenigtion. The donor community has emphasized from the beginning that
launching the MAL s only a first step.  The burden rests with the GOP 10 make effective and
efficient use of donor funds 1o achleve sustained, broadly based growth led by the private
sector. The abiity of the Philppines (o absorb the higher levels of assstance pledged has Heei a
maior point of discussion In both formal and Informa meetings since Tokyo. A number of Zonces
have expressed concem about the ablity of the GOP fo improve is odminisirative process.
There has been considerable discussion of constraints to project and program development and
implementation, but aiso of new Mmeasures taken by the GOP and doncss to Improve utization.

Of parilcuor interest are the organizationa changes affecting the odministrafion of
foreign assistance programs. in Oclober 1989, the GOP hosted 0 meeting which was widel,
attended by the donor community. The GOP reaffirmed that off foreign ossisiance wil e
coordincted by new Committee on Offickal Development Assistance (CODA) as well s of the
Coordingting Counct on the Philppines Assistance Program (CCPAP). The GOP anvnv~xced Q
90-day program to insiihute a sedes of odditional meaases to ssmplty and nprove |-
adminktrative procedures in order to ensure that assistance s used rapidly. efficieny -
effectively. During the March 1990 core group meeting, the GOP dishauded arepor. n W7
actions that haod been token. ond are now being implemented 1o dedal with conor concerrs
rased during mMni-CG on improving impiemeniation held in October.

At the corz group meeting held in March 1990, to review overal progress on g
established In the FAF framework paper, doncis e«pressed concem about certain crificae . 18
of structural and macro-econcmic importance, but were imoressed by the GOP’'s grosp of sues
and announcad economic poc«age.



The pedliive reaction fo the announced economic reform packoge was buoyed considerably by
the G.O.P.-deciared sirong Intentions to move immediately and fo complate the malor thrust of
the program within g 100-day, GOP-esiabilshed target fimeframe. Another core group meeting
will be held I June 1990 to review action under itvs new GOP package. as wel as progress on
RAF program targets.

Envionment and Natual Resource Manogement. The need for more effective
manogement of naturd resources has been a pronounced theme by the GOP and most donors.
porticuaty the U.S. and the Jopanese. At the Tokyo CG. It was ogreed that a separate
technical meeting on this issue would be held earty In 1990.

Over 150 participants from 26 bilateral and mulifiateral donors, Philippine and U.S.
envionmental PVO's and GOP functional and ine agencles attendad the meeling on Febrtuary
13 and 14. 199%0. Both the Coordinating Councll for the Philippine Assistance Program (CCPAP)
and the Depariment of Environment and Natural Resources (DENR) were clted for the significant
progress made since 1986, particukarly by DENR in project/program implementafion, absorpive
capacily. greater NGO involvernent, decentralzation of impiementation, enforcement of
environmental reguagtions and the pursuit of policy reforms for promoting sustained use of the
couniry’s natural resources. Unveling the Philippines Strategy for Sustainable Development
(PSSD). a conceptudl framework for oddressing the naturcl resources problems, was one of the
highlights of the meeting. This conceptud framework met with general donor approval as it
focused on: a) addressing the need and interest of the smal Indigenous resource users as well as
the general oublic; b) providing incentives for private indushy 1o utiize the country’s nahural
resources in a more efficient and sustainabie fashion. while diininishing thelr convol over these
resources: and c) identifying and implementing measures that wi help rehablitiate the
environment.

However, It was noted that the GOP, in close collaboration with the donors. needs o
estabiish clear priordties wittyn and among these brood areas. Planned folow-up actions that
were consequently identified include: additional donor and GOP meetings on prioritized oclions
of the PSSD; acceterating entorcement efforts: and consoldating the conhitoutions of the for
proftt private sector. non-govemment organizations, govemment organizations and donors. This
vl require close attention 1o assess progress and further collaberation among donors. Planned
foflow-up aclions identified were: specified donor meetings on pricrtized actions of the PSSD,
accelerating enforcement efforts and consolidating the confributions of for profit prtvate sector,
non-govermment organzatons/govermnment organkzations ond donors.

Agranicn Reform.  The donor community & supporting the GOP emphasis on poroAding |
support services, credit and infrastructure as wel as land fransfers under the ogrartan reform
Program.
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However, the Agrarian Reforrmn Program s compiex, ambitious, odminisirattvely demanding. and
Involves very sansitive domestic polifical issues. Many donors exprassed inferest In the
development of specific projects to help support he implementation of the Progeam. A
follow-up "MinkCG’ on this subject will Ikely be hald in the summer of 1990,

3. USAID MAI Assistance.

In Tokyo, the U.S. made a multi-year pledge o the MAl of $1 tllon. ALLD.'s efforis are
being direcled largely at continuing the policy reform inltiatives. aveady kaunched, aimed at
creating susiainable, broady based economic growth in order 1o Increase opporiunifies for the
private sector through open markels and economic diversification. Our assistance wil focus
generaly on prvate sector activities ond Infrastruciure which opens opportunities for US. business
rather than the sockal services aspects of the Program. Broodly based growth wil leod 1o
widespreod benefits and increased employment for the Phillppine people. The Mission wil be
prepared with more fraditional activities in telecommunications or power, the se-iors most
cppropriate 10 the mixed credit focilit, should the miked-crecit foclity not matedalize.

Specifically, A1.D. resources are targeted at:

~  supporting struchural reforms to Increase opportunities for widespread growth led by
the pitvate sectcr;

-  increasing the involvement of the pivate sector in the development process

—  removing policy consiraints 1o open mxarket-ed growth and private investiment
outside of Manda;

—  improving the management of the nation’s nahural resources:

- developing nationwide Infrastructure necessary for broadly based private seciorded
gowth (e.g.. ports, telecommunications. markets, power and ar and waterway Inkoges):

-  enhancing prvate sector involvement In more efficient and effective delivery of
basic services.

Use of FY 1990 MAI Funds The ALLC. Mission ks well aiong in ifs programming of MAI funds

—  PAP Support - $25 Milion. An initidl ranche of §11 millon was obiigated In Janucsy.
Advertising for bids for the major feasiolity study contiocts ks underway. The second tranche of
$14 mllon ks scheduled for obligation iater in the fiscd year.

- Folicy Support - $40 Milion. USAD has been holding extensive dscussions with the
new GOP economic team to identify adaifiona policy reform efforts which can be undertaken.
The excharnge iate, the role of the Board of Invesiments, ard accelercted privatzation are
strong candidates. Discussions should be concluded In the third quarter of FY 1990.
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-  Mndanoo Area Development - 535 Millon. Roads which are basic to further
developmant of the Genera Santos area have been kdenfifled. Discussions with the govemment
on expedite 3 contracting mechanisms have been concluded. Approxinnately $20 millon of the
fotal wil be channelled thyough the existing Rural iInfrastructure Fund Project in an effost 10 begin
activities immadiately.

—  Nahual Resources - $30 Milion. The PARP for the Natural Resousces Manogement
Program was sent 1o AID/Washington on February 21, 1990 | proposes a polcy-ditven nahural
resowurces management progeram with two pusposes: (a) to iIncrease economic efficiency in the
forest products and wood processing indusiries; and (&) 1o promote the econormically anc®
ecologically sustainable management of the Phlippines’ nohsal resources with specia ottenfion
1o tropical rainforests and biodiversity. The basic premise of this inttiative is that nahsal
resowrces, paticulaty forest resources, which are economically and ecologically sustainably
rmanoged, can continue 1o be g dgnificant and direct contriibutor to the economy and socledy
of the Phiippines. For-profit private sector and non-govemment organkzations are keys to the
success of USAID's assistance to the sector.

—  Mixed Credit Facilty. The Mission & aclively discussing with Washington the
establishment of a mixed credh faclity under the MAI to assist U.S. s to compete more
competitively for major 'nfrastruchee projects in the Philppines, particuicrty in
telecornmunications and power. VWashington has assumed resporsibiiity for providing policy
guidonce and structure for the foclity, which has been discussed in broad tenmns with the GOP.
Leveraged EBxdim ‘war chest® addtionolity ks essential to successtul negofiation.

B. Democratic P Yism Inlfiative

The recent Bureau Democratic Phealism Inifictive (DPD & well sulted to the Philippines. The
ascension 1o power of Corazon Aquino In February 1986 trought about fundomentd poltial
change. The si-year economic development plan acopted by the GOP In 19846 k reflociive of
the prnciples embodied in the DPI: a respect for human dghts. socicl gstice, and greater
efficiency and reduced govemment intervention. The plan emphasizes a shrong free-market.
private-sector crentation.

USAID played a role In helping establish poltical iberties in the Philippines, providing
crucicl budge? support during the crittcal eary years of the Aquino Adminksiration in support of
vital policy reforms as wedl as assistonce for monitormg the snop elections in 1986. USAID also
funded commedities and personnel support costs relaed to voter registration for the Comemission
on Blections.

Despite the shong record cf achizvement n restoring fom A ockiical sineohures ond basic
civit fights, there s much that car: be done fo conscidaie cchievements in democreic plurclism
and advance 2 cbis thves futher



Cormruption, ofigopolles, an inefficient and overly bureaucratized judiciary. and problems of law
and order continue to show the potentii to undermine restored democracy in the Philppines.
Repiacing vested interesis and ways of doing business with the Intrinsic tenets of democratic
phaalism s o graduail and long-term process. Remaining tasks crificd to safeguarding exdsting
polticd gains and increasing effectiveness of present instthutions are the creation of a more
open and supporiiva, market-ordented economic snvironment, sronger private sector and NGO
organizations, a strengthened judicial system. and more effective delivary of basic services. in
moving to copitalze on this opporfuntly, the USAID wit be requesting significant Bureou and
Agency backstopping and direct support.

USAID Role

The major emphasis of USAID for P ks: (1) voice - strengthen NGOs and privote sechor
organtzations that help the funclioning of democratic insittutions. (2) govemance - Improve
functioning of demaocratic Institutions, including direct assistance to the judciary. (We do not
nde out involvement n etections should oppodunities prasent themselves, but the sensitive
Philippine relationship with the former “colonial power” makes this sensitive and hard to plan for.)

1. VYolce. A magjor emphasis is the developrnent, and sirengthening of iInstiksfions ond
organizations outside the government which can play an advocacy role. The private sector
remains the primary engine of gniowth. USAID b planning institutional development support
through the IRIS project fo private-sactor organizotions that are advocating legal and
adminktrative reform, particulaly with regard fo the informad sector. USAID s pussulng greaker
assishance 10 develop the capabliity of PVOsS/NGOs. bullkding on the program’s sustainabiity and
the PVOS’ expanded role as emissaries of change Ih arsas such as envirionmental policy.

In agrbusiness, where major acthivity 5§ expected n the near futuse, USAID ks workdng with
chambers of commerce and Industty. 16 assist them o anclyze Issues affecting the ogricufture
sector and o Interact effectively with the GOP. USAID Is identifying other private sector groups
for assistance. particukarly in natural resources, ogriculture and locdt development, to Increase
thek ablity to Influence govemment polcles that affect a market economy on behalf of ihelr
conslituents.

2. Govemance. Encouraging decentaization k another focus of the program.
USAID's efforts emphasize a strong role for the privote sector in mesting the growing demand for
iocal development. and encourage a more efficient allocation of responsibliities between the
national and locat levels for the delbvery of goods and senvices.



In FY 1990, USAID wil begin a major program with the Asky Foundation for strengthening
the jucicial branch of govemnment. Major components of the program are confinuous icl
fraining for judges and court personnel, fraining In altemative dispute resoktion, and support fo
organizations which promote access fo ustice for disadvantaged groups. USAID expects 1o
have in piaoce a makr democratic pluralism activity, focused on admidnisirafion of justice among
ciher things, during the Strategy Statement pesiod.

Anally. to support cholce in the electoral process, USAID may provide assisiance for the
1992 elections, keeping In mind poltical sensithities.

C.  Women in Development

There appeas to be a high degree of openr.ess in Philppine culture for women ¢
actively participate in varous aspects of communily ife, in the economic sphere. and in political
and civic organizations. Although historical data show female participation has not always been
as Infense or widespread as today’s, avallable information indicate sgriicant changes. For
instance, in the palitical sphere and community leadership structure, not only are women more
Involved in the elecioral process. recent trends Indicate that an INcreasing number of women
are contesting polticd positions in all levels of public offices.

Integration of women In economic processes has antecedents in ogriculiural areas and
ancng the poorer sectors of sociely. For instonce. studies of poor naral householkds show that
both fernale and male members play crucial roles in acquiing and generalfing resowurces in order
for the househcid 1o survive.

Statistics show that Alipine females are at par with males in school gttendance. Breracy
and education and attainment. Further, the generd trend towards a predominance of females
hprodboﬁdbvebofedmﬂmaﬂdﬁeksdmmmbnmkﬂomenntm
have more advantages over men in this areo.

The GOP's support for the godl of iIntegrating wormen in the development process s
clearly expressed in the Phiippine Development Pian for Women (PDPW) 1989 - 1992, the pdmary
purpose of which ks to transiate the country’s developrment goats Info concrete policies,
programs and actions that address the poor and the disodvantaged not only on the basis of
class, ethnicity or region, but in terms of gender as wefl. In oddition, there care bils In the
Philppine Congress that seek to improve women's participation and contribution to economic

growth,
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Stuciies have shown that oditiond atfitudes toward male-femdale roles and the ADING's
assessment of equolily between the sexes are based on the husband as family provider and the
wife as home-based, providing only a support role. Ananckdl need k percelved as the chiof
ssiification for G wife's takdng a job. Apparenity. not only the man but diso the woman defines
the wife’s role as that of staying “‘at home”. This cuthardl nomn ks siowly belrygg eroded by better
education, greater access to nformation, and the demands of economic survival. Furthenmore,
socid mores do not preciude the wife from actlive parficiaation in politics and community
problems.

The socio-cuttural ond polifical mileu within which the Mission operates is generally
non-resistant to integration of women. The govemment’s inffiatives In this area also suggest
shrong political will fo further dissolve social and economic barlers 10 women’s involvement in
development aclivities. This positive envifonment suggests that the iVission need not pursue
activiities geared fowards atittudinal and vakue changes regarding the role and percepiion of
women, and that the Mission need not Indtiate women specific projects.

#t does suggest thot the Mission’s WID efforts should focus on better understanding of the
dynomics of women's participariion in curent USAID funded octivitias to better undersiaond the
Impact of women’s participation in project performance. The Mission has initiated efforts to
document the mpact of women's involvernent on project performance. The recendly
compileted shudy on Women and Men in Rainfed Faming Systems and the on-going study on
Effects of Women's Employment in the Formal ond informal Sector on Thelr Status and Fortlity are
examples of such efforts. Similady, a3 the Misson moves away from project assstance type
octivities, it oo must begin to study how best to nteg:ate gender concams In thase efforts.
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